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Select  Committee  on>  United  States 

Shipping  Board  Operations, 

House  of  Representatives, 

New  York,  November  17,  1920. 

The  committee  met  in  room  401,  United  States  Post  Office  Building, 
at  9.45  o'clock  a.  m.,  Hon.  Joseph  Walsh  (chairman)  presiding. 

Present  also:  Hon.  Patrick  H.  Kelley  and  Hon.  Henry  J.  Steele, 
members  of  committee. 

TESTIMOVT  OF  MABTIV  J.  GULEV,  SACIVE,  WIS. 

The  witness  was  duly  sworn  by  the  chairman. 

The  Chairman.  The  committee  will  resume.     What  is  your  name  ? 

Mr.  GiLLEN.  Martin  J.  Gillen. 

The  CHAIRMAN.  Your  residence  ? 

Mr.  GiLLEN.  Racine,  Wis.;  business  address.  New  York  City. 

The  Chairman.  Were  you  formerly  connected  with  the  United 
States  Shipping  Board  or  the  Emergency  Fleet  Corporation  ? 

Mr.  GiLLEN.  I  was. 

The  Chairman.  In  what  capacity  ? 

Mr.  Gillen.  Under  the  title  of  special  assistant  to  the  chairman 
of  the  Shipping  Board  and  the  president  of  the  Emergency  Fleet 
Corporation. 

Tne  Chairman.  How  long  were  you  in  that  position  ? 

Mr.  Gillen.  From  the  1st  of  October,  1919,  until  the  1st  of  August, 
1920. 

The  Chairman.  What  is  your  business  ? 

Mr.  Gillen.  Well,  I  am  a  six-year  college  man  with  the  degree  of 
law.  I  practiced  law  from  1898  until  1911,  when  I  abandoned  the 
practice  of  the  law  and  started  corporate  reorganization  work.  I 
reorganized  the  Mitchell-Lewis  Motor  Co.,  and  had  control  of  it  for 
two  years;  the  Mitchell  Wagon  Co.  for  two  years.  I  organized  the 
Racine  Rubber  Co.  Since  that  time  I  have  been  on  reorganizations 
and  commercial,  financial,  and  analytical  work  up  untU  the  time  of 
the  war.  At  the  time  of  the  war  1  joined  Mr.  Baruch  on  the  War 
Industries  Board  and  was  one  of  the  assistants  to  G.  N.  Peak,  who 
had  charge  of  the  finished  products  section,  which  meant  all  the  fin- 
ished products  that  went  overseas  for  war  purposes. 

The  Chairman.  You  are  under  subpoena  to  appear  before  this 
committee  ? 

Mr.  Gillen.  I  am,  and  am  here  to  answer  to  that. 

The  Chairman.  How  long  did  you  remain  with  the  War  Industries 
Board  ?  ^         ^ 

Mr.  Gillen.  About  a  year,  and  was  with  them  up  until  about  the 
27th  or  28th  of  December,  1918.     I  stayed  there  some  Uttle  time 

^ST  ^^®  armistice  to  close  up  some  work. 

The  Chairman.  Did  you  have  any  other  connection  or  association 
ordid  you  participate  in  any  other  conferences,  or  did  you  hold  any 
other  official  position  in  connection  with  the  Government  participa- 
tion m  the  war  or  its  preparation  for  war  ? 
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Mr.  Gillen:  I  wrote  a  plan  of  industrial  mobilization  in  1915 
and  circidarized  all  the  officials  of  the  Government.  The  basic 
principles  of  that  plan  are  the  War  Industries  Board. 

The  Chairman:  Was  that  plan  adopted  or  followed? 

Mr.  Gillen.  The  basic  principles  were  adopted  by  Mr.  Banich 
later  on,  but  he  himself  had  been  working  along  the  same  lines.  I 
might  add  to  that  that  with  the  corporate  connections  I  had,  after  the 
war  began,  in  1914,  I  came  in  close  contact,  as  early  as  October, 
1914,  with  the  French,  Russian,  English,  and  Italian  buying  com- 
missions in  New  York  City,  and  saw  the  methods  of  purchase  m  this 
country  employed  by  foreign  countries,  and  I  had  about  two  years' 
experience  with  those  different  departments. 

The  Chairman.  Were  you  also  a  trustee  of  the  Emergency  Fleet 
Corporation  while  you  were  with  the  Shipping  Board  ? 

Mr.  Gillen.  I  was.  s 

The  Chairman.  Are  you  still  a  trustee  ? 

Mr.  Gillen.  I  resigned  the  place  practically  the  1st  of  August,  1919. 

There  may  be  just  one  other  thing  to  supplement  my  testimony 
there 

The  Chairman  (interposing).  The  1st  of  August,  1919  or  1920? 

Mr.  Gillen.  I  meant  1920.  There  may  be  one  thing  more  to 
supplement  my  testimony:  In  the  experience  that  I  received  dealing 
with  these  fore^n  commissions^  I  saw  the  method  of  the  War  Indus- 
tries Board,  by  groups,  and  then  saw  how  the  foreign  countries  were 
getting  mulcted  in  tnis  country  on  their  contracts ;  and  after  the  war 
broke  out  in  this  country,  and  about  the  latter  part  of  April,  1917, 
the  first  month  of  the  war,  I  was  called  to  Washington,  along  with 
six  other  men,  to  prepare  the  plans  for  the  meeting  of  the  governors 
and  the  representatives  from  the  States,  which  was  held,  I  think, 
on  the  1st  of  May,  1917 — within  less  than  a  month  after  we  went 
to  war. 

The  Chairman.  Who  w^as  the  chairman  of  the  Shipping  Board 
when  you  were  there? 

Mr.  Gillen.  John  Barton  Payne,  until  about  the  1st  of  March, 
when  he  went  over  to  the  Interior  Department. 

The  Chairman.  The  1st  of  March  of  this  year. 

Mr.  Gillen.  Yes,  sir;  and  Admiral  Benson  afterwards. 

The  Chairman.  You  were  special  assistant  to  Admiral  Benson 
until  August,  1920  ? 

Mr.  Gillen.  Yes,  sir.  And  also  after  Judge  Payiie  left,  there  was 
a  vacancy  in  the  trusteeship  of  the  Emergency  Fleet  Corporation, 
and  I  was  elected  as  trustee. 

The  Chairman.  As  special  assistant,  when  you  were  first  ap- 
pointed, what  were  your  duties? 

Mr.  Gillen.  May  I  answer  that  in  my  own  way? 

The  Chairman.  Yes.  ^ 

Mr.  Gillen.  Judge  Payne  had  been  my  attorney  on  aU  of  the  reor- 

tanization  work  that  I  had  done  through  the  Middle  West,  and  he 
ad  been  on  the  job  in  Washington  about  a  month  when  he  asked 
me  to  come  down  and  give  him  a  month's  time  on  analyzing  the 
situation  that  was  confronting  him,  as  he  was  quite  worried  as  to  the 
conditions  he  found  there.  When  I  came  and  saw  him  I  told  him  I 
was  free,  and  that  I  would  spend  some  time  with  him,  having  the 
privilege  to  leave  when  I  wanted  to.     He  then  wanted  to  know  what 
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title  I  would  take,  and  I  said  I  did  not  care  for  any  title,  but  that  if 
I  came  there  I  must  be  in  some  way  under  his  sole  jurisdiction,  so 
that  I  could  fearlessly,  under  his  orders,  make  such  examinations 
as  I  thought  fit,  and  make  such  recommendations  as  I  saw  fit,  and 
not  be  imder  the  control  of  anyone  except  him.  I  then  came  in  the 
capacity  of  an  analyst  of  the  situation. 

The  Chairman.  In  a  general  way,  did  you  examine  the  records? 

Mr.  GiLLEN.  Shortly  after  I  came  there  the  Treasury  Department 
of  the  Fleet  and  the  Shipping  Board,  the  accounting  department  of 
the  Fleet  and  the  Shippmg  Board,  the  legal  department  on  claims 
began  to  function  up  through  me  to  Judge  rayne.  After  I  had  been 
there  a  few  days  I  started  to  reorganize  quickly  the  situations  that 
I  found,  and  the  different  departments  began  the  work  to  carry  out 
the  plans  that  Judge  Payne  would  decide  on,  so  that  all  the  records 
would  come  up  to  me.  I  would  examine  the  records,  and  would 
work  out  matters  with  the  oflficers,  work  out  with  them  all  statistical 
matters  which  came  up,  and  make  analyses,  and  lay  them  before 
Judge  Payne,  so  that  he  could  get  some  definite  information  upon 
which  to  make  decisions. 

The  Chairman.  At  the  time  you  were  there  the  building  program 
had  been  undertaken,  the  construction  program? 

Mr.  GiLLEN.  The  construction  program  was  well  under  w^ay  when 
I  came  there.  In  other  words,  all  the  shipyard  plants  in  this  country, 
the  agency  ones  under  the  Government  and  the  contractual  relations 
established,  and  much  of  the  steel  had  come  in,  and  they  were  well 
along  in  their  building  program.  That  was  equally  true  m  the  mat- 
ter of  moneys  advanced  to  the  old  Une  shipyards.  That  was  equally 
true  with  the  new  yards  that  were  being  ouilt  in  this  country. 

The  Chairman.  Do  you  know  how  many  ships  were  requisitioned 
on  the  ways? 

Mr.  GiLLEN.  There  were  requisitioned  on  the  ways  about  451 
ships.  They  called  them  ships  if  the  material  was  in  the  yards  or  the 
keels  were  being  laid.  That  meant  that  when  the  order  went  out  to 
requisition,  what  was  found  in  the  yards  of  this  country,  they  took 
over  the  plans  and  specifications  and  material  that  was  found  on 
hand  and  whatever  construction  had  been  done.  There  were  451 
of  these  ships. 

The  Chairman.  Were  they  operating  ships  upon  the  sea? 

Mr.  GiLLEN.  They  were. 

The  Chairman.  Do  you  know  how  many? 

Mr.  GiLLEN.  Shortly  after  the  war  broke  out,  the  order  was  entered 
commandeering  the  use  of  all  ships  under  the  American  flag,  and  aU 
boats  like  scows,  tugs,  and  cargo  boats.  This  took  in  passenger 
boats,  wooden  and  steel;  it  took  in  tankers,  wood  and  steel;  and  tugs^ 
wood  and  steel;  and  cargo  boats,  wood  and  steel.  They  took  over 
about  574  of  those  boats,  and  during  the  war  the  private  owners 
operated  them  under  Government  management. 

The  Chairman.  Do  you  know,  approximately,  how  much  the 
Shipping  Board  expended  ? 

Mr.  GiLLEN.  Do  you  mean  as  a  total? 

The  Chairman.  For  all  purposes. 

Mr.  GiLLEN.  The  last  estimate  that  I  saw  was  that  there  had  been 
approximately  .$3,400,000,000.  Of  that,  I  understand  there  is  now 
about  $50,000,000  still  available  in  one  form  or  another,  with  some 
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receivable.  In  addition  to  that,  out  of  those  574  ships  operated 
during  war  time,  at  the  very  high  prices  for  freights  then  prevailing, 
the  Govemment  took  in  somewhere  around  $400,000,000.  If  you 
add  the  $400,000,000  to  the  $3,400,000,000  you  have  $3,800,000,000; 
and  all  that  has  been  expended,  except,  I  should  say,  about  $50,000,- 
000. 

The  Chairman.  Did  you  make  an  examination  to  ascertain  what 
the  situation  was  with  reference  to  the  accounting  system  ? 

Mr.  GiLLEN.  I  did. 

The  Chairman.  WiU  you  state  what  you  found  ? 

Mr.  GiLLEN.  May  I  state  that  in  my  own  way,  so  as  to  be  fair  to 
the  situation  ? 

The  Chairman.  Yes. 

Mr.  GiLLEN.  First,  the  Shipping  Board  was  formed  and  had  to 
set  up  a  set  of  books  to  take  care  of  its  operations.  Under  the  law, 
the  Shipping  Board  was  to  create,  or  could  create,  an  agency,  and  it 
did  create  tne  Emergency  Fleet  Corporation.  Now,  it  was  necessary 
to  set  up  a  set  of  books  which  would  show  first,  the  contracts  that 
were  entered  into  by  the  Shipping  Board  and  the  Emergency  Fleet 
Corporation.  Those  contracts  would  be  in  reference  to  the  ships 
it  took  over  at  sea  and  the  operations  thereof;  that  is,  freight  moneys 
received  and  expenditures  made.  It  would  have  to  cover  the  con- 
tracts made  by  the  Government  for  its  agency  yards,  such  as  Hog 
Island  and  tne  Merchants'  Shipbuilding  Corporation.  Then  it 
would  have  to  have  bookkeeping  records  on  all  the  private  shipyards 
that  the  Govemment  advanced  money  to.  In  addition,  it  would 
have  to  have  records  of  all  contracts  for  ships  to  be  built.  Then  it 
would  have  to  have  records  of  disbursements  for  all  the  materials 
that  were  purchased. 

Now,  on  October  1,  1919,  shortly  after  I  got  there,  I  made  an 
examination  to  see  what  was  the  matter  with  the  accounting  situa- 
tion. I  discovered  that  they  did  create  a  set  of  books  to  take  care 
of  the  shipping  operations;  that  the  operations  at  sea  of  the  574 
tugs,  scows,  tankers,  passenger  boats,  and  cargo  boats  were  covered 
by  this.  And  they  appointed  a  comptroller  to  take  charge  of  that 
particular  division  of  tne  work.  And  I  found  that  that  department 
never  functioned.  In  other  words,  thev  never  got  their  records 
together  under  a  system  which  enabled  the  Government  to  know  at 
any  given  time  how  much  the  Government  has  taken  m  in  cash  on 
those  boats  operated  during  the  war  and  after  the  war  up  to  October 
1,  1919.  Nor  had  they  any  system  by  which  they  could  tell  the 
disbursements  that  had  been  made  by  private  operators  operating 
those  ships  for  the  Govemment.  Nor  had  they  any  record  showing 
how  much  cash  was  in  the  hands  of  operators. 

To  illustrate,  we  discovered  that  on  all  the  ships  operating  during 
the  war  by  the  Govemment,  with  the  terrific  profit  coming  to  the 
Government — ^because  freight  rates  were  running  at  one  time  as 
high  as  $300  a  ton — that  there  was  created  up  to  October  1,  1919, 
over  8,000  voyage  accounts.  A  voyage  account  of  a  ship  would  be, 
for  instance,  from  New  York  to  Liverpool.  There  were  over  8,000 
of  these  v^oyage  accounts  on  October  1,  1919.  And  only  eight  of 
these  voyage  accounts  had  been  audited. 

The  Chairman.  Did  you  say  only  eight  ? 
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Mr.  GiLLEN.  Yes,  sir;  only  8  of  the  8,000  had  been  audited.  We 
found  that  there  was  no  record  set  up  at  Washm^ton  or  elsewhere,  in 
the  Government  records  of  the  Shipping  Board,  which  showed  the 
transactions  of  these  8,000  odd  voyages.  And  we  found  that  there 
was  belonging  to  the  Shipping  Board  vast  sums  of  money,  cash,  that 
there  was  no  record  of  in  the  division  of  operations,  or  in  the  Treasury 
Department  of  the  Shipping  Board.  We  did  not  know,  that  is, 
Judge  Payne  did  not  know,  to  what  vast  sums  that  money  would  run 
into.  Those  boats  were  operated  by  the  United  States  Government 
through  the  original  shipping  companies  who  owned  the  boats,  and 
no  supervision,  no  standard  set  of  accounts,  had  been  ordered  in  the 
offices  of  these  shipping  companies.  The  result  was  that  pretty  nearly 
all  of  them  conflicted — the  operation  of  Government  operated  boate 
with  their  own  boats.  In  other  words,  they  ?an  the  transactions  right 
straight  through  their  books  without  separating  the  account.  Under 
the  contract  had  between  them  and  the  Government  they  were  com- 
pelled to  put  the  money  in  the  name  of  their  own  company,  wdth  the 
words  ''Snipping  Board  fund"  or  some  other  word  attached,  to  desig- 
nate them  as  uovemment  funds.  But  in  the  accounting  derart- 
ment  of  the  division  of  operations,  and  in  the  Treasury  Department  of 
the  Shipping  Board,  no  scheme  or  plan  had  been  made  to  check  up 
what  casn  there  was  in  the  bank  belonging  to  the  Shipping  Board. 

The  Chairman.  Mr.  Gillen,  do  I  understand  you  to  say  that  in  no 
office  of  the  Shipping  Board  or  of  the  Emergency  Fleet  Corporation 
was  there  any  account  of  the  moneys  belonging  to  the  Government 
as  the  result  of  the  operations  of  these  ships,  up  to  October  1,  1919  ? 
Mr.  Gillen.  There  were  some  records,  but  the  system  had  fallen 
down  to  where  theie  was  such  confusion  that  no  man  could  get  any 
reflections  from  them.  There  was  no  record  of  the  moneys  belonging 
to  the  United  States  Government;  in  other  words,  no  one,  from  the 
records  at  Washington,  could  draw  an  account  stated  between,  we 
will  say,  the  Barber  Line  and  the  Shipping  Board,  for  the  operation 
on.  the  part  of  the  Barber  Line  of  tne  snips  it  controlled  for  the 
Government ;  none  whatever. 

That  was  one  of  the  fiist  things  that  bothered  Judge  Payne.  We 
went  in  session  on  that  about  the  3d  or  4th  of  October,  and  we  got 
out  some  strong  telegrams  to  the  ship  operators,  whose  names  we  had, 
calling  attention  go  the  fact  that  they  were  not  accounting  for  their 
moneys,  and  that  we  expected  them  to  get  the  moneys  belonging  to  the 
Government  properly  into  their  accounts.     Upon  request  of  Judge 

Pavne  I  came  to  New  York  to  get  a  slant  on  the  situation 

1*110  Chairman  (interposing.)  Did  you  have  a  record  of  the  names 
of  all  the  operators  there  at  Washington  ? 

Mr.  Gillen.  We  were  able  to  check  them  up.     We  had  to  wait  a 
few  days  until  we  could  get  the  list  in  shape. 
Mr.  Steele.  May  I  interrupt  you  there  ? 
Mr.  Gillen.  Certainly. 

Mr.  Steele.  You  say  there  were  no  records  in  Washington.  Were 
there  any  records  anywhere  else  ? 

Mr.  Gillen.  There  would  be  the  records  that  had  been  created 
from  the  transactions  in  the  offices  of  the  ship  operators,  but  they 
were  confused  with  their  own  business.     There  had  been  no  separa- 
tion in  their  own  accounts. 
The  Chairman.  You  may  proceed. 
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Mr.  GiLLEN  (continuing).  I  took  the  matter  up  with  Mr.  Rossi- 
ter 

Mr.  Kelley  (interposing).  You  were  saying  that  you  came  to  New 
York  when  you  were  interrupted. 

Mr.  GiLLEN.Yes,  but  I  will  make  a  little  explanation  before  I  get 
to  that. 

Mr.  Kelley.  All  right. 

Mr.  GiLLEN.  I  took  the  matter  up  with  Mr.  Rossiter,  who  was  then 
Director  of  Operations,  and  had  a  conference  with  him  and  with 
Judge  Payne.  Mr.  Rossiter  said  he  believed  there  were  great  sums 
of  money  belonging  to  the  Government  in  the  banks  of  this  country. 
I  said  to  Mr.  Rossiter,  **Has  any  effort  been  made  to  get  these  moneys 
in?"  He  said,  **No;  that  is  Mr.  Nevins's  job."  I  said  ^*How  can 
you  tell  anything  about  how  you  are  running  this  fleet  unless  you 
know  what  the  reflections  are  from  the  running  of  the  ships?"  He 
said,  "In  my  department  I  have  tried  to  set'  up  a  little  system,  but 
I  can  not  run  the  comptroller's  department  or  the  treasury  depart- 
ment." 

Mr.  Kelley.  You  mean  the  treasury  department  of  the  Shipping 
Board  ? 

Mr.  GiLLEN.  Yes,  sir. 

The  CIJhairman.  You  may  proceed. 

Mr.  GiLLEN.  He  said  in  that  conference  '*A  friend  of  mine  in  New 
York  the  other  night  said  one  ship  corporation  had  $25,000,000  of 
Government  money."  Judge  Payne  tnen  decided  that  I  should 
make  a  trip  to  New  York.  I  came  to  New  York,  and  I  visited  eiffht 
banks  to  nnd  out  what  the  bank  balances  showed  in  those  bamcs. 
And  I  made  a  report  to  Judge  Payne.  I  called  on  eight  banks  and 
told  them  that  tne  Shipping  Board  would  like  verv  much  to  have 
them  give  us  by  5  o  'clock  that  afternoon  the  bank  balance  of  every 
account  belongmg  to  the  Shipping  Board  or  the  Emergency  Fleet 
Corporation,  together  with  the  interest  paid  on  those  sums,  and  the 
names  of  the  companies  or  institutions  that  those  funds  are  in.  Each 
one  of  the  banks  complied.  I  have  not  a  copy  of  that,  but  that  is 
available. 

I  have,  however,  a  copy  of  the  report  in  my  hand  of  October  25, 

1919,  given  to  Judge  Payne,  and  it,  possibly,  wiU  explain  that  point 

if  I  read  it  into  the  record. 

October  25, 1919. 

Memorandum  for  the  chairman,  re  collection  and  accounting  for  voyage  accounts. 

My  Dear  Judge:  I  desire  to  make  the  following  report  after  having  spent  the  day 
in  New  York  yesterday  at  the  comptroller's  ofl&ce  and  after  having  visited  at  eight  of 
the  banks: 

(1)  A  lar^e  sum  of  money  has  been  paid  on  account  of  voyages  into  our  treasury. 
A  compilation  of  this  should  be  available  to  you  now;  and  1  have  asked  Col.  Abadie 
for  it. 

(2)  A  cash  balance  sheet  of  the  banks  in  which  the  operators'  funds  are  deposited 
is  readilv  av'ailable,  which  total  amount  of  our  cash  balances  added  to  the  cash  already 
received  will  give  us  a  very  good  estimate  of  the  total  net  operating  profit  to  date. 
Attached  are  tne  cash  balances  of  8  banks  as  of  yesterday,  which  show  cash  in  banks 
in  New  York  in  these  8  banks  of  $21,250,000.  We  have  operators'  funds  in  27  banks  in 
New  York  city. 

(3)  You  will  note  that  the  rate  of  interest  on  daily  balances  on  our  fimds  ranges 
2f  2},  2ij  2},  3,  and  3)  per  cent,  different  rates  being  paid  by  the  same  bank  on  dif- 
ferent accounts. 

(4)  We  have  examined  the  Barber  bank  balance  which  is  about  $250,000;  and  over 
a  period  of  six  months  the  daily  average  bank  balance  has  been  practically  $2,500,000. 
which  is  over  80  per  cent  too  high. 
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We  found  a  few  big  ones,  and  Barber  paid,  but  the  bank  balance  Barber  held  of 
Government  money  under  this  fimd  was  $2,500,000  for  a  period  of  over  six  months, 
because  there  were  no  records  at  Washington  whereby  the  treasury  department  of 
the  Shipping  Board  could  reach  out  and  say,  *' Barber,  these  are  our  funds;  turn  them 
back  into  us,  or  turn  them  back  into  the  Treasury  of  the  United  States." 

(5)  We  have  also  discovered  that  there  are  many  operating  companies  which  are 
carr^dng  the  funds  in  their  own  names  as  personal  accounts  which  will  run  into 
milhons — ^in  my  judf:ment  they  will  exceed  five  or  six  million  dollars. 

(6)  It  is  fair  to  estimate  that  we  are  carrying  $35,000,000  in  cash  in  New  York  City 
alone  for  bank  balances  as  a  protection  to  the  operators.  There  is  no  reason  why,  if 
we  carry  an  impress  fund  of  $3,000,000  in  some  bapk  in  New  York  City  to  which  the 
operators  could  go  in  emergency  cases,  the  balance  x>f  that  money  should  not  be  drawn 
down  at  a  verv  early  date. 

(7)  I  am  informed  that  some  of  our  funds  is  in  banks  which  are  not  even  Federal 
reserve  banks.    Of  this  fact  I  have  no  personal  knowledge. 

(8)  No  control  of  the  above  funds  has  been  set  up  between  the  Emergency  Fleet 
Corporation  and  the  bankers. 

Plan  of  control,  part  of  which  has  been  prepared  by  Col.  Abadie,  comptroller: 

(1)  A  monthly  statement  by  each  ship  operator  to  be  filed  upon  our  form,  showing 
receipts,  disbursements,  and  balances  itemized. 

(2)  Daily  cash  balance  sheet  to  be  filed  by  the  operator,  and  another  by  the  bank. 
(S)  An  immediate  call  by  letter  of  yourself  as  chairman  to  each  of  the  banks 

holding  our  funds  to  furnish  daily  cash  balance  sheets  of  each  customer's  account, 
which  IS  the  usual  bank  practice;  to  ask  that  our  daily  balances  shall  carry  2  per  cent 
-  up  to  $10,000  and  3  per  cent  on  all  daily  balances  beyond ;  and  to  request  that  each 
bank  name  an  oflficer  of  their  bank  who  shall  be  the  bank's  representative  in  all  mat- 
ters in  reference  to  these  funds,  with  whom  our  treasurer,  Mr.  Tweedale,  and  our 
comptroller,  Col.  Abadie,  may  deal. 

(4)  The  completion  of  an  audit  drive  now  being  made  by  the  comptroller  in  New 
York  of  all  of  tne  accounts  and  claims  of  the  operators  and  of  the  bank  balances  over 
a  certain  period. 

(5)  We  will  draw  a  large  part  of  the  money  now  in  the  New  York  banks;  and  we 
will  establish  the  amounts  of  the  funds  that  each  operator  may  hold  and  the  reserve 
sum  of  $3,000,000  for  the  comptroller  to  be  used  by  the  operators  in  cases  of  emergency. 

(6)  An  order  to  change  the  present  name  under  wnich  the  funds  are  earned  so 
as  to  carry  all  funds  under  the  name  of  the  United  States  Shipping  Board,  A.  B. 
Jone8«  operator;  and  to  establish  the  right  in  our  treasurer,  Mr.  Tweedale,  to  with- 
draw from  these  operators'  funds  from  time  to  time  as  those  balances  become  excessive 
to  the  needs  of  the  operators  under  the  rules  which  we  will  lay  down. 

(7)  A  sharp  letter  or  telegram  should  be  sent  by  you  to  those  operators  who  are 
now  carrying  the  Shipping  Board  funds  in  tlieir  names  to  come  to  Washington,  and 

.  a  date  should  be  set  for  them  to  see  you.  It  leaves  the  Shipping  Board  in  a  vulnerable 
position  to  have  possibly  $10,000,000  in  the  names  of  private  persons.  I  believe  you 
are  the  only  one  who  can  correct  this  quickly. 

(8)  A  conference  should  be  held  with  Mr.  Tweedale,  Col.  Abadie,  Mr.  Rosseter, 
and  yourself  at  an  early  date  to  go  over  the  data  we  have  at  hand  and  determine 
just  what  prompt  action  will  be  taken. 

I  desire  further  to  report  that  the  voyage  accounting  is  now  well  in  hand;  and  if 
prompt  and  vigorous  action  is  now  taken,  this  matter  can  be  quickly  settled. 
Respectfully  submitted. 

Martin  J.  Gillen, 

Special  Assuttant. 

Mr.  GiLLEN.  Now,  gentlemen  of  the  committee,  that  was  October 
25,  1919.  Prior  to  that,  in  order  to  correct  this  situation,  Jud^e 
Payne  ordered  wires  to  be  sent  out  to  all  the  big  operators  to  send  m 
the  excess  funds  in  their  hands  to  the  Government,  and  to  notify  us 
of  their  cash  balances.  At  the  same  time,  we  put  a  force  of  900  men 
on  this  bank  audit  to  audit  up  bills  and  accounts,  and  it  took  some 
little  time  to  build  that  force  up. 

On  February  27,  1920,  Col.  Abadii?  reports  as  to  progress  on  that 
particular  piece  of  work  [reading] : 

Vojrage  account  drive:  Up  to  October  1,  1919,  there  had  not  been  rendered  ac- 
countings on  voyi^^es  that  would  permit  our  preparing  a  profit  and  loss  statement  as 
of  June  30.  To  bring  these  voyage  accounts  in  a  drive  was  started  on  October  8, 1919, 
which  80  far  as  the  neld  work  was  concerned  was  ended  on  February  20,  1920. 
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That  means  that  these  audit  men  went  out  into  the  various  offices, 
examined  the  logs  of  the  ships,  examined  the  records  of  the  operating 
companies,  and  examined  the  banks  outside.     [Continuing  reading:] 

During  this  period  there  was  obtained  3,725  accountings  on  1,215  vessels,  repre- 
senting $119,979,497  in  revenue  and  $77,629,000  expenses.  During  the  same  period 
there  was  collected  in  cash  more  than  $120,000,000.  We  have  now  received  m  the 
home  office  more  than  4,000  completed  voyage  accounts  on  1,300,000  vessels 

The  Chairman.  Pardon  me,  what  is  that? 

Mr.  GiLLEN.  On  1,300  vessels.  Take  your  pen  off  just  a  minute; 
we  get  in  the  habit  down  tjiere  of  speaking  in  millions  and  millions. 

Mr.  Kelley.  Else  you  think  you  are  not  doing  much. 

Mr.  GiLLEN.  We  think  we  are  not  doing  much;  but  1,300  vessels 
represents  a  great  deal  of  money.     [Continuing  reading:] 

Voyage  accounts  on  1,300  vessels,  representing  $417,521,000  in  gross  revenues.  A 
large  force  temporarily  employed  for  the  purpose  is'auditing  these  accounts  and  pre- 
paring operating  cost  statements  by  vessels  and  voyages  thereof. 

Now,  so  that  no  misunderstanding  may  be  had  as  to  what  that 
means,  in  brief  it  means  that  the  excess  money  was  in  the  hands  of  the 
operating  companies,  operating  ships  during  the  war  and  afterwards 
for  the  Government,  on  or  about  October  1,  1919;  but  the  excess 
money  was  somewhere  about  $120,000,000,  and  there  was  no  record 
in  Washington  on  oar  books  of  the  names  of  those  companies  nor  of 
the  amounts,  nor  was  there  any  system  by  which  they  could  be  ob- 
tained. 

We  thereafter,  for  the  benefit  of  Judge  Payne,  the  Shipping  Board, 
the  treasurer  of  the  Fleet  Corporation,  and  tne  director  of  operations, 
got  out  a  weekly  balance  sheet  of  the  cash  in  the  bank  in  the  name  of 
operators  for  the  districts  of  the  United  States.  It  covered  the  176 
operators  and  showed  just  what  cash  they  had,  and  it  was  built  up  so 
that  you  could  follow  it  through  from  the  time  we  first  established  the 
first  cash  balance  by  weeks;  so  that  after  it  was  all  worked  out  we 
found  that  it  was  necessary  to  keep  in  impressed  funds  in  the  hands 
of  operators,  as  a  gross  sum  for  the  176  operators,  somewhere  between 
$14,000,000  and  $16,000,000.  . 

In  this  regard  it  must  be  kept  in  mind  that  all  of  that  confusion  was 
there  on  October  1,  1919,  and  that  we  then  had  a  great  building  pro- 
.gram  still  goin^  on;  we  had  a  great  many  ships  of  our  own  then  in 
♦operation,  and  it  became  necessar)^  to  devise  a  plan  of  bookkeeping, 
01  control,  that  would  correct  that  situation  on  the  one  hand,  whicii  we 
call  back  accounting,  and  on  the  other  hand  start  a  new  set  of  records 
for  the  new  operations.  We  were  fortunate  in  the  Shipping  Board  in 
having  Alonzo  Tweedale,  who  for  many  years  had  been  the  comp- 
troller of  the  District  of  Columbia,  and  ne  laid  the  general  plan  of 
Accounting  to  take  care  of  this  situation,  and  his  plan  wa»s  to  establish, 
about  the  first  of  the  year  1920,  of  this  year,  a  new  set  of  books  in  the 
offices  of  the  operators,  into  which  only  the  reflections  and  transac- 
tions of  our  ships  should  go,  and  over  which,  while  kept  by  the 
operators,  we  had  absolute  control.  In  other  words,  a  standard 
system  of  accounting,  with  all  forms  necessary,  and  with  the  proper 
reports  from  those  books  under  our  direction  and  under  our  control. 

The  Chairman.  You  said  Mr.  Tweedale  was  in  the  Shipping  Board; 
in  what  capacity? 

Mr.  GiLLEN.  He  was  then  treasurer.  Later  he  became  comptroller; 
but  Col.  Abadie,  Mr.  Tweedale,  and  myself  laid  out  the  plan  of  the 
Accounting,  both  in  the  treasury  and  in  the  comptroller's  division. 
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The  Chairman.  Treasury  of  the  Shipping  Board? 

Mr.  GiLLEN.  The  treasury  of  the  Shipping  Board.  The  now  set  of 
books  have  been  installed  in  the  operators'  offices  and  the  forms 
arranged  for,  but  it  was  suggested  early  in  December  of  last  year, 
by  Commissioner  Scott,  that  we  should  have  a  new  form  of  operators' 
agreement.  It  was  a  most  involved  plan  that  was  worked  up.  It 
was  one  under  which  no  accounting  could  ever  be  carried  out.  How- 
ever, along  in  March  the  board  passed  that  plan  of  accounting,  even 
with  our  new  books  started.  Mr.  Donald,  Mr.  Stevens,  Mr.  Scott, 
and  Judge  Payne  determined  upon  that  contract.  It  is  without 
criticism  to  them,  but  Col.  Abaaie,  Mr.  Tweedale,  and  myself  were 
not  in  accord.  There  was  much  merit  in  the  plan  if  it  worked  out. 
They  put  the  contract  into  operation,  and  they  never  were  able  to 
get  an  accounting  out  of  that  plan,  and  in  August  of  this  year  they 
adopted  a  simple  form  of  contract,  of  5  per  cent  on  outgoing  and  2 J 
per  cent  on  incoming  freight,  which  is  tne  old-established  practice  of 
shipping  companies,  and  I  believe  that  that  contract  is  now  in  force, 
and  so  the  accounting  will  clear  up,  and  there  was  not  as  much 
damage  done  to  the  accounting  by  tne  so-called  Scott  plan,  because 
we  fixed  up  or  arranged  in  the  new  contract,  the  last  one,  that  it 
should  be  retroactive,  and  since  all  of  the  records  have  been  properly 
kept  in  the  new  books  starting  January  1,  no  real  outstanding  injury, 
onlv  a  delav  to  the  new  accounting,  occurred. 

I  think  that  is  all  on  the  operations,  unless  you  want  to  ask  some 
more  questions. 

The  Chairman.  Did  y6u  make  any  examination  as  to  the  set  of 
books  or  the  accounting  for  construction  or  other  work  of  the 
system  they  had  there  ? 

Mr.  GiLLEN.  I  did. 

The  Chairman.  What  did  you  find? 

Mr.  GiLLEN.  Before  you  pass  from  that,  I  have  made  some  notes 
of  my  own  on  this  [consulting  paper]. 

The  Chairman.  With  reference  to  your  new  contract,  if  you  know, 
is  that  still  going  to  leave  the  handling  of  the  ship  and  the  matter  of 
ordering  of  supplies  and.  repairs  in  the  hands  of  the  operator,  or  does 
the  Shipping  Board  exercise  jurisdiction  and  control  over  those 
matters? 

Mr.  GiLLEN.  The  new  contracts  were  passed  some  time  in  Sep- 
tember. I  left  there  in  the  latter  part  of  July,  and  I  would  not  care 
to  pass  on  that,  as  I  do  not  know  how  they  finally  whipped  it  into 
shape. 

The  Chairman.  Very  well;  we  will  get  that  direct. 

Mr.  GiLLEN.  I  do  know,  though,  as  to  the  accounting. 

The  Chairman.  What  do  you  know  about  the  accounting  for 
other  activities,  the  construction  work  ? 

Mr.  GiLLEN.  On  the  construction  work,  in  order  to  be  fair  to  the 
situation — and  my  remarks  will  follow  the  brief  analysis  I  make 
first — ^in  order  to  Keep  the  construction  account  straight,  we  will  say 
moneys  coming  by  way  of  appropriation  from  Congress,  the  total 
amount  was  $3,400,000,000;  you  had  the  contracts  that  were  placed 
as  liabilities  against  that  for  ship  construction,  wood  and  steel  of 
all  kinds,  thousands  of  contracts;  vou  had  the  liabilities  incurred  for 
the  materials  that  were  purchased  by  the  Emergency  Fleet  Corpora- 
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,  tion  to  go  onto  the  ships,  such  as  steel  and  lumber  and  equipment; 
you  had  the  construction  process  on  the  451  requisitioned  ships, 
in  which  the  former  owner  or  tne  ship's  owner  had  an  interest  to  the 
extent  it  was  completed,  and  the  balance  of  that;  you  had  the  cash 
advanced  on  contracts  and  for  building  purposes,  and  then  you  have 
the  cash  advanced  on  the  part  of  the  Government  on  its  three  big 
agency  yards — Hog  Island,  Merchants,  and  the  other.  Now,  it  was 
necessary,  as  the  liabilities  were  created,  to  have  those  liabilities  go 
properly  on  the  books  of  the  corporation  as  the  foundation  liability, 
•and  then  the  disbursements  from  funds  to  contractors  carried  out. 

They  started  a  system  of  books  in  Washington,  and  they  shortly 
moved  all  the  construction  books  and  records  over  to  Philadelphia. 
They  continued  to  make  contracts  for  ships  in  Washington  and  in 
Philadelphia,  and  for  material  in  Washington  and  Philadelphia,  for 
the  board  was  functioning  at  all  times,  the  trustees  of  the  fleet,  after 
it  was  once  organized,  in  the  Shipping  Board  in  Washington,  and 
great  vital  contracts  were  being  made  and  passed  over  there,  while 
in  Philadelphia  you  had  a  big  general  construction  program  ^oing 
on.  The  Snipping  Board  was  taking  ver  451  ships  by  requisition 
orders.  The  construction  division  was  furnishing  material  on  the 
completion  of  those  ships.  The  treasurer  of  the  Shipping  Board  in 
Washington  was  setting  up  great,  vast  imprest  funds  all  across  the 
country;  all  of  which  was  necessary,  and  for  which  there  can  be  no 
criticism,  but  they  had  no  accounting  ability  to  devise  a  simple 
plan  large  enough  to  take  care  of  that  situation,  and  shortly  it,  too, 
fell  down  in  a  very  large  way.  * 

Befo  e  they  moved  to  Philadelphia  they  began  to  set  up  books  in 
the  13  building  districts  of  the  L'nited  States  to  carry  on  this  great 
shipbuilding  progiam.  and  so  they  had  a  confusion  of  records  at 
Washington,  in  the  home  office,  records  at  Philadelphia,  records 
through  the  13  districts,  and  this  would  not  come  up  to  the  trustees 
of  the  Fleet  or  to  the  Shipping  Board  officials,  because  the  contractor 
was  interested  in  getting  nis  contract  and  interested  in  getting  enough 
money  to  complete  his  work.  Those  were  two  simple  things  that 
could  be  done.  Fo^  the  Shipping  Board,  through  its  o  ganization, 
could  easily  make  all  the  contracts  that  we:'e  necessa  y  for  whatever 
the  purpose  required.  On  the  other  hand,  if  you  needed  ^o.OOO.OOO^ 
legitimately  needed  it,  to  ca^ry  out  a  contract  you  had  with  the  Fleet 
Corpo  ation,  all  that  was  necessary  was  to  have  the  chairman  of  the 
board  the  e,  or  some  one  look  over  it  from  your  standpoint  and  say, 
''Yes,  it  is  necessary,"  and  get  the  money  at  once  from  the  Treasury 
from  the  appropriation  in  the  Treasury  of  the  Shipping  Boa  d,  ani 
consequently  until  this  program  was  well  along  toward  settlement, 
whore  the  contractors  had  to  begin  to  come  up  to  the  Gove  nment, 
vou  would  not  find  the  defects,  and  they  were  not  found  until  the 
building  program  was  along  pretty  well,  where  final  settlements  began 
to  obtain. 

On  October  I  one  of  the  things  that  Judge  Payne  pointed  out  to 
me  was  that  there  were  great  outstanding  claims  against  the  Shipping 
Board.     He  said: 

A  claim  has  been  settled  by  the  Shipping:  Board  for  about  $34,000,000  with  the 
Norweprian  shipownere.  They  have  anotner  one  here  of  $15,000,000.  There  is  a  great 
claim  of  the  French  Government  for  ships  taken  on  the  ways,  of  somewhere  between 
$25,000,000  and  $60,000,000  as  do  not  know  the  amount.    There  are  claims  by 'the 
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millions.  There  are  claims  by  Danish  builders;  there  are  great  tanker  cases  here 
where  the  claims  run  from  three  to  fifteen  millions  of  dollars.  Again,  there  are  a 
great  many  claims  here  thai  are  coming  up  from  the  seizure  of  those  ships,  451  ships 
under  construction. 

Aiid  he  said : 

I  don't  know  what  to  do.  because  I  can  not  get  definite  records,  and  I  find  that  no 
principles  have  been  established  here  to  settle  a  line  of  cases. 

It  then  became  necessary  to  make  an  investigation  into  the  accomit- 
ing  department  of  the  construction  division,  and  this  is  what  was 
discGps^ered. 

May  I  go  back  to  show  you,  in  order  to  settle  a  case,  what  is  neces- 
sary to  come  to  us  ?  In  order  to  settle  a  requisition  case,  that  is,  a 
case  where  we  take  a  ship  that  is  half  completed,  we  will  say,  from 
the  Bethlehem  Steel  Corporation,  we  must  know  how  much  the  former 
owner,  namely,  if  John  Jones  or  anyone  else  made  the  contract  we 
must  know  how  much  the  former  owner  paid  the  Bethlehem  Steel 
Corporation.  We  must  know  that  exactly.  We  must  know  then 
how  much  labor  has  gone  into  the  construction  that  is  in  that  par- 
tially completed  ship.  We  must  know  how  much  labor,  we  must 
know  how  much  overhead,  and  we  must  have  an  inventory  of  the 
material  that  is  there  in  the  yards,  and  if  we  can  get  those  elements 
we  can  arrive  at  a  proper  settlement  of  that  case. 

We  discovered — or  not  discovered,  it  appears,  because  we  take  no 
credit  for  having  discovered  a  lot  of  things,  tney  were  there — it  appears 
that  when  we  reached  out  by  order  and  seized  the  451  ships  on  the 
ways,  Joseph  Cotton,  of  McAdoo,  Cotton  &  Franklin,  with  Mr.  Capps, 
then  acting 

The  Chairman.  Acting  what? 

Mr.  GiLLEN.  Acting,  I  think,  as  chairman  of  the  board,  wasn't  he? 

Mr.  Steele.  You  mean  Admiral  Capps  ? 

Mr.  GiLLEN.  Admiral  Capps.  Wasn  t  he  then  chairman  of  the 
board  ?     No,  chief  of  construction. 

Mr.  Steele.  Was  he  not  general  manager  of  the  Emergency  Fleet 
at  one  time,  too  ? 

Mr.  GiLLEN.  I  don't  know  as  to  that,  but  he  held  a  position  con- 
troUir.g  the  contracts.  General  manager?  They  examined  into  the 
English  practice,  and  they  found  that  when  England  went  to  war  its 
citizens  were  building  a  great  many  ships  on  the  ways,  and  a  great 
many  foreigners  had  accounts  there,  and  the  English  Government 
took  the  position  that  under  its  sovereign  rights  it  could  commandeer 
anything  that  it  saw  fit  to  commandeer,  and  it  would  only  have  to 
pay  just  compensation  for  what  it  commandeered  and  not  any  con- 
sequential damages.  So  it  issued  the  order  that  it  commandeered 
the  shipbuilding  ways,  and  it  put  an  order  in  to  the  effect  that  all 
shipbuilders  must  have  removed  from  their  ways  at  once  everything 
that  was  being  built  thereon.  At  once  the  foreigners  and  the  British 
shipping  men  who  were  building  ships  came  in  and  said,  '* Don't  do 
that;  we  will  settle  with  you,"  and  a  reasonable  settlement  was 
almost  instantly  obtained. 

Admiral  Capps  and  Mr.  Cotton  took  the  same  position,  but  they 
took  one  further  step;  they  said:  '*  We  will  commandeer  everything 
that  is  on  the  ways,  but  we  will  not  commandeer  contracts.'  And 
it  was  a  verj^  wise  thing  that  they  did;  it  saved  the  Government 
possibljr  from  one  hundred  to  one  hundred  and  fifty  millions  of 
dollars  in  damages. 
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They  not  only  made  that  rule,  but  they  sent  a  notice  to  every  ship- 
yard in  America  that  that  was  the  act  of  the  Government,  and  they 
sent  notice  to  every  ship  contractor  who  was  having  a  ship  built  for 
them,  that  that  was  their  rule.     They  then  said: 

We  will  pay  to  the  man  who  lifts  the  contract  with  the  shipvard  all  the  payments 
that  he  lias  made  to  the  ship3)«ard,  and  we  will  chaige  that  oiuselves  to  the  shipouilder 
as  one  of  our  progress  payments,  and  take  matters  over. 

In  that  great  set  of  cases,  451,  and  the  requisition  pro-am  runs  into 
eight  hundred  millions  of  dollars,  the  Construction  Division  made  no 
record  of  the  inventories  on  hand  in  those  vards ;  they  made  no  record 
of  the  progress  payments  made  to  the  shipbuilders,  and  not  until  some 
months  afterwards  did  they  make  an  estimate  of  the  amount  of  mate- 
rial that  was  on  hand,  and  the  state  of  completion.  And  before  that 
was  done,  before  those  records  were  made  at  Washington,  certaiirbig 
claims  were  settled  by  the  Shipping  Board  at  terrmc  losses  to  the 
Government. 

The  Chairman.  Do  you  recall  any  of  those  cases  ? 

Mr.  GiLLEN.  I  have  one  in  mind. 

The  Chairman.  Which  one  is  that  ? 

Mr  GiLLEN.  The  Norwegian  claim.  May  I  take  the  file,  and  I  can 
getiust  the  way  that  the  number  ran. 

The  Chairman.  I  hand  vou  a  file  marked  ''  Norwegian  claims,"  and 
chart.     What  claim  was  that,  Mr.  Gillen  ? 

Mr.  Gillen.  Just  let  me  get  this  record  out  before  me.  May  I, 
so  as  to  make  this  record  clear  before  I  go  into  this ;  just  make  a  short 
statement?  On  October  1  we  fourd  that  condition,  and  found  that 
certain  claims  had  been  settled,  with  no  knowledge  on  the  part  of  the 
Shipping  Board  or  any  of  its  officers  as  to  the  records,  the  true  records, 
and  it  became  necessary  to  get  those  records,  because  we  had  from 
300  to  350  of  those  cases  stillto  settle,  and  we  had  large  claims  from 
the  Norwegian  Government,  from  the  Japanese  Government,  and  from 
the  French  Government  on  ships  that  we  had  taken  over,  and  they 
were  demanding  veiy  large  sums. 

The  Chairman,   i  ou  say  from  those  Governments  ? 

Mr.  Gillen.  From  citizens  of  those  Governments.  The  citizens 
themselves;  the  Governments  did  not  have  the  contracts.  For 
instance,  Norwegian  citizens  had  put  the  contracts  in.  There  were  a 
few  contracts  in  which  the  French  and  British  Governments,  I  believe, 
were  interested. 

Now,  to  illustrate,  and  that  is  necessary  before  I  analyze  the  situa- 
tion that  we  found  there;  we  started  another  audit  drive  on  the 
requisitioned  ships.  We  sent  a  force  of  men  into  each  shipyard  where 
we  had  taken  over  a  ship  on  the  ways,  and  we  got  an  examination  of 
the  accoimts  of  the  shipbuilder,  and  then  we  took  a  sworn  statement 
from  the  shipbuilder  of  first,  the  former  owners  that  had  been  made, 
and  that  his  book  accounts  were  correct,  and  they  were  audited  out. 
That  gave  us  then  the  records  upon  which  we  could  move  and  check 
the  claimant's  records  when  the  claimant  brought  in  his  record. 
We  then  forced  the  claimant  in  each  case  to  present  to  us  his  claim, 
analyzed,  and  when  we  got  that  we  had  our  own  record  which  we  had 
examined  to  find  out  whether  it  was  correct  or  not. 

It  became  necessary,   on   a  settlement  with  the  Pan-American 
Petroleum  Co.,  to  find  out  the  history  of  the  settlement  with  the. 
Norwegians  of  the  requisitioned  tanker  WUhelm  Johsen,     We  could 
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not  find  any  record  in  our  own  office,  and  it  was  necessary  for  us  to 
reach  out  and  go  to  the  Norwegian  Government  in  order  to  get  the 
record  of  the  settlement. 
I  do  not  think  I  am  stating  this  very  well  for  the  record.    Let  me 

fo  back  just  a  minute.  One  of  the  big  claims  that  was  settled  by  the 
oard  in  April,  before  Judge  Payne  arrived  in  Washington,  was  the 
Norwegian  set  of  claims  on  27  ships  that  were  taken  on  the  waj^s, 
known  as  the  stray  group.  For  these  27  boats  taken  on  the  ways,  in 
partial  coiiq)letion,  we  paid  $34,500,000  to  the  Norwegian  owners 
of  those  contracts.  There  had  been  considerable  talk  that  there  was 
something  wrong  with  that  settlement,  and  Judge  Payne  put  an 
order  in,  after  I  arrived  there  on  the  1st  of  October,  that  no  lurther 
settlement  on  re<^uisitioned  ships  be  made  imtil  we  get  our  records 
in  shape,  and  until  a  principle  be  established.  ^ 

We  then  went  bacK  and  found  that  Joseph  Cotton  had  made  the 
record  clear  below,  an4  that  our  rights  in  behalf  of  the  Government 
were  fixed. 

The  Chairman.  What  do  you  mean  by  that?  He  had  made  the 
record  clear  ? 

Mr.  GiLLEN.  He  had  set  out  the  method  under  which  we  took  it 
over,  namely,  that  we  would  take  over  only  the  things  we  found  on 
the  ways  ana  the  material  in  the  yard  applicable  to  it.  In  other 
words,  he  had  protected  the  Government's  rights. 

The  Chairman.  Did  that  antedate  the  settlement  of  these  27  Nor- 
wegian ship  claims? 

Mr.  GiLLEN.  Oh,  yes;  that  was  done  when  we  took  those  over. 
We  took  them  over  riffht  after  we  went  to  war.  That  was  the  original 
reauisition  order,  under  which  they  were  taken. 

Mr.  Steele.  They  were  ships  imder  construction  in  this  country, 
were  they? 

Mr.  GiLLEN.  Under  construction  in  this  coimtry;  yes,  sir. 

Mr.  Kelley.  Mr.  Gillen,  under  the  principle  which  he  laid  down,  our 
Government  would  be  obliged  to  pay  these  foreign  shipowners  only 
a  reasonable  price  for  the  labor  and  material  which  had  entered  into 
the  construction  of  the  ship  up  to  the  point  where  we  took  it  ? 

Mr.  GiLLEN.  Just  compensation. 

Mr.  Kellet.  And  not  possible  profits  which  they  have  lost  by 
reason  of  our  taking  the  ships  ? 

Mr.  GiLLEN.  Yes. 

Mr.  Kellet.  That  is  correct,  is  it  ? 

Mr.  GiLLEN.  Yes.  In  other  words,  what  we  took  over  imder  the 
Cotton  rule  was  the  materials  we  foxmd  there  and  not  the  contracts, 
you  see.    Did  you  have  a  question  you  wanted  to  ask  me  ? 

Mr.  Kelley.  What  I  wanted  to  do  was  not  to  break  in,  but  to 
establish  what  the  Cotton  principle  was. 

Mr.  Steele.  Well,  the  Cotton  principle,  as  I  imderstand  it,  was 
that  thev  did  not  requisition  the  contract,  they  simply  paid  for  the 
shh)  so  far  as  completed,  at  its  actual  value,  irrespective  of  any 

Mr.  GiLLEN.  Plus  any  materials  that  were  in  the  yards. 

Mr.  Steele.  Plus  any  materials  in  the  yards,  irrespective  of  any 
consequential  loss  to  the  owner? 

Mr.  Gillen.  That  is  right,  sir. 

Mr.  Kelley.  That  is  the  idea. 
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Mr.  GiLLEN.  Judge  Payne  put  the  order  in,  when  this  began  to 
come  up — ^he  did  not  get  hold  of  the  story  of  this,  apparently,  until 
after  he  had  been  there  about  a  month;  Judge  Payne  came  there,  I 
think,  the  1st  of  August  or  the  1st  of  September — the  1st  of  Au- 
gust— and  had  been  there  about  two  months;  that  none  of  these 
settlements,  either  for  foreign  account  or  for  American  account, 
should  occur  until  something  was  done,  so  this  was  one  of  the  first 
things  that  was  given  to  me  by  the  judge.  It  created  what  we 
called  our  night  organization,  with  Mr.  Beck  and  Mr.  Clark,  and  in 
that  little  organization  we  built  up  the  methods  to  get  after  all  of 
these  big  clauns.  They  did  the  work.  We  tried  to  find  the  basis 
of  this  settlement  whicn  had  occurred  in  April,  $34,000,000. 

The  Chairman.  For  27  ships? 

Mr.  GiLLEN.  For  27  ships. 

The  Chairman.  Not  completed  ? 

Mr.  GiLLEN.  Not  completed.  There  was  not,  and  there  is  no 
evidence  to-day,  record  evidence,  in  the  files  *at  Washington  that  I 
have  been  able  to  find,  that  shows  the  method  under  which  this 
computation  was  arrived  at,  and  in  order  to  got  up  a  chart  of  the 
situation  so  we  might  know  where  we  were  at,  we  called  upon  the 
State  Department  in  this  Pan-American  case  to  get  us  the  record 
that  was  made  over  in  Norway,  where  the  fund  was  distributed.  It 
was  distributed  by  some  kind  of  an  Arbitration  Board  over  there,  that 
took  all  these  Norwegian  claims  in  and  settled  on  them,  divided  up 
the  money,  the  $34,500,000.  They  eave  us  the  record,  and  we  then 
made  our  chart  up.  We  then  applied  the  principle  to  this  settlement 
that  we  have  applied  to  all  the  other  settlements  made  under  Judge 
Payne  on  requisition,  and  we  find  that  they  were  overpaid 
$23,095,404.84. 

The  Chairman.  You  say  overpaid  $23,000,000? 

Mr.  GiLLEN.  Yes,  sir. 

The  Chairman.  How  do  you  ascertain  that?  For  instance,  take 
one  ship  and  give  us  how  far  it  was  completed. 

Mr.  GiLLEN.  We  will  take  the  steamer  Wilhelm  Jebsen,  the  first  on 
the  column.  The  Wilhelm  Jebsen  was  being  built  in  the  Union  Iron 
Works,  hull  No.  140,  for  the  account  of  Wilhelm  Jebsen,  when  the 
requisition  order  went  into  effect.  It  apparently  was  93  cer  cent 
complete  on  August  3,  1917.  The  contract  price  for  that  job,  with 
the  Union  Iron  Works  on  the  one  part,  and  Wilhelm  Jebsen  on  the 
other,  was  $1,035,000.  Jebsen  haa  paid  to  the  Union  Iron  Works 
$672,750;  that  was  all  the  cash  that  he  had  advanced  under  his 
contract. 

The  Chairman.  Have  you  got  any  record  of  what  the  Shipping 
Board  naid  to  complete  the  ship? 

Mr.  GiLLEN.  Yes,  sir.  Let  me  go  through  with  this;  just  a  minute, 
I  will  come  to  that  in  a  minute,  if  you  will  let  me.  Jebsen,  for  his 
$675,752,  was  given  $2,045,750.  The  Shipping  Board,  to  complete 
that  ship,  in  addition  thereto,  paid  $315,706. 

To  give  you  a  better  illustration  of  that  settlement,  we  will  take 
claim  No.  21,  Robert  Nilson  is  the  name  of  the  owner,  the  Manitowec 
Shipbuilding  Co.,  hull  No.  92.  The  record  shows  it  was  about  13.9 
per  cent  completed  when  the  requisition  order  was  entered  into.  It 
was  a  small  Doat;  the  contract  price  for  that  boat  was  $400,000. 
The  Norwegian  claimant  had  paid   on   account  of  that  contract 
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S4O,000;  that  was  his  investment.     He  was  paid  for  the  $40,000, 
$395,000,  or  almost  1,000  per  cent.*  The  Government  paid  in  addi-  • 
tion  thereto,  to  complete  that  ship,  $650,483. 

There  are  27  of  these  cases.  The  amount  of  the  contract  price  is 
here  [indicating  on  chart]. 

The  Chairman.  What  is  the  total  contract  obligation  for  these  27 
ships  ? 

Mr.  GiLLEN.  It  is  not  down  here,  but  can  easily  be  figured.  I 
intend  to  submit  this  chart  for  the  record,  and  you  can  figure  it  up; 
But  the  outstanding  fact  is  this,  that  these  settlements  were  made  at 
Washington  contrary  to  the  principles  laid  down  and  the  procedure 
laid  down,  and  the  record  laidf  down  by  Mr.  Cotton,  acting  as  counsel, 
and  they  were  made  without  any  knowledge  on  the  part  of  the  Fleet 
Corporation  of  the  facts  involved  in  each  one  of  these  shipyards, 
because  it  was  after  October  1  that  we  went  out  and  built  up  our 
records.  I  am  informed  it  was  arrived  at  by  trading,  that  the 
Norwegians  requested  $42,000,000,  and  it  was  worked  down  to 
$34,500,000. 

Tlie  Chairman.  What  is  the  total  amount  that  the  owners,  for 
whom  these  ships  were  being  built,  in  the  case  of  these  27  ships,  had 
paid  to  the  builders  ? 

Mr.  GiLLEN.  The  total  is  the  compilation  of  this  column  [indicating]. 

The  Chairman.  Have  you  got  the  total  down  there  ? 

Mr.  GiLLEN.  The  total  paid? 

The  Chairman.  To  the  builders,  by  the  people  for  whom  the  ships 
were  being  built. 

Mr.  GiLLEN.  $11,404,595.16. 

The  Chairman.  That  is  what  these  27  people,  or  the  people  who 
were  having  these  27  ships  built,  had  actually  paid  to  the  ship- 
builders on  account  of  the  contracts;  is  that  it? 

Mr.  GiLLEN.  Yes,  sir. 

The  Chairman.  And  the  total  amount  paid  by  the  United  States 
was  $34,500,000? 

Mr.  GiLLEN.  Yes,  sir.  In  a  word,  thev  reached  over  and  assumed, 
in  that  particular  case,  that  they  had  taken  over  the  contracts. 
What  happened  with  these  contracts  in  Norway  was  this:  These 
Norwegians  would  place  these  contracts  here  in  America.  They 
would  take  them  over  to  Norway  and  gamble  on  them. 

We  found  in  many  cases  that  they  would  pass  through  at  least 
seven  or  eight  hands,  and  if,  for  instance,  they  had  a  contract  here 
at  $160  a  dead-weight  ton  they  would  sell  it  to  the  next  man  for  $170 
or  $180,  and  when  they  got  through  they  would  have  over  there  a 
contract  finally  in  the  last  man's  hands,  for  $300  a  ton.  In  other 
words,  all  of  the  gambling  was  done  over  there,  all  of  the  money  was 
over  there,  and  what  actually  transpired  was  that  for  the  gambling 
that  took  place  over  in  Norway,  among  the  fellows  who  had  their 
first  prices  and  the  last,  wc^  paid  for  all  of  the  gambling  that  was  done 
on  these  contracts,  approximately  $23,000,000. 

The  Chairman.  Can  you  tell  us  what  the  Shipping  Board  or  the 
Government  paid  to  complete  these  ships  ? 

Mr.  GiLLBN.  No;  but  by  adding  that  column,  by  adding  some  col- 
umns here — ^it  is  too  long  a  job,  you  can  see,  to  do  it  now,  but  we  can 
have  it  done. 
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The  Chairman.  I  understand  your  statement  to  be,  Mr.  Gillen^ 
•  that  under  the  principle  established  by  Mr.  Cotton,  if  I  recall  cor- 
rectly at  the  time  the  ships  were  requisitioned,  the  sum  to  be  paid 
under  that  principle  was  $11,404,595.16  in  these  27  cases? 

Mr.  GiLLEN.  Yes. 

The  Chairman.  How  did  you  ascertain  what  the  contract  price 
was,  and  how  much  had  been  paid  to  the  builders  ?  You  said  that 
some  audit  drive  was  started. 

Mr.  GiLLEN.  Well,  we  made  the  audit  drive,  and  our  own  fellows- 
went  out  and  got  that  from  the  shipbuilders'  books. 

The  Chairman.  And  are  those  records  available  ? 

Mr.  GiLLEN.  Those  records  are  available  at  Washington. 

The  Chairman.  Were  those  records  secured  by  the  auditors,  or 
were  they  submitted  under  oath  by  the  builders  ? 

Mr.  GiLLEN.  They  were  procured  by  the  auditors,  but  the  progress 
payment  was  sworn  to,  after  we  found  it,  by  the  shipbuilding  corpo- 
ration or  the  officers  of  the  shipbuilding  corporation. 

The  Chairman.  What  does  "kr."  mean,  on  this  chart  which  you 
have  submitted  ? 

Mr.  GiLLEN.  Kroner. 

Mr.  Steele.  That  is  Norwegian  money  ? 

Mr.  GiLLEN.  Yes, 

The  Chairman.  We  will  have  the  chart  made  a  part  of  the  record^ 
there  being  no  objection. 

(The  chart  so  submitted  by  the  witness  is  here  printed  in  full,  as 
follows:) 
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Name. 


Builder. 


Wilhelm  Jebsen 

B.  Stolt-Nielsen 

Torp  &  Wiese 

J.  Kingen,  A  S 

Henrik  Ostervold 

H.  Weatfal  Larsen 

Bjooan  B)oriisted  <fc  Co.. 
Knut  Knutscn,  O.  A.  S. 
B.  Stolt-Nielsen 


I'nion  Iron  Works 

Moore  Si  Scott 

do 

Chester  ShipbuildinR  Co 

do 

....do 

....do 

Skinner  &  Eddv  Corporation. 

....do .' 

do. 


I>o 

I>o I  Northwest  Steel  Co 

P.  Kleppe I do 

Do 

fl.  O.StrayACo 

Do 

Richard  Amlie 

A.  O.  Lindvli? 

Rob.  Nilson  &  Nyquist 
K.  Salvescn 

Do  

Rob.  Nilson  &  Nyquist 
Thomas  Smedsvig 

Do 

Rich.  Peterson 

T.  Hellcsoe 

Arth.  H.  Mathiesen 

Do 


J.  F.  Duthie  <fe  Co 

Northwest  Steel  Co 

Seattle  Construction  Co 

Moore  &  Scott 

rnlon  Iron  Works 

Great  Lakes  Engine  Works 

Manitowoc  Shipbuilding  Co 

— do 

...do 

Cflobe  Shipbuilding  Co 

— do 

Great  Lakes  Engine  Works 

McDougall-Duluth  Co 

Albina  Engine  &  Machinery  Co. 
— do 


Hull 
No. 


140 

114 

115 

3.<>6 

350 

315 

351 

6 

12 

16 

5 

3 

9 

8 

94 

112 

151 

175 

80 

81 

92 

101 

102 

176 

2 

1 

2 


Date  keel 
laid. 


Apr. 

May 

July 

Oct. 

June 

Jan. 

Apr. 

Mar. 

Sept. 

Nov. 

Oct. 

Feb. 

Dec. ' 

Nov. 

June 

Nov. 

Aug. 

Apr. 

Aug. 

Dec. 

Dec. 

Sept. 

Feb. 

Aug. 

Feb. 

Apr. 

Apr. 


11,1917 
28,1917 
12,1917 
31,19181 
6,1916 
2, 191 7  « 
4,1919* 
17,1917 
20,1917' 
9, 1917 > 
8,1916 
1,1917 
10, 1910 
5, 1917 » 
14,1917 
11,1916 
2,1917» 
10,1917 

29. 1916 
1,1916 
6, 1917 » 

25,1917> 
10, 1918> 
16,19171 
4,1917 
18,1917 

25. 1917 


Perccnta<?e 
of  material 
assembled 
and  work 
done  Aug. 
3, 1917. 


93.0 
47  3 
42  5 

3.5 
87.4 
17.3 

9.3 
94.7 
18.2 
12.8 
69.7 
71.1 
77.9 
20.2 
32.1 
W.9 
30.0 
45.0 
94.2 
89.9 
W.9 

7.0 

6.0 
25.0 
70,0 
60.1 
59:9 


^  Note. — Summary  of  the  status  of  construction  on  Aug.  3, 1917: 

Number  of  keels  not  laid  prior  to  Aug.  2, 1917 10 

Average  percentage  of  completion,  material  and  labor 47.6 

«  Our  records,  Dec.  13, 1916,  Robinson's  letter,  Feb.  14, 1919. 

Mr.  GiLLEN.  In  reference  to  this  transaction  it  has  been  reported — 
not  reported,  but  rumored,  there  are  many  rumors  afloat — that  there 
was  about  $1,000,000  of  exchange  made  on  the  transaction. 

The  Chairman.  That  is,  the  difference  between  Norwegian  money 
and  American  ? 

Mr.  Gillen.  Norwegian  money  and  our  own?  As  to  that  I  have 
no  knowledge. 

The  Chairman.  Did  you  have  any  knowledge  as  to  whether  these 
checks  were  drawn  to  the  individual  owners  of  these  ships,  or  a 
lump-sum  check  of  $34,500,000  was  drawn  ? 

Mr.  Gillen.  I  understand  it  was  a  lump-sum  check  on  our  part. 
That  is  ascertainable  also. 

The  Chairman.  Is  there  anything  in  the  record  to  indicate  by 
whom  these  settlements  were  negotiated  with  the  Shipping  Board  ? 

Mr.  Gillen.  Yes,  sir. 
•    The  Chairman.  By  whom  were  they  negotiated  ? 

Mr.  Gillen.  The  commissioner  who  had  the  most  to  do  with  it 
was  Commissioner  Ray  Stevens.  The  counsel  who  worked  on  it  was 
Robert  A.  Dean.  The  attorney,  I  understand,  who  attached  all  of 
the  sessions  on  this  matter,  was  Mr.  Haight.  He  is  a  member  of 
Haiffht,  Sanford  &  Smith. 

The  Chairman.  Of  what  city  ? 

Mr.  Gillen.  New  York  City. 

The  Chairman.  They  were  attorneys  for  the  claimants? 

Mr.  Gillen.  They  were  attorneys  for  the  claimants.  There  is  a 
letter,  which  I  have  seen  in  the  files,  by  Commissioner  Stevens  in 
"which  he  notifies  the  Norwegians  of  the  second  group,  which  I  will 
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come  to  later  and  which  was  settled  under  Judge  Payne's  admmis- 
tration,  that  the  Norwegians  would  be  given  the  same  consideration 
in  the  second  settlement.     However,  that  did  not  occur. 

Now,  let  me  go  to  the  Japanese,  which  is  the  answer  to  the  second. 
Apother  claim  that  was  settled  on  July  18,  1918,  just  before  Judge 
Payne  came  there,  is  known  as  the  Japanese  claims.  Here  again 
the  same  thing  transpired,  only  to  a  smaller  degree.  They  waived 
the  principle  established  by  Mr.  Cotton  and  tooK  over  the  contract. 
They  are  known  as  the  requisitioning' of  Skinner  &  Eddy  hull  No.  9. 

By  contract  dated  July  3,  1917,  Skinner  &  Eddy  agreed  to  com- 
plete and  to  sell  to  Mitsui  &  Co.  (Ltd.),  of  Tokyo,  Japan,  two  cargo 
vessels  (hull  Nos.  8  and  9)  for  $5,000,000  of  which  $3,500,000  was 
paid  and  the  balance  was  to  be  paid  $750,000  upon  the  completion 
of  each  vessel.     This  was  approximatelv  $285  per  ton. 

On  August  3,  1917,  the  date  upon  which  both  hulls  were  requisi- 
tioned, they  were  respectively  reported  by  the  builder  to  be  76  per 
cent  and  47  per  cent  complete. 

On  August  7,  1917,  Mitsui  &  Co.  contracted  to  sell  hull  No.  8 
(otherwise  referred  to  as  the  steamer  Lieut,  de  Missiessy)  and  the 
contract  to  the  Compagnie  Des  Messagerias  Maritimes  at  a  consider- 
able profit.  By  an  agreement  dated  October  3,  1917  (apparentlv 
based  on  the  erroneous  statement  therein  that  the  sale  to  the  French 
company  was  prior  to  August  3,  1917),  the  Emergency  Fleet  Corpora- 
tion conveyed  the  ship  to  the  French  company  for  a  sum  equal  to 
the  cost  to  the  E.  F.  C,  namely,  $750,000  plus  extras  and  adjust- 
ments. 

Hull  No.  8:  On  September  19,  1917,  Mitsui  &  Co.  sold  to  the 
Compamie  Generals  Transatlantique,  at  a  profit  of  $475,625  (accord- 
ing to  Mitsui's  claim,  based  upon  the  exchange  on  yen)  subject  to 
cancellation  if  transfer  of  flag  should  not  be  permitted.  Transfer 
was  not  permitted,  the  sale  wa^  canceled,  and  the  part  payment 
made  by  Compagnie  GeneraLs  Transatlantique  returned. 

Mitsui  &  Co.  thereupon  filed  a  claim  with  the  board  asking  for  the 
return  of  the  $1,750,000  paid  on  account,  plus  $475,625  alleged  loss 
of  profit.  By  agreement  of  September  10,  1918,  the  Fleet  Corpora- 
tion paid  to  Mitsui  &  Co.  $900,000  on  account. 

Various  proposals  were  made  for  the  final  settlement  of  this  claim 
and  finally  on  July  18,  1019,  the  executive  committee  of  the  Fleet 
Corporation  passed  the  following  resolution: 

Whereas  Miteui  <fc  Co.  (Ltd.),  as  the  owner  of  hull  No.  9,  Skinner  &  Eddy  Co.,  which 
was  requisitioned  in  the  course  of  construction  by  the  order  of  the  Emergency 
Fleet  Corporation  on  August  3,  1917,  has  requested  that  an  award  of  just  compensa* 
tion  be  made;  and 

Whereas  a  hearing  has  been  held  for  the  purpose  of  determining  just  compensation; 
and 

Whereas  it  appeared  at  said  hearing  that  the  contract  price  was  $285  per  ton;  that  the 
former  owner  has  paid  the  Skinner  &  Eddy  Co.  prior  to  the  datie  of  requisition^ 
11,750,000;  and 

Whereas  by  agreement,  without  prejudice,  $900,000  had  already  beon  paid  on  account; 
and 

Whereas  the  Mitsui  Co.  is  prepared  to  accept  in  full  settlement  of  any  claim  or  claims 
it  has  against  the  UnitcKi  States  Shipping  Board  growing  out  of  the  requisition  of 
said  hull  No.  9,  building  at  the  Skinner  &  Eddy  Co.,  the  sum  of  $1,830,000,  of  which 
sum  $900,000  has  already  been  paid  on  account:  Now,  therefore,  be  it 

Resolved,  That  the  executive  conunittee  of  the  trustees  of  the  United  States  Shipping 
Board  Emergency  Fleet  Corporation  hereby  determine  as  full  settlement  and  satis- 
faction for  the  claim  of  Mitsui  &  Co.,  and  for  the  hull  and  material  requisitioned  in 
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connection  with  hull  No.  9,  building  at  the  Skinner  &  Eddy  Co.,  the  sum  of  $1,830,000, 
of  which  said  sum  $900,000  has  already  been  paid  on  account,  the  balances  of  said  sum 
consisting  of  $930,000  to  be  payable  upon  the  former  owner  executing  such  papers  as 
may  be  required  by  the  law  department. 

It  is  apparent  from  the  foregoing  that  the  settlement  finally  made 
by  the  Fleet  Corporation  with  Mitsui  &  Co.  was  the  reimbursement  of 
the  $1,750,000  paid  on  account  of  the  purchase  price  to  Skinner  & 
Eddy,  plus  $80,000.  There  is  no  explanation  in  the  discussion  before 
the  board  justifying  the  payment  of  the*80,000,  but  it  is  apparently 
intended  to  constitute  interest  on  the  advance  made  by  Mitsui  &  Co. 
to  Skinner  &  Eddy. 

You  will  note  that  that  settlement  allows  Skinner  &  Eddy  to  re- 
ceive $285  a  dead-weight  ton  on  those  requisitioned  contracts,  because 
he  had  a  contract  to  purchase  it  at  a  high  price.  In  other  words,  in 
this  case  they  a^ain  passed  over  the  rule  that  was  laid  down  in  Eng- 
land, and  the  rule  that  was  laid  down  by  Cotton  and  perfected,  in 
other  words,  this  company  received  from  the  Shipping  Board  a  noti- 
fication that  it  would  take  over  their  material  and  the  ship  as  far  as 
constructed,  and  they  passed  over  that  and  settled  on  the  basis  that 
this  man  could  profiteer. 

The  Chairman.  What  was  the  contract  price  in  this  case  ? 

Mr.  GiLLEN.  Two  hundred  and  eighty-five  dollars  a  dead-weight 
ton,  according  to  the  record. 

The  Chairman.  And  that  is  the  basis  of  settlement  ? 

Mr.  GiLLEN.  That  is  what  they  finally  paid  them;  when  they  got 
through  with  the  transaction  it  was  settled  on  that  basis. 

The  Chairman.  Rather  than  on  the  basis  of  what  had  actually 
been  paid  ? 

Mr.  GiLLEN.  In  that  particular  case,  if  the  Japanese  had  paid  him 
on  account  $1,875,000,  or  whatever  the  item  was,  then  we  would 
charge  that  to  Skinner  &  Eddy,  and  all  we  would  give  Skinner  &  Eddy 
as  a  credit  would  be  what  we  found  in  the  yards,  and  we  would  then 
have  an  outstanding  credit  against  Skinner  &  Eddy. 

The  Chairman.  Is  there  anything  in  the  records  to  show  who  nego- 
tiated that  settlement  ? 

Mr.  GiLLEN.  No;  but  I  think  the  attorney  who  had  charge  of  these 
particular  settlements  before  Judge  Payne  came  in  there,  afterwards 
Decame  for  a  short  time  the  acting  general  counsel — ^Robert  A.  Dean. 
I  want  to  sav  here  in  the  record  that  Mr.  Dean  is  an  honest  man,  a  fine 

fentleman,  out  he  has  no  resistance — and  there  is  no  criticism  of  him. 
[e  has  worked  hard^  he  has  been  industrious  while  he  has  been  there, 
but  he  has  never  gotten  the  big  underlying  principles  that  control  the 
claims,  and  the  result  is  that  these  men  have  been  able  to  get  on  up. 

The  Chairman.  Did  the  claimants  in  this  case  have  an  attorney? 
Do  you  know  ? 

Mr.  GiLLEN.  Yes,  sir;  but  I  do  not  know  who  they  were. 

The  Chairman.  Were  there  any  other  claims  settled  prior  to  that 
principle  or  rule  established  by  Mr.  Cotton  ? 

Mr.  GiLLEN.  That  I  do  not  know,  but  it  will  be  very  easy  for  this 
committee  to  ask  from  the  secretary  of  the  Shipping  Board  and  the 
Emergency  Fleet  Corporation,  Mr.  Flaherty,  a  list  oi  the  settlements 
that  have  been  effected. 

The  Chairman.  I  am  asking  you  if  there  were  any  other  settle- 
ments which  you  have  looked  into.  You  have  apparently  looked 
into  these  two,  Mr.  Gillen. 
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How  did  you  come  to  have  an  audit  made  of  the  amount  of  ma- 
terials, labor  expenses,  and  the  per  cent  of  completion  after  the  re- 
quisition order  was  put  into  effect  and  after  you  came  to  the  board  ? 
what  was  the  necessity  for  that  ?    Had  not  that  been  done  before  ? 

Mr.  GiLUEN.  It  had  not  been  done  before.  They  had  never 
audited  it  out,  and  they  were  dealing  with  the  corporate  funds  and 
making  settlements  witnout  having  any  records  on  the  part  of  the 
Fleet  Corporation  upon  which  to  aetermine  what  was  due  from  the 
standpomt  of  the  Government.  Judge  Payne  was  very  strict,  and 
he  hetld  up  those  settlements  until  he  could  set  up  the  machinery 
to  get  the  facts  upon  which  to  make  the  settlements. 

The  Chairman.  Well,  was  there  any  audit  or  examination  made 
to  determine  the  amount  of  materials  which  had  been  purchased  by 
the  Fleet  Corporation,  and  distributed  to  the  districts  ? 

Mr.  GiLLEN.  Whenever  a  claim  would  come  out  the  auditors  would 
go  out  and  try  to  make  an  audit  on  each  yard,  because  the  books  of 
the  corporation  would  not  permit  them  to  get  any  reflections  upon 
their  own  books.  Col.  Abadie  reports  in  reference  to  that,  that  on 
July  31,  1919,  there  was  $508,481,111  of  undistributed  expenditures 
in  the  districts,  and  $53,196,000  in  the  home  office.  That  makes  a 
sum   total   of   $562,000,000. 

Now,  he  means  by  that  that  the  Emergency  Fleet  Corporation 
would  buy  steel,  lumber,  engines,  and  ecjuipment  for  the  contracts 
for  boats,  and  this  material  would  be  issued,  imder  order  of  the 
Emergency  Fleet  Corporation,  to  the  different  shipyards  of  the 
country.  The  Fleet  Corporation  would  pay  for  those.  Consequently 
it  was  necessary  to  make  a  charge  against  the  contractor  for  the  de- 
livery of  this  material.  At  the  time  Judge  Payne  arrived  there, 
there  was  $562,000,000  of  those  purchases  that  had  never  been  dis- 
tributed down  through  the  districts  and  charged  to  the  contractors. 
I  understand  that  distribution  is  well  along,  out  how  far  I  can  not 
tell  you. 

No-w,  that  is  an  accounting  proposition.  As  the  Emergency  Fleet 
Corporation  would  make  these  big  contracts  for  steel  and  for  lumber 
and  for  supplies,  it  would  create  inventories  in  the  yards  of  con 
tractors,  or  m  districts,  where  it  had  its  supplies.  No  mventory  has 
ever  been  made  and  carried  into  the  books  of  the  corporation  so  that 
a  charge  for  material  would  be  made  against  ship  contractor  where 
they  contract  for  10  ships,  for  the  materials  that  he  received  or  the 
equipment  that  he  received,  and  no  continuing  inventory  has  ever 
been  kept  so  that  you  could  charge  him,  first,  with  that  which  you 
sent  in  the  yard  to  him  and  give  him  credit  for  that  which  he  used  in 
the  ships,  and  then  know  what  was  left  and  the  amount  of  it.  That 
item,  it  has  been  estimated,  runs  to  about  $300,000,000.  As  to  that 
he  does  not  comment. 

The  Chairman.  That  is  contained  in  the  report  of  some  officia] 
of  the  Shipping  Board  ? 

Mr.  OiLLEN.  I  do  not  find  it  here,  but  it  is  in  the  record 

TheCHAiKMAK.  These  figures  that  you  have  given  us — are  they 
in  some  report  of  some  official  of  the  board  1 

Mr.  OiLLEN.  That  estimate  of  the  inventory  is  in  an  official  report 
made  after  an  examination. 

The  CHAlBitfAN.  By  whom  i 
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Mr.  GiLLEN.  I  believe'it  is  in  the  report  of  Mr.  Raymond  Weins, 
which  I  tried  to  get  hold  of  but  could  not  find — I  will  get  it  later — 
where  he  analyzes  supplies  and  sales;  that  is,  materials  on  hand  at 
the  present  time,  showing  the  inventory  around  the  country  not  on 
our  records. 

We  started  an  inventory  drive  in  February,  with  a  Mr.  De  Field 
at  the  head  of  it,  and  he  put  in  about  two  or  three  months  getting 
the  records  up,  and  he  planned  to  get  the  materials  inventoried  on 
our  books. 

The  Chairman.  What  method  was  adopted  with  reference  to  req- 
uisitioned upon  the  high  seas  ? 

Mr.  GiLLEN.  I  have  not  quite  completed  this  testimony,  Mr.  Chair- 
man, if  I  may  make  the  record  clear. 

The  Chairman.  Oh,  certainly. 

Mr.  GiLLEN.  I  want  to  cover  the  matter  of  the  accounting  before 
I  go  over  to  that  other  subject. 

The  purpose  of  this  examination  of  the  Stray  group  and  the  Chris- 
tiania  group  was  to  find  out  what  was  transpiring  in  reference  to  the 
other  claims.  Now,  as  to  the  second  set  of  Norwegian  claims,  known 
as  the  Chris tiania  group,  there  were  15  ships  in  that  group,  which 
was  their  second  claim.  They  set  up  a  claim  of  $14,157,977,  and 
when  we  gave  them  the  Cotton  rule,  which  was  applied  to  all  Ameri- 
can shipbuilders,  the  award  made  to  them  was  $2,506,387,  as  against 
their  claim  of  $14,157,000.  That  was  the  claim  with  reference  to 
which  Commissioner  Stevens  wrote  them  that  they  would  receive 
the  same  consideration  in  connection  with  this  claim  as  in  connec- 
tion with  the  other. 

The  Chairman.  Was  the  settlement  made  on  the  basis  of  that 
award  ? 

Mr.  GiLLEN.  They  had  not  accepted  it;  they  had  gone  to  the  State 
Department,  and  the  State  Department  had  notified  them  that  there 
is  no  question  of  treaty  and  tnat  as  they  are  doing  business  in  this 
country  they  must  accept  the  same  rule  as  we  apply  to  American 
citizens.     Secretary  Colby  has  made  that  ruling. 

The  Chairman.  Who  in  the  Shipping  Board  has  the  records  with 
respect  to  the  Stray  group  and  the  Chris  tiania  group? 

Mr.  GiLLEN.  They  would  be  in  our  general  files. 

The  Chairman.  In  what  department? 

Mr.  GiLLEN.  We  have  a  regular  department  of  general  files. 

Here  is  a  tabulation  of  the  claims  in  the  Christiania  group. 

The  Chairman.  That  contains  a  list  of  the  15  ships  m  the  Christi- 
ania group  ? 

Mr.  GiLLEN.  Yes,  sir. 

The  Chairman.  That  will  be  inserted  in  the  record. 

(The  tabulated  statement  referred  to  is  here  printed  in  full,  as 
follows:) 
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Report  of  Requisition  Claims   Committee  United  States  Shipping  Board, 

Emergency  Fleet  Corporation. 

[In  re  claims  for  award  of  just  compensation  to  (a)Compagnie  Generalo  Transatlantlque,  (b)  Compagnie  des 
Chemins  de  Fer  de  Paris  a  Lyon  et  a  la  Mediterranee  de  TEtat,  (c)  Compagnie  des  Chemins  de  Fer  Alge- 
rienne  de  I'Etat,  representing  the  Republic  of  France.] 

findings  of  fact. 

1.  On  Aiifi^st  3,  1917,  these  claimants,  namely,  Compagnie  Generate  Transat- 
lantique  (the  General  Transatlantic  Company),  Compa^ie  des  (Chemins  de  Fer  de 
Paris  a  Lyon  et  a  la  Mediterranee  de  I'Etat  (Paris,  Lyons  &  Mediterranean  State 
Railways  Company)  and  Compagnie  des  Chemins  de  Fer  Algerienne  de  I'Etat 
(Algerian  State  Railways  Company),  as  agents  for  the  French  Government,  had 
certain  contracts  for  ship  construction  (originally  executed  by  them  as  purchasers  or 
acquired  under  assignments)  with  various  American  shipbuilding  companies,  as. 
follows: 


Date  of  contract. 


OfmiToets  held  bp 
drmpoQnie  Oenr 
craU  TranBoiian' 
tique. 

Oct.  21, 1916 

Do 

Aug.  30,1916 

Sept.  25,1916 

Do 

June  13, 1917 

Aug.  21,1916 

Do 

July  21,1917 

Do 

Do 

Do 

Do 

Julys,  1917 

Do 

Do 

Do 

Do 

Do 

Do 

Do 

July  13, 1917 

Do 

Do 

Do , 

Aug.  11, 1916 

July  21, 1916 

Contract  held  by 
Paris,  Lyons  A 
Mediterranean 
Railways  Co. 

Feb.  14, 1916 

Contracts  held  by 
Algerian  State 
Railways  Co. 

Feb.  14,1916 

May  22, 1916 

Do 


Builder's 
hull  No. 


8 

81 

83 

84 

87 

352 

353 

4 

5 
6 
7 

8 
»8 


«10 
16 
20 
9 
10 
11 
12 
13 
14 
15 
16 
93 


169 


168 
172 
173 


Contracting  parties. 


Builder. 


Purchaser. 


Ames  Shipbuilding  and  Dry     Hannevig  Bros. 
Dock  Co. 

do ' do 

Baltimore  D.  d-  S.  Co ;  Gustave  B.  Bull . 


Contract 
price. 


.do. 
.do. 
.do. 


Chester  Shipbuilding  Co. 

do 

McDougall-Duluth  Co. . . 


do 

do 

do 

do 

Northwest  Steel  Co.  per  Co- 
lumbia River  Shipbuilding 
Co. 

....do 

Duthie,  J.  F.,  «&Co 

do 

Willamette  I.  &  8.  Co 

....do 


Marine  Securities  Co 

..,..do 

Garland  Shipbuilding  Co 

C.  Hannevig 

do 

Compagnie  Generalo  Transat- 

lantique. 
do 


.do. 
.do. 
.do. 
.do. 


.....do 

do 

do 

do 

do 

do 

Seattle  Construction  &  Dry 

Dock  Co. 
Standard  Shipbuilding  Co 


Great  Lakes  Engineering  Co. . 


.do. 
.do. 
.do. 
.do. 
.do. 
.do. 
.do. 
.do. 
.do. 
.do. 
.do. 
.do. 


Slgvard  Rasmussen . 


Gaston,  Williams  &  WMgmore. 


Great  Lakes  Engineering  Co . 

do 

.-..do 


Gaston,  Williams  <t  Wigmore. 

ChristolTcr  Hannevig 

do 


11,046,000- 

1,046,000 
744,000 
1,085,000 
1,085,000 
1,096,000- 
1,024,000 
1,024,000 
635,500- 

635,500 
635,500 
635,500 
635,500 
l,672,00a 


1,672,000 
l,672,00a 
1,672,000 
1,672,000 
1,672,000 
1,672,000 
1,672,000 
1,650,000 
1,650,000 
1,650,000 
1,650,000 
877,000 

890.000 


480,000 


480,000 

340,  ooa 

340,000 


1  E.  F.  C.  1647. 


a  E.  F.  C.  1649. 
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2.  On  Au^t  3,  1917,  the  keela  had  been  laid  for  only  aeven  of  the  thirty-oae  (31) 
veesela  provided  for  in  the  above-mentioned  contHiets,  namely: 

No.  81  (Baltimore)  (keel  laid  May  29,  1917). 

No.  168  (Great  Lakes)  (keel  laid  Feb.  8,  1917), 

No.  169  (Great  Lakes)  (keel  laid  .\pr.  30,  1917). 

No.  172  (Greit  Lakes)  (keel  laid  Apr.  21,  1917). 

No.  9.1  (Seattle)  (keel  laid  May  2H,  1917). 

No.  S  (Standard)  (keel  laid  May  2B,  1917). 

Two  vessels,  namely,  hull  Nos.  1(18  and  172  (Great  Lakes)  had  been  launched 
(on  July  11,  1917,  and  July  27,  1917,  reepectively)  and  one  veasel— hull  No.  1G9  fGreat 
Lakesl— waa  ready  for  launching  (launched  Aug.  11,  1917).  The  percentage  o(  com- 
pletion of  these  three  vessels,  computed  by  Mr.  G.  M.  Brill,  consulting  engineer 
emploved  by  the  Emergency  Fleet  Corporation,  was  as  follows: 

Hull  No.  Ifig,  81.8  per  cent;  hull  No.  169,  G8.9  per  cent:  bull  No.  172,  81  per  rent. 

Certain  materials  used  in  and  applicable  to  the  above  construction  and  also  certain 
materials  applicable  to  the  construction  of  some  of  the  other  prospective  vessels 
under  the  above-mentioned  contracts  had  been  assembled,  and  certain  labor  had 
been  performed  thereon.  The  title  to  these  materials  and  partially  constructed 
veaselfl  was  in  the  respective  claimants  to  the  extent  to  which  they  (or  their  asjigners) 
had  made  progress  payments  to  the  shipbuilders  under  their  contracts. 

The  cost  of  the  miterials  thus  aaBemblod  and  in  part  constructed  (including  labor 
and  expense  in  conoectbu  therewitli)  based  on  reports  of  the  Ship  Construction 
Division  of  the  Emergency  Fleet  t'-orporation  and  of  Mr.  G.  M.  Brill,  consulting  ea^- 
neer,  is  found  to  be  as  set  forth  in  the  following  tible.  which  gives,  in  addition,  a  descrip- 
tion of  the  vessels  called  for  in  the  several  contracts  and  shows  the  progress  payments 
made  by  the  claimants  (and  their  a^niers)  to  the  shipbuilders  and  the  extent,  if 
any,  to  which  these  payments  exceeded  the  cort  of  the  property  on  hand  in  the  ship- 
yards on  August  3,  1917,  belonging  to  the  claimmt^  and  requisitioned  by  the  Emer- 
gency Fleet  Corporation. 


« 

TTPS. 

"Gf- 

ron- 

riBb  taven 
IronKiWm- 
SQlB  Aug.  3, 

S 

proensB 

pBymflDlB 
overmfit«- 
rljlcost 

, 

"^■""^S-^-- ■ 

c^™.. 

8,800 

ff 

1    00 

;    00 

!     00 

:    00 

!    00 
i    00 

1    00 

t    00 
i    00 
.f    00 

IIS, 018.  as 
27;iJ5.00 

111 

3;ooo.oo 
a.  000,00 

3,000.00 
6«Sg.D0 
S,  688, 00 

a'wK 
ao;oM!oo 

J. 

jiolmoo 

1104,600,00 
l«,fOO,00 
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io«,'oo.oo 
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334,400,00 
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6821333. 38 
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'li'^voo 

81,375.00 

IS 

103,840.00 

""!!S:;;-;::::;::;:::;:: 

-t 

60,550.00 
80.&5O.O0 

6O.Sa)0O 

...do 

32?;  712, 00 

» 

Do 

313;  840. 84 

314^336,00 
334.400,00 
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4,877,170,33 
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43,630.00 
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3.  The  increaee  as  of  August  3, 1917,  in  the  value  of  the  above-mentioned  property, 
including  the  factor  of  indirect  and  incidental  expense  in  connection  therewith, 
8  fixed  as  follows: 


BuUder's  No. 


Increase  In 
value  of 
property 

as  of  Aug.  3, 
1W7. 


OmpofftUe  OenerdU  Tranaoaantiqiu, 


-OfAmes) 

8(Am€s) 

[Baltimore). 

[Baltimore). 

[Baltimore). 
87  (Baltimore). 
1S2  (Chester)... 
3S3  (Chester)... 
4(lfoDou9iU).. 
5(McI>oi]gaU).. 
•^(McDoafiElI).. 
7(McDou0Ul).. 
^(McDoiiiQUl).. 
« (Columbia)... 
10  (Colombia).. 

lO(Duthie) 

aO(Duthle)...'. 
-•(WUlamette). 

10  (Willamette). 

11  (Willamette). 
13  (Willamette). 


13, 009.  AS 
2,6S2.11 

71,275.20 
5,425.00 
5,425.00 

23,923.00 

0) 
coo.  00 
(M)aoo 

600.00 
600.00 

6oaoo 

1,337.60 

1,337.60 

4,8SO.0O 

4,310.03 

4,012.80 

4,012.80 

0) 

0) 


Oompagnie  OenenU  Tmnaattan- 
fi^v^—Continued. 

13  (Willamette) 

14  (Willamette) 

15  (Willamette) 

16  (Willamette) 

93  (Seattle) 

5  (Standard) 

Total 

Compagiiie  Algeriennef  etc. 

168  (Great  Lakes) 

172  (Great  Lakes) 

173  (Great  Lakes) 

Total 

CompagrUe  Paris,  L.  M.,  etc: 
160  (Great  Lakes) 


Increase  in 

value  of 

property 

asof  Aug.  3, 

1917. 


143,875.00 
66, 75a  00 


245,243.79 


571,045.80 

402,570.00 

28,828.80 


1,002,444.60 


479,544.(0 


1  None  (no  materials). 

4.  The  Emergency  Fleet  Corporation,  on  August  3,  1917,  requisitioned  the  above- 
mentioned  vessels  and  materials  for  vessels  from  the  claimants. 

5.  The  respective  claimants  and  their  assignors,  prior  or  subsequently  to  August 
3,  191?,  paid  to  the  shipbuilding  companies  as  prc^ess  payments  the  sums  set  forth 
in  column  5  of  the  table  in  paragraph  2  above.  Such  payments  exceeded  the 
amounts  represented  by  cost  of  mat^ials  assembled  (including  labor  thereon)  by  the 
respective  amounts  set  forth  in  column  6  of  said  table. 

li  6.  The  Emergency  Fleet  Corporation  has  heretofore  made  provisional  payments, 
on  account  of  its  requisitioning  of  the  above-mentioned  property,  of  tihe  following 
amounts: 


Builder's  hull  No. 

Date. 

Amount. 

ToUl. 

To  CompagnU  iet  Ckemhu  de  Fer  Algt- 
rienne  de  PEtat. 

168  (Oieat  Lakes) 

On  or  about  Jan.  4. 1918 

8700,000 
100,000 

>W  (On^t  I-ftkw)   . 

On  or  about  Feb.  5, 1918 

On  or  about  Jan.  4, 1918. 

1800,000 

173  (Gnat  Lakes) 

400,000 
300,000 

173  (Great  Lakes) 

On  or  about  Feb.  o,  1918 

On  or  about  Jan.  4, 1918 

600,000 

173  (Gi«at  Lakes) 

400,000 
200,000 

17:1  (Great  l<akffl)                       ..      ,  . 

On  or  about  Feb.  6, 1918 

On  or  about  Jan.  25, 1918 

600,000 

500,000 
500,000 

To  CbmpognU  du  Chtmiiu  de  Fer  de  ParU 
•  Lyom,  «  e  to  MedUernnee  de  VStat, 

16B  (Great  Lakes) 

2,000,000 

16Q  (Great  LakesS....!.... ....... ......... 

On  or  about  Feb.  5, 1918 

1,000,000 
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With  these  exceptions  the  Emergency  Fleet  Corporation,  has  not  paid  the  costs  of 
the  property  taken  from  the  claimants  under  its  requisitioning  orders  and  set  forth 
in  column  4,  paragraph  2  above,  nor  the  increase  in  the  value  thereof  set  forth  in 
parasraph  3  above,  nor  refunded  the  progress  payments  heretofore  made  to  the  ship- 
builaers  by  the  claimants  and  their  assignors,  as  set  forth  in  column  6  of  pax^raph 
2  above. 

7.  The  Emeigency  Fleet  Corporation  did  not  requisition  the  ship  construction 
contracts  between  the  above-mentioned  shipbuilding  companies  and  the  claimants 
(or  their  assignors),  but  did  requisition  the  partially  constructed  vessels  and  the 
materials  on  hand  applicable  to  ship  construction  and  belonging  to  the  claimants. 
Independently  of  its  requisition  orders,  in  August,  1917,  it  dia  offer  to  all  ship- 
builders and  to  all  owners  as  of  August  3,  1917,  including  the  present  claimants  (and 
others  in  like  position)  to  make  reimbursement  for  all  progress  payments  made  by 
former  owners  prior  or  subsequently  to  August  3,  1917.  The  Emergency  Fleet  Cor- 
poration has  always  stood  ready  and  willincr  to  reimburse  former  owners  for  the 
progress  payments  made  by  them  prior  or  suDsequently  to  August  3,  1917,  as  well 
as  to  make  full  compensation  for  the  property  actually  taken  by  the  Emergency 
Fleet  Corporation  to  the  parties  entitled  thereto  as  their  interests  might  appear. 

Award  of  compensation. 

We  hereby  award  as  the  just  compensation  for  the  property  belonging  to  the  respec- 
tive claimants  and  requisitioned  by  the  Emeigency  Fleet  Corporation  under  its 
requisition  orders  of  August  3,  1917,  the  following: 

To  Compagnie  Generale  Transatlantique $1, 471, 462.  75 

To  Compagnie  des  Chemins  de  Fer  Algerienne  de  I'Etat 1, 814, 628.  60 

To  Compagnie  des  Chemins  de  Fer  de  Paris  a  Lyon  et  a  la  Mediter- 
ranee 810,264.00 

And  awards  are  made  accordingly.  *       * 

As  set  forth  above  in  the  findings  of  fact,  paragraph  6,  the  Emergency  Fleet  Cor- 
poration has  heretofore  made  provisional  payment  to  Compagnie  des  Chemins  de 
Fer  Algerienne  de  I'Etat  of  $2,000,000  and  to  Compagnie  des  Chemins  de  Fer  de 
Paris  a  Lyon  et  a  la  Mediterranee  de  I'Etat  of  $1,000,000,  which  sums  exceed  the 
amount  of  the  awards  herein  made  to  these  two  companies.  The  amount  df  the 
overpayments  should  be  reduced  by  the  application  of  the  balance  of  progress  pay- 
ments made  by  the  two  companies,  respectively,  to  the  shipyard  in  excess  of  the 
cost  of  materials  requisitioned  as  hereinabove  shown  in  paragraph  2.  and  the  amount 
of  the  overpayment  then  remaining  should  be  liquidated  by  deducting  the  same 
from  the  award  hereinabove  made  to  Compagnie  Generale  Transatlantique,  inas- 
much as  all  these  claimants  represent  a  single  principal,  namely,  the  Republic  of 
France.    The  result  will  be  as  follows: 

Chemins  de  Fer  Algerienne,  etc.: 

Provisional  payment  by  Emergency  Fleet  Corporation  $2, 000, 000.  00 
Less  award  of  compensation 1,  814,  628.  60 

185, 371.  40 
Less  progress  payments  in  excess  of  cost  of  material. . .        126, 941. 00 

Chemins  de  Fer  de  Paris,  etc. :  ^^'  ^^^-  ^ 
Provisional  payment  by  Emergency  Fleet  Corpora- 
tion      1, 000, 000.  00 

Less  award  of  compensation 810, 264.  00 

189,  736.  00 
Leas  progress  payments  in  excess  of  cost  of  material . .  43, 530.  00 

146, 206.  Oa 

Balance  of  overpayment  to  be  deducted  from  award  to  Com- 

pagnie  Generale  Transatlantique 204, 636.  40- 

Compagnie  Generale  Transatlantique:  ====== 

Amount  of  award 1, 471, 462.  75 

Less  balance  of  overpayment  to  Chemins  de  Fer  Algerienne  and 
Chemins  de  Fer  de  Paris,  etc 204,636.40 

Balance  due  to  satisfy  awards 1, 266, 826.  35- 

As  shown  by  the  fore^ing  calculation,  the  net  amount  to  be  paid  in  satisfactioit 
of  all  the  above  awards  is  thus  the  sum  of  $1,266,826.35. 
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REPUND   OP  PROGRESS  PAYMENTS. 


We  recognize  the  further  right  of  the  claimant  Compacnie  Generale  Transat 
lantique  to  the  refund  by  the  Emergency  Fleet  Corporation  of  the  progress  payments 
heretofore  made  to  the  shipbuilders  by  that  company  and  its  assignors  in  excess 
of  the  sum  of  $1,226,218.96  (the  total  material  and  labor  cost  included  in  the  above 
award  of  compensation  to  the  Compagnie  Generale  Transatlantique),  viz,  $4,677,179.33. 


Made  this  17th  day  of  December,  1919. 


E.  M.  Weaver, 

H.  H.  ROUSSEATT, 

R.  A.  Dean, 
Requisition  Claims  Committee. 


CERTIFICATE  OP  GENERAL  COMPTROLLER,  UNITED  STATES  SHIPPING  BOARD,  EMERGENCY 

FLEET  CORPORATION. 

1.  I  hereby  certify  that  the  records  of  my  office  show  that  the  p^rogreas  payments, 
as  shown  in  paragraph  No.  2  of  the  attached  report  of  the  Requisition  Claims  Com- 
mittee of  the  Emeigency  Fleet  Corporation,  dated  December  17,  1919,  totaling  as 
follows: 

Claimant.  Amount. 

Compagnie  Generale  Transatlantique $5, 903, 398.  29 

Compagnie  des  Chemins  de  Fer  de  Paris,  etc 374, 250. 00 

Compagnie  des  Chemins  de  Fer  Algerienne,  etc 939, 125. 00 

Total 7,216,773.29 

made  by  the  iormer  owners,  as  noted  under  paragraph  No.  1  to  the  shipbuilding 
companies,  as  noted  under  paragraph  No.  2,  have  not  previously  been  reimbursea 
by  tlie  Emergency  Fleet  Corporation,  except  those  which  may  have  been  included 
in  the  settlement  made  with  former  owners  m  connection  with  the  following  hulls: 


Hull  No. 


169. 
168. 

m. 

173. 


Builder. 


Great  Lakes  Engineering  Co. 

do 

do 

do 


Amount. 


$1,000,000.00 
6<»,666.66 
666,666.67 
666,666.67 


3,000,000.00 


2.  The  shipbuilding  companies  have  certified  to  us  in  sworn  statements  or  we  have 
otherwise  satisfied  ourselves  that  they  ha^e  given  the  Emergency  Fleet  Corporation 
credit  for  the  former  owner  payments  noted  above. 

3.  In  connection  with  hull  No.  93,  built  by  the  Seattle  Construction  &  Dry  Dock 
Co.,  and  .hull  No.  5,  built  by  the  Standard  Shipbuilding  Co.,  there  are  escrow  ac- 
counts amounting,  respectively,  to  $131,625,  deposited  with  the  National  Bank  of 
Commerce,  New  York,  and  $133,500,  deposited  with  the  Guaranty  Trust  Co.  of  New 
York.    We  have  satisfied  ourselves  that  the  escrow  deposits  are  not  included  in  the 

ormer  owner  payments  shown  above.  In  the  case  oi  the  deposit  of  $131,625  the 
Seattle  Construction  &  Dry  Dock  Co.  state  that  their  interest  in  the  account  was 
assigned  to  the  Emergency  Fleet  Corporation  at  the  time  the  vessel  was  delivered. 

E.  H.  Abadie, 
General  Comptroller j  United  Stdtes  Shipping  Board, 

Emergency  Fleet  Corporation. 

Mr.  GiLLEN.  Now,  there  is  a  third  claim  that  is  settled.  I  have 
not  the  working  details.  That  third  one  is  the  Italian  claim.  I  can 
give  you  the  approximate  figures  and  you  can  get  them  exactl}' 
afterwards. 

In  the  Italian  claims  there  are  two  ships.  The  aggregate  claim 
was  about  $3,300,000,  and  the  award  made  by  us  was  approximately 
$700,000.  That  case  has  also  been  over  to  the  State  Department, 
and  the  State  Department  again  has  ruled  the  same  as  it  has  in  the 
other  cases. 
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The  Chairman.  Is  that  claim  settled  ? 

Mr.  GiLLEN.  They  have  not  accepted  settlement,  but  we  have 
made  definite  the  liability,  and  the  State  Department  has  refused  to 
intercede.  Consequently  they  must  go  to  the  courts  if  they  want  to 
get  any  relief. 

Now,  we  set  up  in  Washington,  after  we  began  to  get  this  informa- 
tion together,  a  Requisition  Claims  Board,  consisting  of  Gen.  Weaver, 
an  Army  officer;  Admiral  Rousseau,  and  Mr.  Dean,  and  we  set  up  a 
night  organization,  consisting  of  Mr.  Beck  and  Mr.  Clark,  to  get  all 
of  this  information  together.  I  believe  all  the  requisition  cases  now 
have  been  determined,  with  the  possible  exception  of  one  or  two  or 
three.  In  other  words,  the  awards  are  all  made  on  the  401  boats, 
and  they  are  cleaned  ofi'  the  boards. 

The  Celairman.  And  the  records  are  there  ? 

Mr.  GiLLEN.  The  records  are  thpre  in  Washington. 

Now,  another  claim  that  f  alk  under  this  same  list  is  the  case  that 
is  very  famous  in  Washington,  known  as  the  Pusey  &  Jones  case. 
There  was  presented  to  Judge  Payne  on  August  28,  1919,  shortly 
after  he  came  there,  a  prospective  settlement  of  the  Pusey  &  Jones 
oase.     It  involved  45  contracts. 

The  Chairman.  On  recjuisition  as  ships  ? 

Mr.  GiLLEN.  On  reauisition  as  shiM  and  contracts  that  were  after 
wards  put  in  the  yards  of  Pusey  &  Jones,  they  having  two  building 
yards.  Judge  Payne  held  it  up  and  required  that  an  investigation  be 
made  of  the  situation  before  it  should  be  put  through.  It  was  a 
matter  that  they  had  had  up  back  and  forth  there,  and  it  was  prac- 
tically settled. 

An  analysis  was  made  of  that  situation^  and  we  found  that  we  had 
purchased  from  Cunard  &  Co.,  who  represented  the  British  Govern- 
ment, about  $94,000,000  worth  of  contracts,  on  which  they  had  paid 
money  in  this  country.  In  other  words,  Cunard,  representing  the 
British  Government,  had  spent  about  $94,000,000  in  this  country 
before  we  went  to  war  on  certain  commitments  for  the  British. 
Government.  Under  an  arrangement  that  was  made  the  British 
Government  stepped  out  of  it  and  we  took  her  place,  paying  her  just 
what  she  had  invested  in  these  contracts,  and  took  the  contracts  over. 

We  found  that  one  Christoeffer  Hannevig  had  made  contracts  with 
the  Cunard  company  for  a  number  of  these  ships  that  we  took  over 
and  we  found  that  Cunard  had  paid  him  on  account  of  contracts,  as 
progress  payments,  approximately  $3,700,000.  When  we  discovered 
that,  we  said:  **We  have  bought  these  contracts  from  Cunard,  and 
paid  them  $94,000,000 — Pusey  &  Jones  and  many  others " 

The  Chaibman.  Just  a  minute.  When  you  say  you  had  bought 
the  contracts  from  Cunard,  do  you  mean  that  you  nad  not  requisi- 
tioned the  ships,  that  there  was  some  different  transactions  ? 

Mr.  GiLLEN.  That  was  the  British  Government  itself.  All  these 
others  are  merely  foreign  claimants.  So  the  State  Department,  I 
imagine,  laid  down  the  rule  that  where  it  was  another  Grovernment  we 
could  not  take  its  property.  The  Cunard  company  was  the  agent  for 
the  Government— like  the  Emergency  Fleet  in  this  country— and  we 
found  that  Hannevig  had  been  paid  $3,700^000  and  odd,  on  accoxmt 
of  contracts  that  the  Cunard  company  had  m  this  country  and  which 
we  purchased.  We  stood  in  the  shoes  of  Cunard  in  that  particular 
case,  and  I  think  it  is  the  only  case  on  record  where  we  bought  con- 
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tracts  and  contractual  rights,  because  we  are  dealing  with  a  Oovem- 
ment.  We  set  up  a  charge  to  Hanneviff  of  $3,700,000  as  a  payment 
that  had  been  made  to  him  by  Cunara.  As  we  stood  in  Chmard's 
shoes,  and  having  paid  that  on  account  of  the  $94,000,000,  we  made 
that  charge  against  him.  That  has  gone  through  the  records  there,, 
and  the  award  has  been  n^ade  on  that  particular  matter.  They  have 
not  accepted  it,  but  it  is  in  principle  tne  same  as  the  others. 

The  Chairman.  Do  you  know  wnether  any  suit  is  pending  over  this- 
matter? 

Mr.  Gillen.  There  is  not  as  yet. 

At  this  time,  having  read  a  great  deal  of  the  testimony  that  has 
been  taken  here,  and  me  criticisms  that  have  been  made,  permit  me 
in  the  midst  of  all  these  large  transactions  that  are  passing  over  the- 
board  here  to  call  yo\ir  attention  to  this.  When  Judge  Payne  took 
hold  of  that  position  down  there  he  endeavored  first  to  establish  a  big 
principle  to  govern  each  big  transaction,  and  not  to  trade  individually. 
Second,  he  went  out  to  get  the  records  of  the  corporation  in  harmony^ 
with  that  big  transaction.  Third,  he  went  out  to  chart  each  big^ 
transaction — there  is  a  transaction  of  45  ships — so  that  when  he  him- 
self had  these  matters  up  before  him  he  would  be  able  to  pass  on  them 
quickly.  In  other  words,  he  went  out  to  build  up  the  records  of  the 
corporation  so  that  judgment  and  decision  might  be  made  on  the- 
records. 

The  Celairman.  Is  that  sheet  that  you  have  just  passed  over  the- 
chart  of  the  Pusey  &  Jones  transaction  ? 

Mr.  OiLLEN.  That  is  the  sheet  of  the  Pusey  &  Jones  transactions  ,< 
plus  the  Pusey  &  Jones  award.  Instead  of  passing  a  resolution 
through,  we  aaopted  the  practice  of  making  an  award  in  which  we^ 
set  forth  all  the  facts,  with  a  sheet  like  that,  to  the  Emergency  Fleet^ 
so  that  if  afterwards  they  get  the  claims  the  record  is  made  up  ana 
coinpleted. 

You  will  notice  that  the  Mitsui  matter  was  just  a  short  resolution. 
That  is  the  form  in  which  the  French  claims  and  all  the  other  big: 
claims  are  made  up. 

(The  chart  and  the  accompanying  report  thereon,  with  reference  to 
the  Pusey  &  Jones  claims,  are  here  printed  in  full,  as  follows:"^ 


^342 


SHIPPING  BOARD   OPERATIONS. 

/ 


14 
< 


fa 

o 

0! 
O 
cu 

P5 

» 

o 

•-9 

H 

GO 

D 

H 

OQ 

n 


1-H 

^ 
V 

o» 

S 

1-H 

IS 

M 

<:> 

<M 

• 

g 

H 

Q 

O 

s 

a 
EC 


c3 

c 
a 

2  f 


— ' 

J 

8 

CO 

1 

8 

U 

5^ 

Pi 

o; 

o 

O. 

c 

» 

e3 


< 


^      Axe  ^'^ 

c9  o  E—  o  o  fl 


BO  o 
K/1 


2^-0 


5-? 


^eo 


r»  ••  •<  I— • 


s 


I- 


—  v. 


^^ 


00 1"-  r*  w  «o 


82 


Sot  •*t'.-r      *<rc5 

SO 


irt      o^Lr^SJO^      90 1^ 


te  •o  oc 
tot-  t^ 


•^  i-tiOi 

OcSaol 


o«« 


S5S 


2?§ 


•o»» 


OS  V 


0«  "*»  "T  QC 

wt^r^  COO 


5i::S2?SSSg8 


31 


— •      ^^      -•      c««e<wc*c^ 


ICO 

IS 


SX  -tt-  nf 


to 


t 

C*4 


W5CO 

coo> 

3!  ^ 
X  ^^ 
OtO 


CT^CO-^Xt-POCM 

^  ec  »  r^  t^  O  N  »o 
T—  i—r««-«XTco*- 

iO'^t-t-fjiot^eo 
Ci  cs; »-  CO  CO  c^i  ^ 


X 


s 


CO 


•*ff<pio-rcciic!;<N 

55  h-  to  !•*  5»  »o  1^  CO 

0»  »->  .-^  CO  CO  c5  <-< 


9l 


)0» 


'4 


-•  Or>-  to 

^       •«       a^       •>        M 

I--  «0  IT?  I--  30 


f*  to 


ii? 


to 


I 

>. 

09 

>-■ 
r  ■»-• 

©  « 
^  S 

u 
a 


•r-  <3  O  S 

?i «  $  2 


8    88    S    88888    88    S8S 

e4  Q  i-^ 

•?5c»ioj 


>occ 


0( 


X 

I'. 


wjOft      CO      cocoxxca      toto 
tor^      05      o»o>tptp.-«      «?5m5 

•VCM  ^^CO        ^"-^ 


tt 


S 
& 


*S         «>.         Vk 


O  O  l~-  t^  Q 

t  ties??  25 


3 


c       08    • 

§  ©.s  $ 

r-  «  fc,  C 


;2 


to 


coo       OS 
co'v      ci 


§888: 

•«         f«         Sfe         tf^ 

O  O  «>■  t^  1 
l>-  t»  CO  CO  I 

^t*  ^*  ^if*  ^h  ' 


to 


CO 
r? 


© 


© 
© 


© 

OS 


>o 


CM 


ilsss 


57  c« 

2iS 


SCO  CO 


^      •»      ^      *•      •« 

-.  —  CM  CM  M 


© 

O 


I— < 
oa 


1^  r- 

o»o 


o 


!>.  t*  l>- 

^*  ^«  —4 
OS  Oi  O) 


2    as    8    ''SS 


© 

es 


®  tl; 


I 

©    c  c 

c-c  c  ex: 

13  M  o  3 ««  :      :  :  :  :  : 
'^    ^'>j      


oS 

I— ( 


OS  OS 

— •  ^■* 

eo  •—■ 


o  c  o 

13  "CO 


o 


05 


© 

OS 


8 

o 
eo 

CO 


o 


o 


o 

•3 


.     OOOirOCOO 

•   •  o 


o 


© 

09 

is 

c 

o 


OS 


«co 

OS  OS 


8  88888 

O  O  O  "O  >0  lO 

Q  QO  CMCMCM 

CO  CO  cc  to  CO  tp 

OS  05  OS  O  "5  u5 


88 

CM  CM 

to  to 


Sc?  eo 
-  OS  OS 


09 


© 

09 

2; 


to 

to  to 

0 

•  to  to  to        •    • 

^i^ 

^^  r*4 

*H« 

*  w^  r^  ^*^                       * 

OS 

OS  OS 

O) 

•CSOSCS 

f-« 

t— <  ^^ 

P-4 

•  ^^  w^  ^^               .       ■ 

» 

^       *s 

•v 

•      •»     p^     •*           •      * 

r^ 

'c^SS 

d 

o'^              0  0 

• 

ej     • 

• 

•OTS  . ; . :          'dT) 

3 

3  3 

Sf 

■  ©  ©  "^      ■  • 

< 

»=;<; 

< 

•  CO  OJ  ■<         ;     ; 

• 

S 

c 

I  © 

■ 

a 

u 

• 
• 

C3 

■*-' 

0  2 

c 

.  fctr:      3    .    . 

:ii 

Si 

— 

0 

•  c  .2  r3  0  •   • 

J3 

*— • 

:S.c-i  :  : 

C  K 

4-» 

0 

0        r  ^        ^00 

a 

CCfc 

.!£ 

u.O-O-g-.^^'OTJ 

0    • 

»•« 

a 

• 

:a5  =  f^  : 

^ 

u<; 

« 

• 

;»5oc      . 

o  op 
■o-cd 


© 


oooroooo 
■    ."    ■  o 

:  :i5 


o 


c 
o 


o 


l>- t- 


!>. 


"•^"CM^CM^oJ 


8  8; 


:88; 


CMCM        Mt-t^CMCMCMCiCM 


«-i        CMCO 


lOror^XOS      o—      CMer-r»otOt~-xos 


< 
a. 


Ec3 


CM        OS  »»  QC  •?  O 

X      ■*«2'0og 


CM        05  t^CMr-Q 


X 

■•r  e<:  «c  1-1  -^ 

»-^ 

t^  ^t^CMOi 

X 

»OOS«Ot«-^ 

iiiiS 


"cm      om^  cm  t'-  o 

l>-       •^  to  1-1  ■V  x 

X       ^ 


Q>^       ^X  QtOCD 


<-x<o 

dxi-<t>^ 
'FwcowM 


8    88888 


I  w4  u?  to  U3 


>x  x< 


X       XMCldCM 


10       >0  iC  >0  *0  lO 

I-      t-  r>-  r-  r>.  r>. 

X       X  X  X  X  X 


© 

s 

3 


000  op 


3d 


I 

CO 


^ 


p.  o  bob© 
^'otJ'Cd'O 


»0        lO  lO  'O  O  K3 

tr      »>•  t>- 1- 1- 1* 

X        X  X  X  X  X 


CS 


© 

c 


00000 
T3  *C?  ^3  "^  ^O 


x: 

ec  p.b  O  O  O  O 

►^  ,^     -     -     -     -     ■ 
q9  ^ 


10        tc  10  U?  >0  U3 


—        £JCO' 


2344 


SHIPPING  BOARD  OPERATIONS. 


United  States  Shipping  Board, 

Washington^  October  22, 1919, 
Memorandum  for  the  Chairman. 
Subject:  The  Pusey  <fe  Jones  and  Christoffer  Hannevig  situation. 

By  your  direction  we  havegiven  careful  study  to  the  existing  relations  between  the 
Pusey  &  Jones  Co.  and  other  Hannevig  interests  and  the  Emergency  Fleet  Corporation, 
and  herewith  submit  our  report. 

I.   CONSTRUCTION  PROGRAM  OP  THE  PUSEY  A  JONES  YARDS  ON   AUGUST  3,  1917. 

The  Pusey  &  Jones  Co.,  a  corporation  of  Delaware,  is  the  owner  of  three  shipyards, 
one  at  Wilmington,  Del.,  and  two  at  Gloucester  City,  N.  J?  The  company  is  a  con- 
solidation, effected  on  or  about  December  21,  1917,  of  three  predeciessor  companies 
which,  like  thepresent company,  were  owned  and  controlled  by  Christoffer  Hannevig. 
They  were  the  Pennsylvania  Shipbuilding  Co.,  Gloucester  City,  N.  J. ;  the  New  Jersey 
Shipbuilding  Co..  Gloucester  City,  N.  J.;  Pusey  &  Jones  Co.,  Wilmington,  Del. 

At  the  date  oi  the  Government's  requisitioning  orders  Hannevig  had  recently 
converted  the  Pusey  &  Jones  yard  at  Wilmington  (formerly  adapted  onlv  for  yachts, 
tugs,  etc.)  into  a  yard  for  the  construction  of  small  cargo  vessels.  He  nad  recently 
organized  the  Pennsylvania  Shipbuilding  Co.  and  its  yard  was  in  course  of  construc- 
tion. He  had  also  oiganized  the  New  Jersey  Shipbuilcling  Co. ,  but  its  yard,  adjoining 
that  of  the  Pennsylvania  Co.  at  Gloucester  City,  N.  J.,  was  as  yet  merely  a  project. 

Prior  to  the  requisitioning  orders  Hannevig  had  committed  these  throe  yards  to  a 
construction  program  of  45  vessels,  aggregating  312,900  dead-weight  tons,  distributed 
as  shown  in  tne  following  table: 

DistribtUion  of  construction. 


Yard. 


Pennsylvania  (19): 

Hulls,  lto6 

•  Hulls  13  and  14 

HuUs  7  to  12  and  15  to  19. 


New  Jersey  (12): 

Hulls  201  to  212... 

ynimington  (14): 
Hulls  1001  to  1005. 
Hulls  1007  to  1014. 


Total. 


Type. 


6,  7,000  tanker.. 
2,  7,500 cargo... 
11, 12,500  cargo. 


12,  5,000  cargo. 


6,  4,000  cargo. 
8,  4,350  cargo. 


Tonnage. 


42,000 

15,000 

137,600 


24,000 
34,400 


Total. 


194,500 
60,000 

58,400 
312,900 


These  respective  vessels  were  all  covered  bv  formal  contracts  with  the  exception 
of  nine,  as  to  which  there  was  only  Hannevig  s  informal  order. 

Hannevig  was  not  only  the  prospective  builder  of  the  vessels  (through  the  Pusey  & 
Jones  predecessor  companies),  but  also  practically  dealt  as  the  purchaser  of  them 
^i.  e.,  either  personally  or  through  his  corporate  *' dummies''  bulk  oil  Transports 
(Inc.),  and  Manss  Steamship  Corporation,  or  through  his  Norweigian  associates). 

An  exhibit  is  attached,  marked  Exhibit  A,  which  shows  (1)  the  original  contract 
owners  of  the  45  vessels,  and  (2)  the  owners  as  of  August  3,  1917.  As  shown  by  the 
exhibit,  17  of  the  original  contracts  were. placed  by  Hannevig  personally  (8  by  formed 
contract  and  9  by  informal  ordeiO,  15  by  the  Bulk  Oil  Transports  (Inc.),  and  8  by 
Manss  Steamship  Corporation.  The  remaining  five  contracts  were  placed  by  various 
Norweigians  as  the  nominal  purchasers  (whether  bona  fide  or  not  does  not  appear) ; 
they  also  were  controlled  by  Hannevig,  either  as  the  purchaser  in  fact,  which  ne  in 
some  instances  represented  himself  to  be,  or  by  him  as  the  professed  agent  of  the 
nominal  owner. 

By  August  3,  1917,  Hannevig  had  sold  18  of  the  prospective  vessels — 17  to  the 
Cimard  Steamship  Co.  (Ltd.),  namelv*  Pennsylvania  hulls  Noe.  1  and  3  to  10,  inclu- 
sive (9  vessels),  and  Wilmington  hulls  Nos.  lOOl  to  1008,  inclusive  (8  vessels),  and 
one  to  the  Continental  Transportation  &  Oil  Co.,  namely,  Pennsylvania  hull  No.  2. 
In  effecting  these  transfers,  Hannevig  in  some  instances  boosted  the  original  contract 
prices  by  procuring  the  cancellation  of  the  oric^iiial  contract  and  ^e  execution  of  a 
new  one  in  its  place  between  the  shipyard  and  his  vendee,  in  which  new  contract  an 
enhanced  price  was  stipulated  for  tHe  vessels.  In  such  instances  the  new  owner 
paid  the  difference  in  tne  price  directly  to  the  shipyard  as  a  part  payment  on  the 


SHIPPING  BOARD  OPERATIONS.  2345 

vessel,  and  Hannevig  then  took  this  money  from  the  company  and  diverted  it  to  his 
own  use.  In  other  instances  he  left  the  original  contract  price  unchanged,  in  which 
cases  he  took  the  consideration  for  the  assignment  directly  from  the  new  owner  and 
kept  the  money  so  taken.  The  money  thus  taken  by  Hannevig  properly  constituted 
a  part  of  the  capital  assets  of  the  shipbuilding  companies,  to  be  used  by  them  in  the 
performance  of  their  contract  obligations. 

II.   RIGHTS  ACQUIRED  BY  THE  FLEET  CORPORATION:  A.,    BY  REQUISITIONING   ORDERS; 
B.  BY  SUBSEQUENT  AGREEMENTS;  C,  BY  PURCHASE  PROM  CUNARD  CO.,  (LTD.). 

A.  Rights  under  requisitioning  orders. — The  Fleet  Corporation  on  August  3,  1917, 
issued  its  general  requisitioning  orders,  and  it  thereby  became  entitled,  as  a  matter 
of  law,  to  have  the  construction  program  of  the  Pusey  &  Jones  >'ards  (or  so  much 
thereof  as  it  desired)  completed  for  its  account.  Bv  virtue  of  these  orders,  it  also 
became  obligated  (a)  to  pay  to  the  persons  entitled  thereto  just  compensation  for  the 

Srop^rty  requisitioned,  and  (6)  to  make  just  compensation  for  the  further  work  or- 
ered  to  be  done  for  its  account. 

B.  Subseouent  agreements. — ^The  only  agreements  of  the  Fleet  Corporation  (except  as 
to  increasea  wage  scales,  etc.)  subsequently  modifying  the  obligation  arising  by  law 
as  a  result  of  the  reouisition  orders  relate  to  Pennsylvania  hulls  Nos.  15  to  19,  in- 
clusive— ^informal  oraers  placed  by  Hannevig — and  New  Jersey  hulls  Nos.  201  to  212, 
inclusive,  consisting  of  eight  vessels  under  contract  to  Manss  Steamship  Corporation 
and  four  vessels  imonyairy  ordered  by  Hannevig.  They  were  embodied  in  corre- 
spondence passing  between  the  officials  of  the  Fleet  Corporation  and  the  builders, 
a  copy  of  which  is  attached,  marked  Exhibit  B.  By  tnese  agreements  the  Fleet 
Corporation  undertook,  as  to  the  5  Pennsylvania  hulls,  to  pay  the  builder  the  cost 
of  construction,  plus  $204,000  per  vessel,  and  with  respect  to  the  12  New  Jersey  hulls, 
to  pay  the  builder  the  cost  of  construction,  plus  $17.50  per  ton — the  cost  of  construc- 
tion to  include  in  each  case  a  factor  of  depreciation.  In  each  case  the  a^^eement  pro- 
vided that  if  the  cost  fell  below  a  stipulated  amount  the  builder  and  the  Fleet  Cor- 
poration were  to  share  equally  in  the  saving. 

C.  Rights  acquired/rom  Cunard  Co.  (Ltd.). — ^The  Fleet  (Mrporation  has  also  acc^juired, 
by  assignment  from  the  Cunard  Co.,  the  rights  which  that  company  had  under  its  con- 
tracts for  17  of  the  vessels  to  be  constructed  at  the  Pusey  &  Jones  yards,  w^hich  rights 
entitle  the  Fleet  Corporation,  as  hereinafter  more  particularly  shown,  to  apply  as  a 
part  payment  on  these  vessels  tiie  sums  which  Hannevig  took,  upon  the  transfer  of 
the  vessels  to  the  Cunard  Co.,  and  diverted  from  the  capital  assets  of  the  shipyards. 

lU.   PRESENT  CONSTRUCTION  PROGRAM. 

Since  August  3, 1917,  the  Fleet  Corporation  has  canceled  60,000  tons  of  construction, 
namely,  Pennsylvania  hulls  13  and  14,  of  7,500  tons  each,  and  New  Jersey  hulls  204 
to  212,  inclusive,  of  5,000  tons  each,  leaving  the  construction  program  252,900  tons. 

The  state  of  completion  of  this  program  (as  of  Oct.  15, 1919)  is  as  follows: 


ToDnage  originally  contemplated. 
Tonnage  cancded 


Tonnage  suspended 

• 

Tonnage  delivered 

Tonnage  under  construction . 


Vessels. 

Tons. 

45 
11 

312,  goo 

60,000 

2 

2,52,900 
25,000 

22; 

227,900 
135,700 

10 

92,200 

The  percentage  of  completion  of  the  92^200  tons  now  under  construction  is  shown  as 
44.77  per  cent  by  tJie  report  of  the  district  manager  of  the  Fleet  Corporation  for  the 
Delaware  River  district. 

An  exhibit  is  attached,  marked  Exhibit  C,  showing  by  yards  and  hull  numbers 
the  vessels  canceled,  suspended,  delivered,  and  in  course  of  construction. 

An  exliibit  is  also  attached,  marked  Exhibit  D,  showing  (as  of  Oct.  15,  1919)  the 
state  of  construction  of  the  hulls  now  under  construction  (10  vessels). 
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IV.    PROPOSALS  TO   ADJUST   RELATIONS    WITH  THE   PUSEY    A  JONES   CO. 

Various  bases  for  compensating  the  Pnsev  &  Jones  Co.  for  the  work  of  construction 
have  been  under  consideration  by  the  fleet  Corporation  officials.  On  or  about 
AugTist  25,  1919,  at  a  conference  between  the  officials  of  the  construction  division 
of  the  Fleet  Corporation  and  the  representatives  of  the  Pusey  &  Jones  Co.,  a  definite 
basis  was  outlined  for  the  adjustment  of  all  claims  of  the  Piisey  &  Jones  Co.  growing 
out  of  the  requisitioning  acts  of  the  Fleet  Corporation  or  in  virtue  of  any  subsequent 
agreements  between  the  parties.  This  basis  of  compensation  was  acceptable  to  the 
Pusey  &  Jones  Co.  It  also  appears  to  represent  the  views  of  the  construction  divi- 
sion of  the  Fleet  Corporation  as  to  what  would  constitute  a  just  award  of  compensation 
for  the  actual  work  of  constructing  tonnage  embraced  in  the  program  with  Pusey  & 
Jones  Co. 
By  the  settlement  thus  proposed  the  Pusey  &  Jones  Co.  would  be  allowed: 
1.  For  construction  completed  and  to  be  completed  (252,900  tons)  the  following 
prices,  which  include  a  $10  per  ton  profit,  and  cost  of  all  extras  and  changes  with 
certain  specific  exceptions. 


Vessel. 


8,4,300... 

6,  4,000. . . 
3,5,000... 
6,7,000... 
11,  12,500. 


Total. 


Yard. 


Wilmington... 

do 

Nev  Jersey . . . 

Pennsylvania. 

do 


Price. 


Per  ton. 


$230.52 
221.02 
809.52 
240.52 
179.52 


Per  vessel. 


S991,236.00 

884,080.00 

1,547,600.00 

1,68:5,640.00 

2,244,000.00 


T 


Total. 


$7,929,888.00 

5,304,480.00 

4,642,800.00 

10,101,840.00 

24,684,000.00 


52,663,008.00 


2.  An  allowance  for  amortization  of  investment  in  plant  and  facilities,  $1,500,000. 

3.  An  allowance  for  depreciation  of  plant  and  facilities,  $1,375,000. 

4.  Compensation  for  canceled  construction  (60,000  tons),  $600,000. 
The  plan  further  contemplates — 

5.  That  the  amounts  to  be  allowed  as  amortization,  for  depreciation,  and  as  com- 
pensation for  canceled  tonnage  shall  not  be  paid  in  cash  but  credited  on  the  mortgage 
indebtedness  of  the  Pusev  &  Jones  Co.  to  the  Fleet  Corporation  on  delivery  of  the  last 
vessel  to  be  constructed  by  the  Pusey  &  Jones  Co.,  provided  it  performs  its  contract, 
the  Wilmington  yard  to  be  released  at  this  time  for  the  lien  of  the  existing  mortg^e. 

6.  That  the  Fleet  Corporation  will  supply  Uie  Pusey  &  Jones  Co.  with,  not  to  exceed 
$3,500,000  working  capital,  the  exact  amount  at  any  time  to  be  in  the  discretion  of  the 
Fleet  Corporation,  and  in  any  event  to  be  reduced  as  the  work  of  con?truction  pro- 
gresses. 

7.  That  the  profit  to  the  Pusey  &  Jones  Co.  shall  be  applied  in  reduction  of  the 
mortgage  indebtedness. 

8.  That  interest  shall  not  commence  to  run  on  the  working  capital  and  mortgage 
indebtedness  of  the  Pusey  &  Jones  Co.  to  the  Fleet  Corporation  imtil  October  1,  19^. 

9.  That  the  Fleet  Corporation  shall  reimburse  the  Pusey  &  Jones  Co.  for  all  expend- 
itures made  by  it  on  account  of  canceled  tonnage,  and  assume  all  commitments  of 
Pusey  &  Jones  for  such  canceled  tonnage. 

10.  That  the  Pusey  &  Jones  Co.  shall  assign  its  interest  in  the  Noreg  Realty  Co. 
(a  housing  project  at  Gloucester)  to  the  Fleet  Corporation. 

11.  That  Pennsylvania  hulls  15  to  19,  inclusive,  heretofore  slispended,  shall  be 
reinstated,  and  that  the  cancellation  of  Pennsylvania  hulls  13  to  14  and  New  Jersey 
hulls  304  to  312,  inclusive,  shall  stand. 

ThS  foregoing  plan  undertakes  to  award  the  just  compensation  properly  due  for  the 
work  of  constructing  the  vessels  delivered  and  to  be  delivered;  against  such  com- 
pensation there  must  be  charged  the  amounts  to  which  the  Government  is  entitled 
to  apply  in  part  payment,  in  virtue  of  the  rights  acquired  from  former  owners. 
Th«»se  rights  will  now  be  considered. 

▼  -   RIGHT  OF  FLEET  CORPORATION  TO  LOOK  THROUGH  CORPORATE  FORMS  TO  HANNEVIG. 

Christoffer  Hannevig  not  only  owns  the  entire  capital  stock  of  the  Pusey  &  Jones 
Co.,  but  also  owns  and  controls  the  Bulk  Oil  Transports  (Inc.),  and  Manss  Steamship 
Corporation.  As  he  dictated  the  placing  of  the  contracts  between  these  companies, 
both  as  the  builder  and  as  the  owner,  the  Fleet  Corporation  is  entitled  to  look  through 
the  corporate  forms  to  the  substance  of  the  transactions,  and  it  should,  in  any  adjust- 
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ment  with  the  Pusey  &  Jones  Co.,  require  a  disposition  of  the  related  matters  growing 
out  of  these  intercorporate  transactions. 

(a)  Right  of  Fleet  Corporation  to  apply  as  a  credit  on  the  payment  of  the  vessels  the 
sums  taken  by  Hannevig. 

It  will  be  remembered  that  Hannevig  in  committing  his  yards  to  a  construction 
program  of  45  vessels  had  done  so  by  placing  informal  orders  for  nine  vessels  for  his 
personal  account,  by  making  formal  written  contracts  between  himself  and  his  ship- 
Duilding  company  for  eight  vessels,  and  by  causing  the  execution  of  15  formal  contracts 
between  the  shipyard  and  the  Bulk  Oil  Transports  (Inc.),  and  eight  formal  contracts 
between  the  ship>'^rd  and  Manss  Steamship  Corporation. 

The  remaining  five  contracts  were  originally  placed  by  various  Norwegians  and  the 
shipyard .  These  five  Norwegian  contracts  (covering  Pennsylvania  hulls  Is  os.  1 , 2, 3,  7 , 
ana  8)  were  controlled  bv  Hanne\dg,  either  as  the  purchaser  in  fact  or  professedly  as 
the  agent  for  the  nominal  owners.  Before  August  3,  1917,  he  procured  the  cancella- 
tion of  four  of  them  (Pennsylvania  hulls  Nos.  1,  3,  7,  and  8)  and  the  execution  of  new 
contracts  in  their  place  directly  between  the  Pennsylvania  Shipbuilding  (  o.  and  the 
Cdnard  Steamship  Co.  (Ltd.),  at  increased  prices.  He  also,  prior  to  August  3,  1917, 
procured  the  assignment  to  himself  of  the  contract  covering  Pennsylvania  hull  No.  2 
and  then  entered  into  a  contract  (Jan.  25,  1917)  with  the  Continental  Transportation 
&  Oil  Co.  to  deliver  the  vessels,  when  completed,  to  that  company,  but  at  an  increased 
price. 

Hanne\ig  also  procured  the  cancellation  of  the  original  contracts  between  the 
Pennsvlvania  Shipbuilding  Co.  and  Bulk  Oil  Transports  (Inc.),  covering  Pennsyl- 
\'anialiull8  Nos.  4,  5,  and  6,  and  9  and  10  (five  vessels),  and  the  execution  of  new 
contracts  between  the  shipbuilding  company  and  the  Cunard  Steamship  Co.  (Ltd.), 
at  increased  prices  for  the  vessels;  and  these  transactions  occurred  prior  to  August  3, 
1917. 

Hannevig  also  assigned,  prior  to  August  3,  1917,  the  original  contracts  between  him 
and  the  Pusey  &  Jones  Co.,  Wilmington,  covering  Wilmington  hulls  Nos.  1001  to  1008, 
inclusive,  to  the  Cunard  Co.  and  procured  the  execution  of  supplemental  agreements 
consenting  to  the  assignment  and  to  the  modification  of  certain  of  the  terms  and  con- 
ditions of  the  original  contracts.  The  prices  stipulated  in  the  original  contracts 
remained  unchanged,  the  consideration  for  the  assignments  being  paid  by  the 
Cunard  Co.  directly  to  Hannevig. 

By  August  3,  1917,  therefore,  he  had  thus  sold  18  of  the  45  hulls  here  in  question. 
On  nine  of  the  Pennsylvania  hulls  Hannevig  took  from  the  shipyard  the  amount 
which  it  had  received  irom  the  Cunard  Co.  in  excess  of  the  original  contract  price. 
On  Pennsylvania  hull  No.  2,  sold  to  the  Continental  Transportation  <&  Oil  Co..  Ilanne- 
vie  took  an  excess  of  $330,000  over  the  original  contract  price.  And  on  the  eight 
Wilmington  hulls  sold  to  the  Cunard  Co.  Hannevig  took  directly  from  the  Cunard  Co. 
the  difference  between  the  resale  price  and  the  original  contract  price.  The  sums 
which  Hannevig  thus  took  upon  these  transactions  amounted  to  $5,297 ,OrO  in  the  case 
of  the  Cunard  vessels  and  to  $330,000  in  the  case  of  the  Continental  Transportation 
&  Oil  Co.'s  vessel,  and  the  Fleet  Corporation  has  already  repaid  the  Cunard  Co.  (con- 
tract Jan.  30, 1918)  and  awarded  to  the  John  M.  Connolly  Co.  (a  subsidiary  of  the  Con- 
tinental Co.)  just  compensation  which  includes  the  $330,000  taken  by  Hannevig. 

The  sums  taken  by  Hannevig  on  each  of  the  18  hulls  sold  by  him  are  set  forth  in 
Exhibit  *'E"  attached  hereto. 

On  well  settled  principles  of  law  the  Cunard  Steamship  Co.  (Ltd.)  and  the  Con- 
tinental Transportation  &  Oil  Co.  had  the  undoubted  right  to  require  the  moneys  paid 
by  them  to  be  applied  to  the  performance  by  the  shipyards  of  their  obligation  to  build 
the  vessel.  The  Fleet  Corporation  has  purchased  these  same  rights,  100  per  cent,  and 
is  entitled  to  apply  the  money  which  Hannevig  thus  took  as  a  credit,  in  payment  by 
it,  for  the  vessels  requisitioned. 

In  addition  to  the  credit  of  this  principal  sum  of  $5,627,000,  interest  upon  the  amount 
should  be  chained  at  least  from  August  3,  1917.  And  this  is  particularly  fitting,  nbt 
only  because  the  taking  of  the  money  was  in  the  first  instance  a  wrongful  diversion 
of  credits  to  which  the  Fleet  Corporation  (through  its  predecessors  in  interest)  was 
properly  entitled,  but  also  because  the  Fleet  Corporation  has,  since  August  3,  1917, 
practically  financed  the  work  of  the  Pusey  &  Jones  yards,  and  it  now  actually  has 
outstanding  as  a  loan  to  the  Pusey  &  Jones  Co.,  without  interest,  on  account  of  plant 
construction,  the  amount  of  $6,146,696.89  (as  of  Sept.  30,  1919). 

(6)  Rif  ht  of  Fleet  Corporation  to  require  release  of  all  claims  of  Hannevig  and  his 
control!^  corporations. 

Any  adjustment  with  the  Pusey  &  Jones  Co.  should  also  comprehend  a  full  release 
of  the  Fleet  Corporation  and  the  Government  by  Hannevig  and  his  various  corpora- 
tions. Disregarding  corporate  fictions,  the  balances  for  which  the  Bulk  Oil  Trans- 
ports (Inc.),  and  the  Manss  Steamship  Corporation  have  not  been  reimbursed  by  the 
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Fleet  Corporation  on  hulls  covered  by  their  contracts  (i.  e.,  on  account  of  their  proe- 
ress  payments  to  the  yards)  should  be  applied  as  a  credit  in  the  final  adjustment  witn 
the  Pusey  &  Jones  Co. 

The  amount  of  these  progress  payments  and  the  extent  to  which  the  Fleet  Corpora- 
tion has  repaid  them  are,  in  the  case  of  the  two  companies,  respectively  as  follows: 

Bulk  Oil  Transports  (Iru:.). 

Progress  payments |468, 162.  50 

Repaid  by  E.  F.  C 250,000.00 

Balance , .-. .    218, 162. 50 

MarvM  Steamship  Corporation. 

Progress  payments $306,250.00 

Repaid  by  E.F.  C 175, 000. pO 

Balance 131, 250. 00 


In  addition  to  the  progress  payments  made  by  the  Bulk  Oil  Transports  ^Inc.)  arid 
the  Manss  Steamship  Corporation  represented  by  cash  paid  to  the  yards,  tnese  com- 
panies have  made  certain  promissory  notes  ap-eeing  to  pay  the  yards  an  aggregate 
sum  of  $663,750,  which  the  Fleet  Corporation  is  asked  to  pay.  'the  request  should 
be  denied. 

VI.   OBLIGATION   OP  FLEET  CORPORATION   ON   BASIS  OP  PROPOSED  ADJUSTMENT,   APTER 

DEDUCTING   CREDITS  TO    WHICH  IT  IS   ENTITLED. 

Taking  into  account  the  credits  to  which  the  Fleet  Corporation  is  entitled,  its 
obligation  to  the  Puaey  &  Jones  Co.  on  the  basis  of  the  proposed  settlement  is  as 
follows: 

The  aggregate  amount  to  be  paid  Pusey  &  Jones  Co.  upon  the  basis  of  the  prices 
under  the  proposed  adjustment  would  be,  $52,663,008. 

Against  this  amount  should  be  credited  the  following: 

Cash  advanced  by  E.  F.  C.  for  ship 
construction : 

(a)  Distributed  to  hulls $33, 137,  906. 94 

(6)  Undistributed 987,  711. 05 

$34, 125, 617. 99 

Advances  by  former  owners  heretofore  credited  to 

E.  F.  C.  on  Pusey  &  Jones  Co.  books 5, 035, 462. 50 

Advances  by  former  owners  taken  by 
by   Hannevig.    which    should    be 

credited  to  E.  F.  C $5,627,000.00 

Interest  at  5  per  cent,  Aug.  3,  1917, 

to  Nov.  3,  1919 633, 033. 00 

6,260,033.00 

: $45, 421, 113. 49 

Amount  which  E.  F.  C  is  obligated  to  pay  to  have  the  entire  tonnage 

completed 7,  241, 894. 51 

In  addition  to  the  above,  the  Pusey  &  Jones  Co.  will 
be  entitled  to  credits,  to  be  applied  upon  its 
mortgage  indebtedness,  as  follows: 

(a)  Amortization $1,  500, 000. 00 

(6)  Depreciation 1, 750, 000. 00 

(cj  Cancellation  allowance 600, 000. 00 

3, 475, 000. 00 

10, 716, 894. 51 

In  other  words,  the  Fleet  Corporation,  on  the  basis  of  the  prices  stipulated  in  the 
proposed  adjustment,  is  obligated  to  pay  the  sum  of  $7,241,894.51  (which  includes  the 
$10  per  ton  profit  amounting  to  $2,529,000,  in  return  for  which  the  Pusey  &  Jones  Co. 
is  obligated  to  complete  the  entire  construction  pr^am.  It  can  not  do  so,  however, 
in  its  present  financial  condition,  resulting  from  Hannevig' s  depletion  of  its  assets. 
It  is  estimated  by  the  construction  division  of  the  Fleet  Corporation  that  it  will  require 
approximately  $12,000,000  cash  to  complete  actual  construction,  or,  roughly, 
$5,000,000,000  more  than  the  Pusey  &  Jones  Co.  is  entitled  to  receive. 
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The  diversion  by  Kannevig  of  the  payments  on  account  of  ship  purchases  made  by 
fonner  owners  has  still  another  consequence.  The  Fleet  Corporation  has,  in  order 
to  enable  the  Pusey  &  Jones  Co.  to  finance  the  construction  of  its  plants,  loaned  it 
the  sum  of  $6,146,696.89  (to  Sept.  30,  1919)  secured  by  mortgage  on  its  properties. 
The  proposed  adjustment  contemplates  the  reduction  of  this  debt  by  the  application 
thereon,  on  completion  of  the  last  ship  (a)  of  profits,  (6)  of  amortization,  (c)  of  de- 
preciation, and  (d)  of  cancellation  allowance. 

But  as  seen  from  the  above,  Pusey  &  Jones  have  not  sufficient  working  capital  now, 
nor  will  they  receive  sufficient  additions  thereto  for  payments  made  by  the  Fleet 
Corporation  under  the  proposed  agreement,  to  complete  the  proposed  program. 

Hannevig  claims  that  he  used  a  part  of  the  Cfunard  and  the  Connelly  advance 
payments  taken  by  him,  in  acquiring  the  securities  o{  the  Pusey  &  Jones  Co.  at  a 
later  date.  That  circumstance,  however,  if  true,  does  not  discharge  the  credit  to 
which  the  Fleet  (3orporation  is  entitled. 

From  the  balance  sheets  of  the  three  shipbuilding  companies  (July  31,  1917)  now 
comprising  the  Pusey  A  Jones  Co.,  it  appears  that  Hannevig' s  investment  in  the 
Pusey  &  Jones  yards  was  at  the  time  of  the  Government's  requisitioning  orders  about 
$2,800,000;  and  we  are  advised  by  him  that  since  tliat  time  he  has  invested  in  the 
yards  by  stock  purchase  and  loanithe  furt.her  sum  of  $3,800,000. 

In  a  word,  Hannevig  took  a  total  of  $5,627,000  cash  from  the  company  which  should 
have  been  credited  to  the  Emergency  Fleet  Corporation  as  part  payments  for  vessels. 
He  aavB  that  later  he  invested  in  the  company  $3,200,000,  but  it 'will  be  noted  that 
the  eftect  of  this  transaction  was  to  increase  his  holding  of  the  corporate  security. 
IIow  does  that  satisfy  the  $5,627,000  credit  to  which  the  Emergency  Fleet  (Corpora- 
tion is  entitled?  If  the  corporation  needed  more  capital  its  stockholder  could  invest, 
but  he  can  not  use  for  this  purpose  the  credits  due  to  a  third  party. 

For  example,  should  Mr.  Gary  of  the  United  States  Steel  Corporation  take  a  $5,- 
627,000  cash  payment  which  came  across  his  desk,  paid  by  the  United  Sl;ates  Govern- 
ment to  the  United  States  Steel  Corporation  on  one  of  its  contracts  as  a  progress  pay- 
ment, and  put  the  $5,627,000  in  his  pocket,  he  could  not  then  say  to  the  Government 
that  it  was  not  entitled  to  a  credit  for  the  amount  because  he  had  just  purchased 
treasury  stock  of  the  Steel  Corporation  to  the  extent  of  i^3, 200,000.  Nor  could  he 
say  to  the  corporation  that  he  was  entitled  to  this  sum  because  he  bought  certain 
treaBury  stock. 

CONCLUSION  AND  RECOMMENDATIONS. 

In  reference  to  the  proposed  agreement  of  August  25,  1919,  we  recommend: 

First.  That  the  lump-sum  prices  per  dead-weight  ton  for  the  tonnage  delivered 
and  to  be  delivered,  and  the  allowances  for  amortization,  depreciation,  and  cancel- 
lation, as  set  forth  therein,  be  adopted. 

Second.  That  all  amoimts  due  or  to  become  due  or  to  be  advanced  under  the  agree- 
ment be  under  the  control  of  the  Fleet  Corporation's  comptroller,  and  that  any  excess 
moneys  be  applied  to  the  satisfaction  of  obligations  due  to  the  Fleet  Corporation; 
also  that  no  interest  shall  be  charged  on  working  capital  or  on  the  present  mortgage 
indebtedness  until  after  October  1,  1920,  provided  the  company  performs  its  contract. 

Third.  That  sufficient  working  capital  be  provided  from  time  to  time  to  complete 
the  ships  to  whatever  extent  is  necessary,  such  moneys  to  be  controlled,  both  as  to 
amount  and  pa>Tnents,  by  the  construction  division  and  the  Fleet  Corporation's 
comptroller,  respectively. 

Fourth.  That  the  Pusey  &  Jones  Co.  be  reimbursed  for  expenditures  made  by  them 
on  account  of  canceled  tonnage,  and  that  the  Fleet  Corporation  shall  assume  all  com- 
mitments made  by  the  company  in  connection  therewith. 

Fifth.  That  the  companv  shall  assien  and  deed  to  the  Fleet  Corporation  any  and 
all  stock  or  other  interest  ttat  it  may  nave  in  the  Noreg  Realty  Co. 

Sixth.  That  the  Fleet  Corporation  reinstate  the  five  12,500-ton  vessels  and  cancel 
the  nine  5,000-ton  vessels  and  the  two  7,500-ton  vessels. 

Seventh.  That  the  Fleet  Corporation  work  in  harmonv  with  Mr.  Hannevig  and  his 
interests  to  dispose  of,  in  whole  or  in  part,  tiie  plant  and  facilities  used  in  performing 
the  contract,  and  that  all  moneys  received  from  the  sale  of  any  equities  be  paid  to 
the  Fleet  Corporation  to  apply  on  the  obligations  due  to  it  until  they  are  fully  satisfied. 

Respectfully  submitted. 

Lincoln  R.  Clark, 
John  A.  Beck, 

Assistant  Counsel. 
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Mr.  Steel.  So  there  is  simply  a  judicial  entry  of  judgment  on 
findings  of  fact  ? 

Mr.  GiLLEN.  That  is  just  what  we  have  done,  Mr.  Congressman; 
we  have  set  forth  the  findings  of  fact,  and  then  the  conclusions,  which 
is  the  award.     That  was  Judge  Payne's  plan  that  he  drew  up. 

The  Chairman.  If  I  understand  your  testimony  in  this  Pusey  & 
Jones  matter,  Hennevig  was  the  agent  of  the  Cimard  Line  ? 

Mr.  GiLLEN.  No,  no.  Hennevig  was  an  independent  ship  broker 
working  in  this  country,  making  contracts  with  yards,  and  afterwards 
buying  into  the  yards.  Cunard  was  contracting  in  this  country  for 
ships.  It  meets  Hennevig  and  makes  a  contract  with  Hennevig  to 
build  a  certain  number  of  ships,  and  makes  written  contracts.  They 
paid  Hennevig  on  account  of  those  contracts  certain  sums  of  money. 
In  those  two  yards  of  Pusey  &  Jones  they  had  paid  him  on  account 
of  his  progress  payments  $3,700,000.  We  say  to  Hennevig,  ''Our 
principal,  Cimard,  paid  you  that  money.  Now,  we  have  bought 
Cunard's  rights.  On  our  books,  therefore,  is  a  charge  against  you 
of  the  money  Cunard  has  paid  you  on  account  of  mese  contracts 
which  you  were  performing  for  them,  and  which  you  are  now  per- 
forming for  us." 

Mr.  Kelley.  What  does  he  say  to  that  ? 

Mr.  GiLLEN.  He  says  he  is  entitled  to  have  the  profits.  We  ask 
him  what  profits?  And  he  says  the  profits  that  are  in  those  con- 
tracts. We  tell  him  that  the  American  practice  is  not  to  give  any 
profits  until  you  fulfill  your  contract.  And  we  afterwards  paid  him 
$16.50  net  profit  per  dead-weight  ton  on  each  ship  that  he  produced. 
And  we  say  to  him,  **In  establishing  just  compensation,  just  com- 
pensation is  paying  you  for  the  work  you  do  for  us,  and  we  pay  you 
when  we  give  you  $16.50  net  profit.*'  We  make  an  award  of  just 
compensation,  allowing  him  amortization,  cancellation  charges,  and 
profit.  I  think  we  aflow  him  a  profit  on  the  whole  transaction  of 
about  $7,100,000,  but  we  say  to  him,  *'We  charge  you  against  that 
with  having  received  $3,700,000." 

Mr.  Kelley.  What  relation  is  this  Hennevig  to  Pusey  &  Jones? 

Mr.  GiLLEN.  There  is  evidence  that  he  owned  at  the  time  this 
contract  was  made,  all  the  stock  of  Pusey  &  Jones,  and  a  number  of 
subsidiary  companies.  He  had  a  number  of  companies,  and  he 
owned  all  the  stock  in  the  corporation. 

The  Chairman.  He  owned  the  stock  in  the  Pusey  &  Jones  Co., 
didn't  he? 

Mr.  GiLLEN.  He  owned  the  stock  of  the  Pusey  &  Jones  Co.,  and  in 
about  four  subsidiary  companies.  What  he  was  trying  to  do  was 
this:  He  was  trying  to  take  these  subsidiary  companies  and  make 
contracts,  and  pass  the  contracts  on,  and  he  was  same  the  man  all  the 
way  through.  Mr.  Beck  and  Mr.  Clark  dug  up  the  records,  and  then 
we  made  the  findings  and  stopped  him  from  his  profits  down  through 
to  the  bottom. 

The  Chairman.  Is  there  any  other  settlement  you  have  in  mind, 
Mr.  Gillen? 

Mr.  Gillen.  I  think  those  are  the  big  settlements.  As  to  the 
Food  Administration-; 

Mr.  Steele.  That  is  a  different  subject,  is  it  not,  Mr.  Chairman? 

The  Chairman.  If  that  is  a  different  subject  we  will  let  that  go  for 
the  present.     Before  we  touch  upon  another  subject  I  think  that  some 
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of  the  other  memhers  of  the  committee  may  desu'e  to  ask  some 
questions  upon  this  subject.     Have  you  some  questions,  Mr.  Kelley? 

Mr.  Kelley.  Perhaps  Mr.  Steele  will  go  ahead.  I  may  have  some 
later. 

Mr.  Steele.  Mr.  Gillen,  when  did  you  say  that  Judge  Payne 
became  chairman  of  the  Shipping  Board  ? 

Mr.  Gillen.  I  think  it  was  August  1. 

Mr.  Steele.  What  year  ? 

Mr.  Gillen.  1919. 

Mr.  Steele.  And  he  continued  to  occupy  that  position  until  the 
following  1st  of  March. 

Mr.  Gillen.  I  think  it  was  the  1st  of  March. 

Mr.  Steele.  You  have  referred  to  difficulty  of  obtaining  record 
as  to  the  operations  of  various  ships  taken  over;  and  you  have 
referred  to  the  fact  that  there  were  freights  amounting  to  something 
like  $300,000,000 

Mr.  Gillen  (interposing).  Freights  and  cash  amounting  to  about 
$125,000,000  in  banks. 

Mr.  Steele.  Upon  your  investigation  of  the  operation  of  those 
ships  by  the  Government  are  you  able  to  say  whether  or  not  they 
were  operated  at  a  profit  or  loss  to  the  Government  ? 

Mr.  Gillen.  I  would  prefer  on  as  large  a  matter  as  that  not  to 
make  any  comment,  because  in  the  report  that  Judge  Payne  sent 
both  to  the  Senate  Committee,  a  copy  of  which  I  believe  is  here 

Mr.  Steele  (interposing).  I  have  not  seen  it. 

Mr.  Gillen.  Well,  that  report  gives  the  reflections.  The  fact  of 
the  matter  is  that  there  has  been  no  profit  as  shown  by  the  figures 
they  had.  And  I  have  a  record  of  that,  if  I  may  speak  outside  of  the 
record,  and  there  was  no  profit  after  the  war  was  over  on  our  own 
ships.  We  have  never  made  depreciation  or  interest  on  our  ships, 
ana  have  absorbed  none  of  the  war  amortization  on  our  ships. 

Mr.  STfeELE.  We  are  able  to  say  this  much,  that  the  war  operation 
of  the  merchant  marine,  constructed  or  taken  over  as  the  result  of 
war,  has  not  been  a  profitable  operation  to  the  Government. 

Mr.  Gillen.  It  has  not. 

Mr.  Steele.  In  your  judgment 

Mr.  Gillen  (interposing).  May  I  say  there,  that  there  is  no  other 
relief  at  this  time,  however,  and  the  Government  must  carry  on. 

Mr.  Steele.  The  ships  are  here  and  if  not  operated  they  will 
depreciate  much  more  rapidly. 

Mr.  Gillen.  Yes,  sir. 

Mr.  Steele.  This  inquiry  is  simply  for  the  purpose  of  enlightening 
the  committee,  or  at  least  myself  as  one  member  of  the  committee. 
From  your  observation  or  knowledge  of  the  operations  of  those  ships, 
in  your  opinion,  could  they  be  operated  at  a  profit  in  the  future? 

Mr.  Gillen.  Do  you  mean  imder  governmental  operation  ? 

Mr.  Steele.  Yes;  I  mean  under  governmental  operation. 

Mr.  Gillen.  That  all  depends  on  at  what  price  you  fix  the  value 
of  the  dead-weight  tonnage.  In  other  words,  it  cost  the  Government 
for  all  this  transaction,  in  one  way  and  another,  about  $3,800,000,000. 

Mr.  Steele.  Yes. 

Mr.  Gillen.  And  you  have  on  hand  at  the  present  time  possibly 
1,300  good  ships.  I  mean  big  ships,  steel  ships.  Now,  you  must 
take  the  value  of  those  ships  at  the  price  at  which  ships  will  go  in 
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order  to  determine  whether  or  not  you  can  make  a  profit  on  those 
ships.  In  other  words,  it  is  not  fair  to  the  Government  or  to  any 
Shipping  Board  that  operates  in  the  future  to  hold  those  ships  at  $220 
a  dead-weight  ton  in  order  to  make  a  test  as  to  whether  they  can 
make  a  profit.  You  must  bring  them  down  somewhere  around  a 
proper  value,  possibly  somewhere  between  $125  and  $140  a  dead- 
weight ton. 

MT.  Steele.  How  does  the  price  which  the  American  Government 
has  compare  with  that  of  the  British  Government? 

Mr.  GiLLEN.  Do  you  mean  the  price  of  the  tonnage  ? 

Mr.  Steele.  Yes;  per  ton? 

Mr.  GiLLEN.  If  I  gave  an  answer  to  that  question,  it  would  be  a 
very  loose  one.  The  Shipping  Board  has  a  record  of  contracts  placed 
in  the  American  shipyards  within  the  last — ^well,  we  had  it  in  Feb- 
ruary, was  the  last  one  I  made  analysis  of,  but  I  understand  that 
Admiral  Benson  has  all  that  information  sorted,  and  I  think  it  would 
be  more  wise  to  take  it  from  the  charts  than  from  me. 

Mr.  Steele.  That  information  would  be  more  nearly  correct. 

Mr.  GiLLEN.  Yes,  sir. 

Mr.  Steele.  Isn't  it  a  fact  that  the  British  Government  has  been 
selling  its  tonnage  at  a  lower  price  per  dead-weight  ton  than  has  the 
American  Government  ? 

Mr.  GiLLEN.  I  do  not  think  there  is  any  question  about  that. 

Mr.  Steele.  At  the  outset  of  this  war  we  had  scarcely  any  merchant 
marine.  All  this  tonnage  we  have  now  is  simply  the  aftermath  of 
the  war,  isn't  it?    Isn't  that  correct? 

Mr.  GiLLEN.  I  woidd  say  so.    May  I  put  it  in  another  way  ? 

Mr.  Steele.  Yes. 

Mr.  GiLLEN.  To  save  this  Nation  we  were  compelled  to  build  a 
bridge  across  the  ocean.  In  the  midst  of  the  building  of  that  bridge 
across  the  ocean,  victory  came.  We  then  had  to  change  the  pohcy 
of  construction  somewhat,  and  the  policy  of  operation,  in  order  to 
save  what  the  Government  had  invested,  so  far  as  we  could.  That 
meant  we  had  to  take  the  ships  we  had  and  those  coming  off  the  ways 
and  put  them  into  use,  because  we  could  not  sell  them  •  and  there  was 
need  of  those  ships,  and  we  could  not  leave  them  at  the  docks.  We 
had  to  do  something  with  them.  In  other  words,  it  is  a  war  transac- 
tion, if  not  so  to-day. 

Mr.  Steele*  And,  necessarily,  Uke  all  war  transactions,  it  had  to 
be  continued  at  a  great  loss  ? 

Mr.  GiLLEN.  I  agree  with  you,  sir. 

Mr.  Steele.  That  part  there  is  no  dispute  about.  At  the  very 
banning  it  was  expected  a  heavy  loss  would  be  incurred. 

Mr.  GiLLEN.  Yes,  sir. 

Mr.  Steele.  Now,  taking  charge  of  these  vessels,  after  the  war 
was  terminated,  was  in  the  nature  of  a  salvage  proposition,  then  ? 

Mr.  GiLLEN.  Call  it  a  liquidating  proposition. 

Mr.  Steele.  A  liquidating  proposition,  then. 

Mr.    GiLLEN   All   right. 

Mr.  Steele.  So  that  the  Shipping  Board  is  now  engaged,  so  far  as 
the  completion  of  the  construction  program  on  contracts  entered  into 
before  the  termination  of  the  war  is  concerned,  of  ships  being  com- 
pleted under  contracts  that  had  been  entered  into,  that  is  completing 
this  matter  ? 
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Mr.  GiLLEN.  Yes;  and  it  will  be  a  licjfuidating  proposition  under 
the  mandate  of  the  Congress,  up  to  the  time  it  has  disposed  of  all  the 
material,  all  the  ships  we  now  own,  and  until  the  Shipping  Board  can 
fimction  normally,  taking  care,  like  the  Interstate  Conunerce  Com- 
mission, of  the  pecuUar  problems  that  involve  a  merchant  marine. 

Mr.  Steele.  With  reference  to  the  ships  now  on  hand,  is  there  a 
ready  market  at  this  time  for  the  disposal  of  that  tonnage  ? 

Mr.  GiLLEN.  I  do  not  believe  that  there  is  a  ready  market  to-day. 
I  beliove  there  was  a  ready  market  to  absorb,  last  December  or  Jan- 
uary and  February  of  this  year,  at  least  300  or  400  or  500  of  the  big 
steamers,  cargo  boats.  I  think  there  was  a  ready  market  because 
the  financial  condition  of  this  country  was  then  sound,  and  had  we 
then  dropped  the  price  to  a  proper  level — somewhere  around  $130 
or  $140  per  dead- weight  ton — something  could  have  been  done.  In 
other  words,  if  the  Government  had  permitted,  if  you  please,  the 
Shipping  Board  to  take  that  position,  that  it  could  sell,  and  then 
given  them  a  long  term  in  which  to  pay,  the  arrangement  which  we 
afterwards  worked  out,  I  believe  there  would  have  been  absorbed 
bv  the  American  market  somewhere  between  300  and  600  of  those 
boats. 

Mr.  Steele.  There  are  how  manv  now  ? 

Mr.  GiLLEN.  Oh,  I  don't  know  how  many.  Tou  men  ought  to 
know  that.     You  men  have  been  checking  that  up  here. 

The  Chairman.  But  he  is  asking  for  your  information. 

Mr.  Steele.  Yes;  that  is  what  I  want. 

Mr.  GiLLEN.  Well,  I  would  say  between  1,300  and  1,400  of  those 
boats. 

Mr.  Steele.  I  was  under  the  impression  that  one  of  the  witnesses 
said  1,600  boats. 

Mr.  GiLLEN.  Oh,  I  do  not  think  they  have  1,600  big,  steel  boats;  I 
am  quite  sure  they  have  not.     Now,  in  reference  to  the  sale 

Mr.  Steele  (interposing).  The  chairman  of  the  committee  tells  me 
that  in  those  figures  uncompleted  huUs  were  included,  and  wooden 
boats  also,  or  were  not  included,  I  believe. 

Mr.  GiLLEN.  Yes,  sir.  If  you  want  me  to  reach  over  to  that  record, 
I  will  give  you  a  more  exact  figure,  from  Judge  Payne's  report.  It  is 
pretty  hard  to  keep  this  terrific  mass  in  your  mina. 

Mr.  Steele.  Never  mind.     I  just  wanted  your  information. 

Mr.  GiLLEN.  As  to  sales,  there  is  this  one  exception:  There  was 
and  is  to-day  opportunity  to  sell  tankers,  of  which  we  have  an  excess, 
at  a  very  good  price.  That  is  because  there  is  a  world  shortage  of 
tankers  and  a  national  shortage  of  tankers.  My  judgment  is  that  if 
this  tonnage  of  tankers  is  buUt  in  British  yards  and  nere  at  homo — 
and  I  think  900,000  tons  of  tankers  are  being  built  here — I  think  if 
they  do  not  sell  the  excess  tankers  that  we  have,  and  arrange  for  them 
on  somewhere  near  the  market  price  of  tankers,  that  with  the  power 
to  build,  the  time  will  come  when  we  will  have  an  excess  of  tankers 
in  the  world's  market,  and  an  excess  of  tankers  in  the  American 
market,  and  we  will  find  that  the  price  of  tankers  will  go  down  to  an 
amount  where  we  will  not  get  as  much  money  out  of  the  tankers. 

Mr.  Steele.  You  referred  to  a  possible  sale  last  December.  Was 
there  authority  in  the  Shipping  Board  to  make  sale  ? 

Mr.  GiLLEN.  May  I  answer  that  in  my  own  way  ? 

Mr.  Steele.  Yes. 
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Mr.  GiLLEN.  There  was;  and  the  Shipping  Board  went  up  to  the 
Commerce  Committee  at  the  Senate,  and  went  up  to  the  Merchant 
Marine  and  Fisheries  Committee  of  Xhe  House,  and  they  held  sessions 
on  the  matter  of  sale  of  the  boats.  All  the  reflections  were  given 
back  and  forth,  and  the  opinion  of  ConCTess,  as  given  by  the  two  com- 
mittes  having  charge  of  the  Shipping  Board,  was  to  the  effect  that 
they  should  not  drop  the  price  of  steel  boats,  passenger  boats,  or  the 
tankei-s.  In  other  words,  it  was  a  responsibility  that  the  Shipping 
Board  had,  but  under  Judge  Payne,  he  made  it  a  point  to  go  to  the 
committees  of  the  Congress  that  had  charge  of  the  matter  so  that 
there  might  not  come  any  criticism,  feeling  that  the  Congress  rep- 
resented the  people.  So,  if  there  was  any  error  of  judgment  made^ 
it  was  made  because  of  inability  to  take  care  of  this  l>ig  amortization 
that  is  now  apparent,  not  only  in  shipping,  but  in  all  the  big  under- 
lying securities  of  America,  as  we  see  it  on  the  stock  market,  in  all  the 
big  raw  materials,  as  we  see  it  across  the  sea  and  across  the  country, 
in  cotton  and  everything  else. 

The  United  States  Government  created  a  great  merchant  marine. 
It  paid  a  big,  a  terrific  profit.  It  could  no  more  hold  its  prices  up 
ana  sell  these  boats  than  the  little  retailer  can  hold  the  price  of  his 
cotton  goods  up.  In  other  words.  Uncle  Sam  must  bravely  and 
courageously  meet  the  situation  and  sell  these  ships  at  what  they 
can  bo  used  in  private  operation  at.  If  it  is  the  intention  of  the 
Congress,  as  set  forth  in  the  Jones  bill,  to  meet  this  situation,  it 
must  courageously  and  bravely  do  what  Mr.  Houston,  the  Secretary 
of  the  Treasury  of  the  United  States,  is  asking  everybody  else  to  do; 
the  Government  must  do  the  same  thing,  and  there  is  no  escape 
from  it,  in  my  judgment. 

Mr.  Steele.  Then,  if  I  understood  you,  it  was  the  consensus  of 
judgment  of  the  Shipping  Board  and  the  committee  of  the  Senate 
and  the  committee  of  the  House  of  Representatives,  last  December, 
that  the  ships  should  no  be  sold  at  the  prices  obtainable  at  that  time. 

Mr.  GiLLEN.  Oh,  no — Oh,  did  you  ask  at  the  prices  obtainable  at 
that  time  ? 

Mr.  Steele.  Yes. 

Mr.  GiLLEN.  No;  and  there  was  not  a  free  market  at  that  time, 
because  as  a  merchant — and  the  Shipping  Board  stood  in  the 
position  of  a  merchant 

Mr.  Steele  (interposing).  I  meant  last  December. 

Mr.  GiLLEN.  Can  you  tell  me  what  the  price  was  at  that  time  at 
which  they  would  go  ? 

Mr.  Steele.  No;  I  am  only  asking  you  for  it. 

Mr.  Gillen.  I  could  not  tell  it.  We  now  have,  however,  the 
reflections  of  the  great  drop  in  prices  in  ships  as  well  as  in  everytliing 
else.  We  now  have  the  wisdom  that  has  come,  and  my  judgment  is 
if  the  Shipping  Board  had  sold  at  that  time,  had  induced  American 
investors  to  buy  boats  at  $185  a  ton,  and  had  sold  them  600  boats 
at  $185  a  ton,  they  would  have  broken  every  shipping  company  in 
America  that  bought  at  $185  a  ton.  And  they  would  have  destroyed 
any  opportunity  of  ever  having  the  American  people  invest  in  snip 
securities,  because  it  is  a  new  line  of  business  in  this  country.  In 
England  it  is  an  old  line  of  business,  but  if  you  were  to  start  in  in 
America  by  destroying  the  security  market — ^bankers  and  the  trust 
companies  and  the  other  men  who  put  out  securities,  to  take  care  of 
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these  large  transactions,  have  to  have  a  market  therefor.  You 
understand  that  when  they  get  these  securities  they  do  not  keep 
them  on  their  counters,  but  put  them  out  on  the  market.  And  had 
you  done  that  you  would  have  done  just  what  the  Shipping  Board 
did  to  those  who  purchased  ships  from  us  at  $225  and  $200  and  $185 
a  ton — they  are  all  in  financial  trouble  now,  because  the  Government 
did  not  absorb  the  war  amortization,  and  they  have  tried  to  absorb 
it,  with  the  result  that  ship  securities  are  to-day  a  drug  on  the  market, 
^  with  even  just  that  little  touch  in  the  situation. 

In  that  regard,  the  Government  is  the  owner  of  1,200  to  1,500 
ships.  It  must  create  a  good,  clean  market  in  America,  so  that  when 
the  farmer  or  the  labonng  man  or  the  widow  or  the  orphan  buys 
from  a  trust  company,  they  must  have  a  stable  security,  and  the 
Government  must  taxe  up  and  change  the  contracts  already  made 
where  it  has  involved  the  ship  secunties  across  the  United  States, 
on  past  prices.  It  must  be  aone  just  like  the  tire  companies  do: 
When  there  is  a  cut  of  15  per  cent  in  tire  prices,  the  big  tire  com- 
panies, like  the  United  States  and  Goodrich  and  Goodyear,  make 
that  change,  and  they  send  out  word  and  take  a  loss  of  15  per  cent. 
The  Government  is  not  in  any  diflFerent  position  than  the  oig  busi- 
ness institutions  of  America,  who  have  to  sell  their  goods  in  the 
American  market  to  American  investors.  In  other  words,  you  must 
have  an  American  investing  market,  in  ship  securities,  or  the  Ameri- 
can people  will  never  absorb  these  ships  for  years  and  years.  That 
means  you  have  got  to  come  down  in  price;  you  have  to  readjust 
the  prices  to  the  pioneers  who  were  courageous  enough  to  come  in, 
the  real  men  who  did  not  hold  back,  Scotch  like,  and  say,  **I  will  hold 
back  for  lower  prices  or  until  I  see  what  the  situation  is  before  I 
buy."  You  must  treat  the  pioneers  right,  and  the  Government 
must  be  courageous  enough  tx>  take  amortization,  but  this  is  all 
different  from  what  I  was  testifying  on. 

Mr.  Steele.  It  is  very  interesting  to  me,  but  if  the  plan  suggested 
by  you  were  followed,  is  it  your  opinion  that  the  Shipping  Soard 
could  close  out  its  ownership  in  these  ships  and  close  out  all  Shipping 
Board  transactions? 

Mr.  GiLLEN.  I  think  so,  in  a  very,  very  large  way.  Yes,  in  a  very, 
very  large  way  it  could. 

Mr.  Steele.  Will  you  be  kind  enough  to  explain  what  you  mean 
by  that  ? 

Mr.  GiLLEN.  Before  1914  it  cost  to  produce  a  tanker  from  $5  to 
$8  more  a  ton  than  it  did  a  steel  cargo  Doat.  These  figures  may  be  a 
little  bit  off,  but  I  take  it  I  may  be  pardoned  if  I  do  make  an  error 
in  that  as  I  am  not  a  shipping  man  myself,  although  I  do  investi- 

fate  all  sorts  of  propositions  from  a  commercial  standpoint.  Cargo 
oats  cost  about  $65  a  dead-weight  ton  to  build  before  1918,  and 
tankers  about  $7  a  dead-weight  ton  more.  You  have  all  the  boats 
that  were  created  before  the  war  and  in  operation  across  the  face  of 
the  world,  and  generally  in  the  hands  oi  people  who  owned  them 
before  the  war  started.  You  have  the  knowledge  to-day  that  rates 
are  falling  and  labor,  wages,  are  going  up,  and  costs  of  materials  are 
going  up,  as  against  1914.  Tiie  result  of  that  is  tiiat  the  investment, 
the  base  investment,  gets  a  lower  percentage  of  return.  And  it  does 
not  make  any  difference  what  it  costs  to  produce  an  article  if  when 
you  pmt  it  out  into  business  it  can  not  produce  a  retiu*n.    It  is  valuable 
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only  as  over  a  period  of  years  it  will  produce  a  return  on  the  invested 
capital.  And  that  invested  capital  in  our  ships  to-day,  and  in  all 
ships,  is  rapidly  falling  to  around  $125  a  dead-weight  ton,  if  we  read 
the  times  aright. 

If  it  is  fixed  at  $125  a  dead-Weight  ton,  in  my  judgment,  great 
financing  transactions  will  occur  shortly,  because  the  trust  companies 
of  this  country  and  the  big  investment  houses  which  have  to  put  out 
these  securities,  whether  we  like  it  or  not,  can  put  out  securities  at 
somewhere  around  $65  to  $90  and  $100  per  dead-weight  ton  of  ships. 
The  balance  needed  can  be  found  in  capital  by  preferred  stock  or 
common  stock.  But  you  can  not  get  money,  1  mean,  you  can  not 
get  people  to  put  money  into  common  stock  and  preferred  stocks 
in  wnich  there  is  war  amortization.  They  won't  do  it.  To-day  you 
can't  go  and  operate  ships  at  $85  or  $90  a  dead-weight  ton,  but  you 
must  do  financing.  That  fact  will  do  you  no  good  because  the  top 
money  that  must  be  raised — ^that  is,  bevond  which  the  investor 
wants  for  his  bond  security,  is  not  available  in  America  on  the  basis 
of  $40  or  $50  or  $60  or  $70  or  $80  per  dead-weight  ton. 

Mr.  Steele.  If  this  tonnage  were  reduced  to  $120  per  dead-weight 
ton,  as  you  have  suggested,  what  would  be  charged  off  by  the  Gov- 
ernment on  the  other,  I  mean  approximately  ? 

Mr.  GiLLEN.  May  I  answer  that  in  my  own  way  ? 

Mr.  Steele.  Sure. 

Mr.  GiLLEN.  We  have  expended  to  date  about  $3,400,000,000  of 
appropriation,  less  $50,000,000  we  have  on  hand.  We  have  also 
spent  $400,000,000  and  some  that  we  made  out  of  handling  other 
people's  ships,  not  ours^  not  operated  by  us,  because  when  we  reached 
out  and  took  all  the  ships  on  the  ocean  we  merely  told  them  to  go  on 
and  operate  them  for  our  account.  And  we  took  all  the  big  profits, 
some  $400,000.    So  we  have  expended  to  date  about  $3,750,000,000. 

As  to  the  wooden  ships,  I  won't  say  what  they  are  worth,  because 
the  Government  is  trying  to  sell  them,  but  they  are  not  being  operated 
by  the  Shipping  Board,  and  we  have  got  them  tied  up,  properly 
tied  up,  supervised,  if  you  please,  in  harbors  in  this  country,  because 
we  can  not  operate  them  and  just  get  the  turn-around  money  out  of 
them.    So  they  are  out  of  the  picture. 

If  you  take  your  steel  cargoes,  and  you  put  them  at  $150  a  dead- 
weight ton,  ana  they  are  now  trying  to  sell  practically  on  that  basis, 
when  you  take  the  depreciation  for  the  time  they  have  been  in  the 
water  and  at  what  they  could  be  reproduced  for — ^if  you  have  1,200 
of  these  ships,  and  call  them  worth  $150  a  dead-weight  "ton,  and  call 
them  10,000  tons  a  piece,  though  they  are  not  that  large,  you  have 
about  $1,800,000,000  of  property,  and  the  amortization  of  $2,000,- 
000,000  has  already  occurred  at  the  prices  we  are  offering  our  boats 
to-day.  That  is  in  the  record,  the  $2,000,000,000,  and  it  makes  no 
difference  what  you  do;  that  is  in  the  record  now.  But  it  is  quite 
under  the  prices  at  which  the  Fleet  Corporation  is  holding  this 
property. 

Mr.  Steele.  In  other  words,  at  $150  a  dead-weight  ton. 

Mr.  GiLLEN.  Yes,  sir;  just  so. 

Mr.  Steele.  If  it  is  sold  at  the  price  you  have  suggested,  it  means 
a  stiU  further  charging  off  of  $30  a  ton. 

Mr.  GiLLEN.  About  $25  to  $30  a  ton.  In  other  words,  if  you  get 
the  tonnage,  you  can  work  it  out.    But  the  fact  is  that  the  American 
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people,  the  people  generally,  do  not  realize  that  $2,000,000  have 
already  gone;  that  we  have  not  got  anything  for  it,  and  there  should 
not  be  any  criticism  of  the  Shipping  Board  therefor.  It  was  a  war 
expenditure,  just  as  much  as  money  expended  for  powder  or  anything 
else.     It  is  gone. 

There  has  not  been  in  that  record  a  terrific  anioimt  of  wastefulness, 
as  such,  because  they  had  to  expend  money  to  build  plants  under 
unusual  conditions  and  with  no  supervision.  Overnight  we  had  to 
build  in  this  country,  if  you  please,  a  brand-new  shipping  industry. 
We  had  to  get  riveters  and  machinists  and  everythmg  else  called 
from  the  four  quarters  of  the  United  States,  and  these  men  did  not 
have  any  experience,  and  the  Government  had  to  pay  for  that 
experience.  You  had  to  have  superintendents,  a  lot  of  them,  and 
you  had  to  train  them,  and  that  is  simply  a  war  waste.  If  you  had 
the  best  men  in  America  on  that  job  down  there  you  would  have 
had  war  waste. 

The  things  that  I  point  out  are  in  connection  with  the  failure  to 
lay  down  fundamental  princinles  of  accounting,  which  would  have 
given  a  judgment  all  down  tne  line.  And  if  there  is  any  one  big 
thing  in  my  judgment  that  can  be  criticized  down  at  Washington,  it 
is  the  failure  to  establish  accounting  systems  so  that  they  could  tell 
what  was  goin^  on  in  all  these  transactions,  and  thus  be  able  to  form 
an  intelligent  judgment  and  work  along  based  on  such  intelligent 
judgment. 

But,  gentlemen  of  the  committee,  I  am  afraid  I  am  getting  beyond 
the  record. 

Mr.  Steele.  Mr.  Gillen,  you  attribute  the  crux  of  the  whole  propo- 
sition, then,  to  not  establishing  a  proper  accountmg  system  ? 

Mr.  Gillen.  May  I  say  this  in  the  record  ? 

Mr.  Steele.  Certainly. 

Mr.  Gillen.  If  you  were  at  the  head  of  the  Chase  National  Bank 
in  this  city,  and  you  had  the  funds  of  depositors  to  the  extent  of 
$1,000,000,000,  and.  you  had  your  capital  and  siuplus  of  $20,000,000 
odd  in  addition,  whatever  it  is,  and  you  and  your  board  of  directors 
had  to  make  loans  and  business  transactions,  if  you  could  not  tell 
how  much  your  loans  and  discounts  were,  except  at  a  very  rough 

fuess,  then  you  could  not  tell  anything  about  the  reflections  of  your 
usiness,  and  certainly  would  make  one  mistake  after  another  with 
everybody  you  did  business  with  and  in  the  line  of  your  business. 

Mr.  Steele.  Your  criticism  is  directed  to  lack  of  judgment  in 
establishing  a  proper  accomiting  system,  and  not  to  any  actual 
wrongdoing  in  the  Shipping  Board  or  the  Emergency  Fleet  itself? 

Mr.  Gillen.  In  reference  to  any  wrongdoing  in  the  Shipping 
Board,  I  want  to  say  that  I  was  there  from  the  1st  of  October,  1919, 
down  to  the  1st  of  August,  1920,  and  during  that  time  I  do  not  be- 
lieve a  dishonest  motive  controlled  any  of  the  commissioners  that  I 
saw  during  the  time,  not  in  any  way,  shape,  or  manner;  nor  any  of  the 
head  officers  that  I  came  in  contact  with.  That  there  have  been 
some  very  lax  things  done,  yes;  but  it  has  been  due  to  the  fact  that 
that  corporation  is  twice  the  size  of  the  United  States  Steel  Corj^ora- 
tion;  and  it  is  due  to  the  fact  that  it  has  property  scattered  all  over 
the  face  of  the  world,  and  in  the  United  States  it  is  scattered  over  13 
districts. 

On  the  other  hand,  the  United  States  Steel  Corporation  has  had 
directors  who  have  served  for  years,  trained  in  the  steel  busmess,  and 
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other  men  of  vast  knowledge,  and  they  hare  a  statistical  record 
behind  them,  which  runs  back  for  many,  many  years,  that  was  not 
available  at  Washington.  One  big  thing  that  the  board  tried  to  do 
when  they  first  got  there  was  to  put  out  contracts  for  building  of 
ships,  give  contractors  money  to  build  ships,  and  so  on;  but  there 
was  not  a  manager  there  of  experience  in  large  affairs  who  under- 
stood that  they  must  build  an  accounting  system.  Putting  it  on 
another  phase,  the  Shipping  Board  was  not  like  the  Army  or  the 
Navy  or  the  Post  Office  Department.  They  had  great  bookkeeping 
systems  in  those  departments  when  the  war  started;  the  Shipping 
Board  had  none.  It  was  a  brand-new  proposition.  These  depart- 
ments also  had  experience  and  rules  in  the  dealings  they  had  with 
contractors;  the  Shipping  Board  had  none,  as  such,  'these  other 
great  governmental  departments  have  had  history  behind  them;  the 
Shippmg  Board  had  none. 

I  say  that  the  American  people  will  get  and  enjoy  just  as  much 
government  as  the  American  people  give  the  time  to  see  that  they 
get.  This  general  criticism  of  the  members  of  the  Shipping  Board 
is  not,  in  my  judgment,  a  just  criticism. 

I  will  take  the  case  of  Mr.  John  Donald,  of  the  Shipping  Board — a 
man  who  must  be  pretty  nearly  70  vears  of  age.  From  half  past  8 
o'clock  in  the  morning  until  6  o'clock  at  night  that  dear  old  gentle- 
man worked  there  day  and  night,  day  after  day,  meeting  irien,  and 
meeting  them  and  meeting  them.  And  the  same  is  true  in  the  case 
of  Judge  Payne — ^from  hau  past  8  o'clock  in  the  moniing  until  7  and 
8  o'clock  at  night,  night  after  night.  These  men  were  doing  the  best 
they  could  amidst  the  chaotic  condition  in  accounting  operation,  and 
as  well  the  chaotic  condition  over  in  the  construction  department. 

Mr.  Steele.  A  whole  system  had  to  be  improvised  on  the  moment 
as  a  war  emergency? 

Mr.  GiLLEN.  Yes,  sir. 

Mr.  Steele.  You  have  referred  to  the  extraordinary  amomit  of 
money  expended.  I  just  wanted  to  suggest  to  you  that  the  amoimt 
of  money  expended  by  the  Shipping  Board  in  the  year  and  six  or 
seven  months  of  the  war  exceedea  the  entire  amoimt  of  money  spent 
by  the  Union  during  the  four  years  of  the  Civil  War. 

Mr.  GiLLEN.  1  imderstand  tkat.  I  mean  by  my  answer  that  I  got 
the  point  you  make. 

May  I  go  one  step  further  while  we  are  in  this  matter,  although  we 
seem  to  have  gotten  far  afield  from  the  record. 

Mr.  Steele.  Well,  I  am  glad  to  get  the  information  you  give. 

Mr.  GiLLEN.  When  Judge  Payne  came  there  he  took  the  position, 
that  the  Shipping  Board  could  not  function  as  the  law  intended  it  to 
fimction,  namely,  do  the  work  of  establishing  an  Amencan  merchant 
marine,  by  way  of  control  of  laws  like  the  Interstate  Commerce  Com- 
mission did — that  the  men's  time  was  too  much  taken  up ;  that  the 
first  thing  that  should  be  done  there  was  to  clear  away  war  wastage, 
have  this  great  system  of  accounting  corrected,  and  clean  up  tne 
construction  end,  and  clean  up  the  salas,  and  clean  up  the  surplus, 
and  get  the  boats  in  the  hanas  of  the  Shipping  Board,  so  that  the 
board  could  run  the  boats.  Judge  Payne's  time  was  taken  up  in  the 
main  while  there  in  trying  to  liquidate  that  great  mass  of  stuff  so 
that  the  Shipping  Board  could  function  as  it  was  intended  that  it 
should  fimction.    And  sometimes  I  think  that  we  American  people, 
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and  the  men  who  have  been  there,  did  not  realize  the  situation.  I 
sometimes  think  that  what  should  have  been  done  was  that  we  should 
have  taken  all  the  boats  and  put  them  over  in  the  body  which  we 
called  the  Shipping  Board,  ana  should  have  allowed  the  Emergency 
Fleet  Corporation  to  continue,  with  another  board  of  directors,  and 
have  the  Emergency  Fleet  Board  of  Directors  go  over  construction, 
cleaning  up  claims  and  accoimting,  and  let  the  Shipping  Board  have 
just  one  thing  to  do — to  run  those  ships  and  sell  those  ships. 

I  am  not  sure  but  what  it  might  be  a  wise  thing  yet  to  take  the 
Emergency  Fleet  Corporation  away  from  the  Shipping  Board,  and  let 
them  clean  up  all  that  stuff  that  is  bad,  because  there  is  not  time 
enough,  there  are  not  enough  minutes  in  the  hour  or  hours  in  the  day 
for  any  board  of  directors  like  the  Shipping  Board  to  sit  down  and  do 
that  work.  It  can  not  be  done.  You  can  create  an  organization  to 
do  it,  but  it  looks  to  me  like  the  time  even  now  has  come  if  you  want 
active  work,  go  get  a  separation,  so  that  they  may  proceed  and  it  may 
be  done  without  any  gieat  disturbance  in  the  accounting. 

Mr.  Steele.  I  was  trying  to  get  your  suggestions  so  as  to  try  to 
et  something  constructive  as  to  how  to  deal  with  the  Emergency 
leet  Corporation  in  the  future.  Your  opinion  has  been  very  inform- 
ing to  me,  at  least  the  statement  that  you  have  made.  Now  let  me 
ask  you:  The  statement  has  been  made  here  that  as  reports  came  in 
criticising  the  work  of  subordinate  officers  and  employees  of  the  Ship- 
ping Board,  that  no  attention  was  paid  to  those  reports  and  nothing 
was  done  to  correct  any  alleged  abuses  in  connection  therewith. 
What  has  been  your  experience  in  the  boa»d  on  that  subject? 

Mr.  GiLLEN.  1  beheve  the  criticism  is  well  founded.  I  think  that  is 
true.  I  will  say  that  in  my  own  case  it  has  occurred — ^where  matters 
have  come  up  that  I  did  not  correct  myself.  But  if  you  will  let  me 
explain  that  1  would  like  to  do  so. 

Mr.  Steele.  All  right. 

Mr.  Gillen.  No  general  principles  of  control  had  been  laid  down 
when  I  arrived  there  the  1st  of  October.  And  what  we  had  to  do  was 
to  let  individual  cases  go  by  until  we  could  get  figures  on  the  big 
things  and  drive  the  big  things  down  over  the  boards.  Much,  was 
sacrificed  as  to  detail  in  individual  cases  in  order  to  establish  the  big 
principle  imder  which  we  could  settle  all  similar  cases  following  in  a 
class. 

As  an  illustration,  I  have  given  you  the  case  of  451  ships.  When 
I  came  there  there  was  horse  trading,  if  you  please,  on  the  settlement 
claims;  ves,  horse  trading.  Now,  we  put  into  effect  rules  so  that 
everybo(iy  could  understand  them.  That  was  just  one  big  rule. 
Another  big  rule  was  $4.15,  which  I  hav«  not  testified  to.  Another 
rule  was  in  reference  to  the  way  the  books  of  the  corporation  should 
be  kept.  Another  rule  was  as  to  the  way  we  would  sell  the  ships 
under  mortgages.  And  until  that  was  done  it  would  be  impossible 
to  have  Judge  Payne  or  Admiral  Benson  enter  an  order  and  say: 
**Here,  such  and  such  a  thing  is  occurring  over  there.  Get  men  over 
there  right  away.''  It  would  be  almost  impossible  to  get  into  their 
offices,  lu though  their  doors  were  always  open. 

Now,  if  that  occurred  in  the  United  States  Steel  Corporation,  what 
would  be  the  situation?  They  have  all  these  principles  established 
and  have  everything  worked  out.     If  some  trouole  occurred  down  at 
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Gary,  Ind.,  which  was  a  new  thing,  it  could  get  right  up  to  Mr.  Gary,  or 
the  man  in  change,  very  quickly,  and  they  would  established  a  prin- 
ciple. But  while  you  have  pretty  nearly  all  of  the  principles  to  be 
established,  you  have  to  let  them  come  along  in  due  course.  And 
you  have  to  chart  from  the  record  up  so  that  when  you  come  into 
conference  you  have  not  greatly  upset  the  whole  thing  in  the  estab- 
lishment of  the  principle. 

Mr.  Steele.  Outside  of  the  large  principles  you  have  referred  to, 
when  matters  came  up  did  the  board  take  action  to  correct  them  ? 

Mr.  GiLLEN.  They  always  endeavored  to  get  some  action  on 
matters.  What  I  mean  is  this,  there  were  not  things  about  which 
it  was  said:  "Don't  bother  us  about  this.  We  do  not  care  to  know 
about  it.'*  There  never  came  over  Judge  Payne's  desk  a  complaint 
that  was  not  charted  down  to  the  proper  department.  .  And  there 
never  came  one  to  my  desk  that  was  not  charted  down  and  what 
could  be  done  was  done  to  correct  it.  I  think  that  is  equally  true  of 
Admiral  Benson. 

Mr,  Steele.  You  referred  to  having  a  force  of  900  men  to  audit 
the  accounts,  and  that  accounts  were  audited  up  to  February  27, 
1920.     Has  their  work  been  entirely  completed  ? 

Mr.  GiLLEN.  No;  I  did  not  say  that. 

Mr.  Steele.  What  was  it  you  said? 

Mr.  GiLLEN.  What  I  said  was  that  900  auditors  went  out  into  the 
operators'  oflSices  and  went  through  their  books,  and  through  the 
bank,  in  order  to  get  the  cash  in,  and  to  get  the  records  in,  to  pull 
the  records  in,  you  might  say.  Col.  Abadie's  report  tells  you  of 
accountings  dug  up.  Tney  are  still  working  on  accoimtings.  How 
far  along  fliey  are  now,  I  do  not  know.  But  it  is  my  impression  they 
are  down  on  their  accountings  to  about  the  1st  of  July  of  this  year. 
They  have  gone  through  all  that  back  work  and  are  pretty  well  along. 

Mr.  Steele.  Was  that  back  work  due  to  the  removal  of  the 
Emergency  Fleet  Corporation's  offices  from  Washington  to  Phila- 
delphia ? 

Mr.  GiLLEN.  I  would  not  say  that. 

Mr.  Steele.  You  would  not  say  that  ? 

Mr.  GiLLEN.  No;  I  would  not  say  that,  because  had  a  man  like 
Mr.  Tweedale,  who  had  handled  large  transactions,  or  had  they 
called  upon  the  Comptroller  of  the  United  States  Steel  Corporation, 
or  the  comptroller  of  Armour  &  Co,  or  the  comptroller  of  Henry 
Ford,  men  who  have  had  national  experience,  he  would  have  at  once 
set  up  a  system.  You  called  on  the  best  man  in  America  to  build 
ships,  for  instance,  Mr.  Schwab,  and,  in  my  opinion,  he  did  an 
admirable  piece  of  work.  But  he  didn't  have  anything  to  do  with 
accounting.  He  put  men  on  the  construction  work,  and  ^^ave  them 
more  money,  and  patted  them  on  the  back,  and  put  things  over. 
And  you  went  over  and  got  Mr.  Raymond  and  iu*.  FranSin,  the 
best  men  to  operate  ships.  But  when  you  came  to  taking  care  of  the 
books,  and  internal  problem  you  had,  you  did  not  go  to  Price,  Water- 
house  &  Co.,  or  several  others  I  might  name.  Tney  did  not  go  to 
Mr.  Gary  and  say:  '^  We  do  not  want  you,  Mr.  Gary,  but  we  want 

Jour  comptroller,  because  this  is  a  bigger  job  than  we  have  ever  had." 
n  other  words,  they  did  not  bring  to  the  accounting  department 
the  biggest  outstandmg  men  in  America  on  that  particular  line. 
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Mr.  Steejlb.  In  other  words,  to  have  had  a  complete  system  of 
accounting  or  auditing  would  have  required  a  very  large  force, 
wouldn't  It? 

Mr.  GiLLEN.  Yes,  sir. 

Mr.  Steele.  Scattered  throughout  the  country  ? 

Mr.  GiLLEN.  Yes,  sir. 

Mr.  Steele.  What  I  wanted  to  ask  you  was  whether,  considering 
ihe  fact  that  during  the  war  the  conscription  act  was  in  force  and 
men  were  not  available  at  all  times  to  do  accoimting  work,  whether 
it  would  have  been  possible  under  those  conditions  for  the  Shipping 
Board  to  have  obtained  the  necessary  auditing  force  ? 

Mr.  GiLLEN.  The  answer  to  that,  Mr.  Congressman,  is  this:  You 
did.  not  get  a  sufficient  force  to  do  whatever  work  was  necessary. 
When  I  say  ''You,"  I  beg  your  pardon,  as  of  course,  I  do  not  mean 
you  individually.  When  I  get  started  I  talk  directly  and  use  that 
term. 

Mr.  Steele.  I  understand. 

Mr.  GiLLEN.  But  they  did  not  get  men  enough,  big  enough  on 
this  matter  to  lay  the  foundation,  or  men  big  enough  to  supervise  the 
building  of  it  and  seeing  it  through,  and  men  to  go  with  it.  And 
that  was  a  fatal  defect.  That  is  the  main  trouble.  Nor  did  they 
ever  correct  it.  They  never  knew  what  was  the  matter.  They 
never  had  corrected  it  up  to  the  time  1  came  there,  or  up  to  the  time 
Judge  Payne  came  there,  when  he  reached  out  and  got  Col.  Abadie 
and  Mr.  Tweedale. 

Mr.  Steele.  Your  judgment  is  that  at  the  beginning  there  was 
no  comprehensive  accounting  system  established  ? 

Mr.  GiLLEN.  No;  and  never  thereafter  imtil  Judge  Payne  came 
there. 

Mr.  Steele.  At  the  same  time,  as  you  went  along,  experience 
suggested  many  changes  which  could  not  be  foreseen  at  the  begin- 
ning. 

Mr.  GiLLEN.  I  wUl  not  admit  that,  because  if  I  went  to  build  a 
building  like  this  one  we  are  in  I  know  that  there  are  architects  in 
America  who  can  lay  the  plans,  and  there  are  contractors  who  can 
without  difficulty  construct  the  building,  and  there  are  accountants 
who  can,  without  trouble,  take  care  of  the  accounting  necessary. 
When  $127,000,000  of  cash  of  the  United  States  Government  lies 
scattered  around  in  the  banks  of  this  coimtry,  I  know  there  is  some- 
thing wrong,  that  there  is  somebody  who  ought  to  be  but  who  is  not 
on  me  job,  because  any  ordinary  business  man  ought  to  know  how 
to  get  in  the  cash  that  belongs  to  the  Government.  I  do  not  say 
that  I  am  extraordinary  in  any  way,  but  by  taking  the  train  at 
Washington  and  coming  here  to  New  York,  and  getting  in  iiere  at 
10  o'clock  in  the  morning,  and  visiting  eight  banks — ^wmch  I  would 
do  in  my  own  'case  if  I  wanted  to  know  my  bank  balance — and  bv 
asking  for  the  Government  bank  balances  at  those  eight  banks,  I 

fit  136  accounts,  and  got  reflections  of  what  they  had  there.     When 
know  that,  I  ask,  something  like  that  ought  to  have  been  done, 
ought  it  not  ? 

Mr.  Steele.  I  agree  with  you  that  there  ought  to  have  been  an 
accounting  system.  I  can  only  call  attention  to  possible  difficul- 
ties existing  at  the  time.  Whewier  that  is  right  or  not,  1  want  your 
best  judgment  on  it. 
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Mr.  GiLLEN.  My  best  judgment  is  that  they  did  not  have  auy 
control,  that  they  did  not  know  what  was  the  matter,  and  never 
made  any  correction  of  the  situation  until  Judge  Payne  came  on  the 
job. 

Mr.  Steele.  You  say  that  Commander  Scott  evolved  a  new  form 
ot  contract? 

Mr.  GiLLEN.  How  was  that  ? 

Mr.  Steele.  Commander  Scott,  did  you  say  ? 

Mr.  GiLLEN.  Commissioner  Scott. 

Mr.  Steele.  I  confused  him  with  Commander  Scott,  but  it  is  a 
different  person  entirely. 

Mr.  GiLLEN.  Yes,  sir. 

Mr.  Steele.  That  contract  was  not  found  to  be  workable,  however, 
as  I  understand  you.  ^ 

Mr.  GiLLEN.  Yes,  sir. 

Mr.  Steele.  Mr.  Gillen,  you  have  referred  to  several  contracts, 
particularly  the  Norwegian  contract  where  there  was  quite  a  large 
overpayment,  and  that  overpayment  involved  the  application  of 
what  you  called  the  Cotton  rule,  as  I  imderstood  you. 

Mr.  Gillen.  Yes,  sir;  Plus  data  at  hand  upon  which  to  make  a 
judgment. 

Mr.  Steele.  I  understood  you  to  say  that  about  the  1st  of  Octo- 
ber, 1919,  when  you  went  with  the  Shipping  Board,  that  you  sent 
out  a  telegram  to  the  different  agencies  having  charge  of  the  matter, 
that  the  Cotton  rule  would  be  applied  in  the  settlement  of  claims. 

Mr.  Gillen.  No,  no.  When  Admiral  Capps  was  Chief  of  Con- 
struction, or  whatever  job  he  had,  he  had  charge  of  contracts. 

Mr.  Steele.  He  was  general  manager. 

Mr.  Gillen.  In  1917  he  had  as  his  aid  and  assistant  Joe  Cotton, 
and  when  the  requisition  order  went  through  in  October,  some  dat« 
in  1917,  on  that  date  they  forthwith  notified  every  shipbuilder  in 
America  and  every  shipowner  who  had  a  contract  in  the  yard,  that 
the  Government  was  going  to  take  over  what  they  found  in  the 
yards  and  that  they  would  pay  the  progress  payments.  In  other 
words,  two  years  before  I  came  there,  this  notice  had  been  sent  out 
and  the  machinery  set  up. 

Mr.  Steele.  Then  I  understand  you  that  Admiral  Capps  es- 
tablished that  rule  immediately  after  the  formation  of  the  Emer- 
gency Fleet  Corj^oration,  which  was  in  1917. 

Mr.  Gillen.  I  do  not  know  whether  he  was  on  the  job,  on  the 
Shipping  Board,  I  mean,  or  Emergency  Fleet  then.  I  never  'paid 
much  attention  to  that. 

Mr.  Steele.  I  think  he  was  general  manager  of  the  Emergency 
Fleet  Corporation.  He  was  one  of  the  earliest,  and  Gen.  Goethals 
followed  him. 

The  Chairman.  I  think  it  was  the  other  way  around,  that  Gen. 
Goethals  was  there  first. 

Mr.  Steele.  Well,  whichever  way  it  was. 

Mr.  Gillen.  Let  me  fix  your  record  on  this:  The  order  requisi- 
tioning ships  on  the  ways  was  entered  August  3,  1917,  and  within  a 
few  days  thereafter — I  have  had  the  documents  in  my  hand,  but 
do  not  remember  the  exact  date — but  within  a  few  days  thereafter, 
notification  was  sent  out  commandeering  materials  in  yards,  and 
fixing  the  liability  of  the  Government  and  the  method  under  which 
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the  Grovemmeut  would  operate  in  settling  those  claims.     That  was 
two  years  before  this  other  matter  was  settled. 

Mr.  Steele.  Mr.  Cotton  was  at  that  time  in  the  employ  of  the 
Shipping  Board,  as  comxsel,  I  understand. 
Mr.  GiLLEN.  I  imderstand  so. 

Mr.  Steele.  And  he  followed  the  EngUsh  practice 

Mr.  GiLLEN  (interposing).  In  large  measure. 

Mr.  Steele.  I  understand  he  followed  the  English  practice;  that 
is,  of  paving  only  the  actual  value  of  the  hull  on  the  ways  and  for  the 
material  on  the  groxmd. 

Mr.  GrLLEN.  rlus  10  per  cent  profit. 

Mr.  Steele.  That  was  the  English  rule  which  Mr.  Cotton  invoked 
in  this  case.  Was  that  rule  generally  accepted  by  the  people  or  was 
the  American  rule  followed,  or  was  there  an  American  rule  different 
from  that? 

Mr.  GiLLEN.  Mr.  Congressman,  the  United  States  Government  has 
the  sovereign  power  to  commandeer,  and  under  the  decisions  of  the 
court,  in  commandeering,  it  must  pav  just  compensation  for  that 
which  it  takes.  That  is  the  decision  of  our  Supreme  Court,  following 
the  commandeering  act. 

Mr.  Steele.  Yes.  . 

Mr.  GiLLEN.  Following  that  understanding  of  the  English  rule,  or 
having  knowledge  of  it,  and  of  the  practice  that  obtained  a  couple  of 
years  orior  to  that,  Mr.  Cotton  saw  just  what  would  happen,  namely, 
that  contractors  having  contracts  with  shipyards  woulci  come  along 
with  UQiisual  claims  for  damages  for  taking  over  the  contracts.  He 
also  knew  that  the  rule  of  the  Supreme  Court  of  the  United  States 
was  that  no  consequential  damages  follow  the  act  of  the  Government 
in  commandeering. 

Mr.  Steele.  Has  that  been  decided  by  the  Supreme  Court  ? 

Mr.  GiLLEN.  Well,  it  has  decided  far  enough  so  that  out  of  451 
cases  we  have  only  got,  I  believe,  one  case  in  the  Court  of  Claims. 
Every  contractor  in  America,  every  one  of  the  contracts  from  the  1st 
of  October,  have  accepted  this  method  of  settlement,  except  the 
foreigner — every  one  of  them  except  the  one  case  I  referred  to. 

Mr.  Steele.  I  am  not  absolutely  sure,  Mr.  Gillen,  and  you  have 
^more  familiarity  with  it  than  I  have,  and  if  I  am  wrong  you  may 
correct  me. 

Mr.  Gillen.  Go  ahead. 

Mr.  Steele.  Does  not  the  Emergency  Fleet  act  say  that  just  com- 
pensation shall  be  paid  for  all  vessels  taken  over  ? 

Mr.  Gillen.  Yes,  sir. 

Mr.  Steele.  And  authorizing  the  President,  or  some  one  desig- 
nated by  him,  to  fix  just  compensation? 

Mr.  GnxEN.  Yes,  sir. 

Mr.  Steele.  And  if  they  are  dissatisfied  with  that  they  have  the 
ri^ht  of  appeal  ? 

Mr.  Gillen.  Where  to  ? 

Mr.  Steele.  Well,  the  only  place,  I  suppose,  would  be  the  Court 
of  Claims.  I  do  not  know  oi  any  specific  jurisdiction  elsewhere,  do 
you? 

Mr.  Gillen.  I  do  not  know  either. 

Mr.  Steele.  The  general  act  fixes  the  limit  of  $10,000  to  the  district 
court.  Now,  you  say  that  the  Supreme  Court  has  defined  as  to  what 
constitutes  just  compensation. 
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Mr.  GiLLEN.  I  say  that  the  Supreme  Court  of  the  United  States  had 
determined  that  when  the  Government  commandeers  that  no  con- 
sequential damages  flow  from  its  act;  that  when  the  Government, 
through  its  agenc\ ,  the  Shipping  Board,  or  the  Emergency  Fleet  Cor- 
poration, commandeered  a  hull  on  the  way  or  the  material  affected, 
and  that  some  one,  of  course,  had  a  contract  on  that,  they  should 
not  have  consequential  damages.  That  might  be  claimed,  of  course, 
as  a  consequential  damage  in  any  other  case,  but  the  Government 
only  pays  for  what  it  finds.     Now,  then,  as  to  just  compensation 

Jir.  Steele  (interposing).  I  was  trying  to  get  at  the  basis  of  this 
Norwegian  settlement. 
'  Mr.  GiLLEN.  I  can  give  you  the  phases  on  that 

Mr.  Steele  (interposing^.  It  was  settled,  as  I  understand,  on  the 
claim  made  by  the  Norwegian  Government  for  consequential  as  well 
as  direct  damages;  is  that  correct? 

Mr.  GiLLEN.  Yes,  sir.  In  other  words,  we  gave  the  Norwegians  a 
different  settlement,  applied  a  different  rule  than  we  gave  Americans. 

Mr.  Steele.  Exactly.  What  I  am  trying  to  get  at  also  is  this: 
Conceding  that  there  was  liability  on  the  part  of  the  Government  of 
the  United  States  for  consequential  damages,  then  was  their  settle- 
ment a  wrongful  one  ? 

Mr.  GiLLEN.  Isn't  it  a  very  wise  thing  to  take  the  advice  of  as  wise 
a  man  as  Mr.  Cotton  ?  That  there  are  no  consequential  damages,  than 
to  go  to  work  and  trade  ? 

Mr.  Steele.  I  agree  with  you  on  the  principle,  but  is  there  any- 
thing else  that  was  involved  in  that  settlement? 

Mr.  GiLLEN.  I  will  give  you  what  you  are  after.  I  think  I  under- 
stand. 

Mr.  Steele.  All  right. 

Mr.  GiLLEN.  The  facts  of  the  case  are  that  the  Norwegians  had 
representatives  over  at  the  peace  conference  at  Versailles.  They 
were  badgering  the  American  delegation,  saying  this  big  Nation  was 
not  settling  its  bills,  and,  as  I  am  informed,  the  President  of  the 
United  States  requested,  through  his  proper  representatives,  that  the 
Shipping  Board  get  busy  on  that  bill;  but  he  never  told  them  to  pay 
that  bill  differently  than  the  law  said  it  should  be  paid,  nor  did  he 
tell  then  to  settle  that  claim  without  making  a  proper  investigation. , 
Was  that  what  you  were  after  ? 

Mr.  Steele.  1  was  trying  to  got  at  the  atmosphere  in  which  that 
claim  was  settled  in  that  way. 

Mr.  GiLLEN.  I  was  not  there,  and  my  testimony  is  hearsay.  You 
have  powers  to  investigate.  The  main  trouble  witn  it  was  this:  Until 
Judge  Payne  came  there  we  did  not  have  any  resistance.  Now,  if  I 
come  in  to  do  business  with  you  across  the  desk,  and  you  and  I  are  a 
couple  of  traders,  and  you  have  got  a  claim  against  me,  unless  there  is 
some  resistance,  sitting  on  this  side,  a  real  resistance,  the  resistance  of 
first-hand  knowledge  of  the  principles  of  the  transaction  and  the  law 
that  we  are  playing  with,  and  second,  resistance  of  the  knowledge  of 
the  facts  from  my  standpoint,  and  third,  the  moral  resistance  of 
looking  you  in  the  eye  if  you  are  my  friend  and  saying,  '*No,  old  man, 
you  are  wrong  ^' — that  resistance  was  not  there.  Now,  that  is  what 
Payne  put  in  there.  He  put  a  resistance  in  there  and  principles  in 
there,  and  dug  the  facts  up  to  clean  it. 
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Mr.  Steele.  I  understand  that  part.     I  am  trying  to  get  the  at- 
mosphere of  the  whole  situation.    These  Norwegian  citizens  had, 
before  our  entry  into  the  war,  placed  orders  with  our  American  ship- 
I  yards  for  the  construction  of  ships  on  their  account  ? 

Mr.  GiLLEN.  Yes. 
Mr.  Steele.  That  is  correct,  is  it  not  ? 

Mr.  Gillen.  In  other  words,  the  American  shipyards  were  the  only 
yards  available  in  the  world. 

Mr.  Steele.  Exactly.  Now,  there  was  a  great  lack  of  tonnage  in 
the  world  at  that  time  ? 

Mr.  GiLLEN.  Yes. 

Mr.  Steele.  And  this  was  the  only  market  in  which  to  produce  that 
^  tonnage  ? 

Mr.  GiLLEN.  And  they  put  those  contracts  in  our  American  yards 
at  $135,  $140,  $150,  $160,  and  $175  a  dead-weight  ton,  and  took  them 
home  and  gambled  with  them  on  the  stock  exchange  over  there,  and 
ran  the  hi^  prices  up,  which  means  there  is  $22,000,000  in  gambling 
transactions  over  there,  and  the  gamblers  have  got  it,  and  we  have 
paid  the  top  price. 

Mr.  Steele.  When  the  American  Government  comes  along  and 
under  its  sovereign  power  commandeers  those  ships,  confiscated  them, 
you  might  say,  almost,  then  the  Norwegian  citizens  claim  that  the 
American  Grovemment  must  compensate  them  according  to  the  value 
of  those  contracts  to  the  Norwegian  citizens.  That  is  the  claim  which 
they  made,  is  it  not  ? 

Mr.  GiLLEN.  That  is  the  same  claim  that  has  been  made  by  the 
American  citizens  under  the  same  circumstances,  and  we  turned 
down  the  Americans,  and  when  we  take  and  analyze  that  the  Secre- 
tary of  State,  after  they  have  had  three  hearings  over  there  on  the 
Norwegians,  decides  that  thej  do  not  stand  in  any  other  position  in 
America  than  an  American  citizen  making  a  contract  here,  and  he 
has  turned  them  down. 

Mr.  Steele.  And  there  has  been  some  rule  as  to  measure  of  dam- 
ages laid  down  by  some  courts,  in  this  countrv,  even  when  the 
sovereign  power  intervenes,  that  would  support  tlioir  contention  ? 

Mr.  GiLLEN.  Well,  in  answer  to  that 

Mr.  Steele.  But  the  Shipping  Board  was  entirely  right  in  sup- 
porting the  lower  figure  as  the  measure  of  damages  for  this  Govern- 
ment? 

Mr.  GiLLEN.  Yes.  Judge  Payne  said  this,  that  there  may  be  a 
little  dispute;  whenever  a  httle  dispute  came  up,  where  it  was  a  legal 
refinement,  he  said  it  is  the  duty  of  every  officer  who  has  taken 
the  oath,  to  resolve  those  differences  and  legal  quibbles  which  the 
dever  lawyer  on  the  other  side  of  the  table  is  putting  over,  in  favor  of 
the  United  States  Government. 

Mr.  Steele.  Absolutely  right. 

Mr.  GiLLEN.  And  that  is  what  we  did  down  there. 

Mr.  Steele.  Absolutely  right.  You  are  to  be  commended  for  it. 
One  other  question  or  two,  Mr.  Gillen;  you  referred  to  a  resolution 
adopted  by  the  Shipping  Board  on  July  18,  1919. 

Mr.  GiLLEN.  A  resolution  in  reference  to  that  matter  ? 

Mr.  Steele.  The  Japanese  case,  Mitsui. 

Mr.  Gillen.  Oh,  yes. 

Mr.  Steele.  Was  the  Cotton  rule  applied  in  that  case  ? 

Mr.  Gillen.  It  was  not. 
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Mr.  Steele.  That  was  after  Judge  Payne  came  into  the  Shipping 
Board,  was  it  not  ? 

Mr.  GiLLEN.  It  was  before  Judge  Payne  came  into  the  Shipping 
Board;  he  came  there  August  1. 

Mr.  Steele.  The  two  dates  are  very  close. 

Mr.  GiLLEN.  They  are,  but  it  is  just  the  difference  between  having 
a  hard-headed  fellow  with  a  lot  of  resistance  coming  in  there,  and 
having  had  the  experience  of  big  transactions  and  thus  shake  them  off 
as  they  came  up. 

Mr.  Steele.  But  in  that  case  it  was  not  applied  ? 

Mr.  GiLLEN.  It  was  not. 

Mr.  Steele.  Was  it  corrected  afterwards  in  any  way  ? 

Mr.  GiLLEN.  It  never  was  corrected. 

Mr.  Steele.  Has  any  effort  been  made  to  correct  the  Norwegian 
situation  ? 

Mr.  GiLLEN.  No  J  no  effort  has  ever  been  made.  It  was  not  dug 
up  until — I  think  it  was  dug  up  in  May,  about  May  or  April  I  dug 
it  up. 

Mr.  Steele.  Of  this  year  ? 

Mr.  GiLLEN.  And  on  this  Japanese  matter,  I  dug  this  up  in  the  last 
few  days.  I  have  heard  of  it,  out  I  have  dug  it  up  to  get  the  facts  in 
reference  to  it. 

•Mr.  STEEJ.E.  Has  the  final  settlement  been  made  on  the  Japanese 
claim? 

Mr.  GiLLEN.  The  final  settlement  has  been  made  on  the  Japanese 
claim.  In  reference,  however,  to  the  Norwegian  claim,  may  I  say 
this?  The  Pan-American  Petroleum,  E.  L.  Doheny,  considered  he 
was  very  badly  aggrieved  in  that  matter  because  Jebsen — you  remem- 
ber the  Jebsen  case  I  gave  you  from  the  chart  ? 

Mr.  Steele.  I  remember. 

Mr.  GiLLEN.  Where  Jebsen  had  paid  practically^  $700,000  and  he 
got  $2,045,000  in  payment  for  his  $700,000,  and  we  paid  $335,000 
more  to  complete  that  ship  ?  Well,  Jebsen  had  a  contract  with  the 
Union  Iron  Works. 

Mr.  Steele.  Where  are  they  located  ? 

Mr.  GiLLEN.  Out  in  California. 

Mr.  Steele.  San  Francisco  ? 

Mr.  GiLLEN.  San  Francisco;  to  build  that  ship. 

Mr.  Steele.  That  is  a  Bethlehem  Steel  subsidiarv  ? 

Mr.  GiLLEN.  Yes.  Doheny  made  a  contract  with  Jebsen  for  that 
ship  for  10  years'  use  on  time  charter,  at  $3.50  a  dead-weight  ton  per 
month,  and  as  the  trend  went  afterwards,  he  would  have  a  boat  under 
Norwegian  flag,  and  could  not  have  been  taken  over  by  our  country; 
it  would  have  been  a  terrifically  valuable  asset  to  Mr.  Doheny.  In 
additional  to  that,  after  the  war  was  over,  with  the  world  shortage 
of  tankers,  and  with  the  prices  we  now  pay  on  labor,  Mr.  Jebsen  could 
not  have  operated  his  ship  for  $3.50  a  dead- weight  ton.  In  other 
words,  Jebsen  had  a  liability  in  that  boat,  an  absolute  liability,  and 
Doheny  was  trying  to  get  tne  Shipping  Board  to  correct  that  situa- 
tion, because  he  had  Jebsen  on  a  contract.  When  this  transaction 
took  place  the  money  went  across  the  water,  and  Jebsen  got 
$2,045,000  for  an  absolute  liability,  or  $700,000,  which  carried  the 
liability.    Mr.  Doheny,  through  Mr.  Kellogg,  of  Kellogg,  Emery  & 
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Cuthell,  his  counsel,  have  endeavored  to  find  it;  they  have  been  to  the 
State  Department 

Mr.  Steele.  Where  are  they  located  ? 

Mr.  GiLLEN.  I  think  they  are  located  here  in  New  York.  I  know 
they  are  located  here  in  New  York.  They  have  been  trying,  they 
have  gone  all  over  these  records,  they  are  trying  to  get  back  some  of 
this  money  from  Jebsen,  or  trying  to  get  hold  of  Jebsen,  so  that  they 
could  get  protection.  In  other  words,  in  the  first  instance  there,  an 
American  citizen,  who  had  a  valuable  contract,  is  discarded,  and 
Jebsen  gets  $2,045,000  for  havmg  paid  $700,000,  and  his  $700,000  was 
a  liability  because  he  had  a  contract  tied  to  it  for  10  years. 

Now  that  is  the  effort  that  was  being  made,  and  if — well,  that 
answers  it,  I  think. 

Mr.  Steele.  And  the  same  rule  was  applied  to  the  Italian  claim 
and  the  French  claim,  I  understand? 

Mr.  GiLLEN.  Yes,  sir;  we  applied  the  Cotton  rule;  and  to  the  Rus- 
sian volunteer  fleet  claims. 

Mr.  Steele.  And  the  Pusey  &  Jones  case  is  still  unsettled  ? 

Mr.  GiLLEN.  No,  sir;  it  is  settled. 

Mr.  Steele.  It  is  settled  ? 

Mr.  GiLLEN.  It  has  been  settled;  an  award  has  been  made  there, 
and  it  is  settled. 

Mr.  Steele.  Has  it  been  accepted  ? 

Mr.  GiLLEN.  No;  it  is  settled  so  far  as  we  are  concerned. 

Mr.  Steele.  Yes,  I  imderstaud,  so  far  as  you  are  concerned. 

Mr.  GiLLEN.  That  is  our  ordinary  method.  When  we  settle 
matters  in  principle  and  settle  in  fact,  we  do  not  allow  them  to  come 
in  afterwards.  They  have  some  resistance.  We  have  settled 
$1,500,000,000  worth  of  claims  under  the  Payne  system,  in  a  period 
of  about  nine  months. 

Mr.  Steele.  You  say  that  the  appUcation  of  the  Cotton  rule  has 
saved  this  Government  practicallv  $150,000,000. 

Mr.  GiLLEN.  No,  I  said  somewnere  about  $100,000,000. 

Mr.  Steele.  Somewhere  aroimd  $100,000,000? 

Mr.  GiLLEN.  Because,  I  analyze  it,  if  we  had  taken  over  the 
contracts  or  had  followed  the  contract  rule,  you  can  see  what  would 
have  happened.  At  once  these  451  men  who  had  placed  contracts 
in  shipyards,  the  prevailing  rate  then,  the  market  rate  was  about 
$250  to  $300  a  dead-weight  ton  that  you  could  sell  boats  at,  those 
contract  values  were  cut  out  by  Mr.  Cotton. 

Mr.  Steele.  Is  it  your  judgment  that  it  would  have  amounted 
to  $100,000,000?  That  was  only  an  estimate,  of  course,  I  under- 
stand. 

Mr.  GiLLEN.  Listen,  if  you  will  wait  a  minute  I  will  raise  that 
ante.  I  would  say  that  you  can  take  what  it  cost  us,  I  mean  the 
original  stuff  we  have  thfere,  and  you  can  figure  that  pretty  nearly 
every  boat  that  was  7,000  tons  or  more,  that  we  would  have  had  to 
pay  at  least  $1,000,000: .  and  I  would  say  it  saved  not  $100,000,000— 
it  can  be  estimated — t  will  say  that  it  saved  two  hundred  or  two 
hundred  and  fifty  million  dollars  by  that  rule;  though  we  slipped 
here  on  these  two  cases  and  lost,  we  sUpped  back  a  little  bit  ana  tost 
$23,000,000  of  it  right  here. 

Mr.  Steele.  I  mow;  I  was  wondering  whether  you  considered 
those  losses  in  connection  with  your  estimate  of  the  gains. 
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Mr.  GiLLEN.  Well,  I  have  not  made  enough  of  an  estimate  so  I 
can  tell  you  on  that, 

Mr.  Steele.  I  think  that  is  all,  Mr.  Chairman. 

Mr.  Kelley.  Mr.  Walsh,  Mr.  Gillen  has  been  sitting  now  ever 
since  half  past  nine. 

Mr.  Gillen.  You  do  not  have  to  pay  any  attention  to  me.  I 
would  rather  get  through.  I  mean,  I  would  rather  you  would  slip 
ri^t  along. 

The  Chairman.  We  could  not  finish  with  you  before  recess,  Mr. 
Gillen.    We  will  take  a  recess  imtil  2.15. 

(Whereupon,  at  1  o'clock  p.  m.  a  recess  was  taken  imtil  2.15 
o'clock  p.  m.) 

AFTER  RECESS. 

TESTIMOITT  OF  MB.  MABTDT  J.  GILLEIT— Besumed. 

The  Chairman.  The  committee  will  resume.  Have  you  any 
further  questions,  Mr.  Steele? 

Mr.  Steele.  Mr.  Gillen,  you  referred  to  the  requisitioned  ships. 
Have  all  those  accounts  been  closed  out  ? 

Mr.  Gillen.  You  mean  r^uisitioned  ships  at  sea,  or  requisi- 
tioned ships  on  the  ways?    Which  do  you  mean? 

Mr.  Steele.  On  the  ways. 

Mr.  Gillen.  On  the  ways;  there  are  only  a  few  of  them  left,  the 
last  time  I  knew  I  guess  there  were  only  two  or  three  of  those  left. 

Mr.  Steele.  Were  they  under  close  supervision  in  the  different 
construction  divisions  ? 

Mr.  Gillen.  Very  close,  the  same  as  the  rest  of  it.  I  think  that 
generally  the  construction  supervision  of  contracts  was  as  good  as 
could  be  expected,  built  up  during  the  war. 

Mr.  Steele.'  TTiere  were  inspection  representatives  in  each  one  of 
those  divisions  ? 

Mr.  Gillen.  Yes.  You  are  speaking  now  of  the  physical  con- 
struction ? 

Mr.  Steele.  Yes. 

Mr.  Gillen.  Not  the  accounting? 

Mr.  Steele.  No. 

Mr.  Gillen.  Yes,  sir. 

Mr.  Steele.  I  was  just  trying  to  define  the  conditions  under  the 
old  system  which  you  have  referred  to.  Was  it  difficult,  therefore, 
even  under  the  old  system,  to  obtain  from  those  divisions  the  amount 
payable  to  the  contractor  as  to  any  balance  due  him  for  construction 
purposes  ? 

Mr.  Gillen.  Very  difficult,  because  you  did  not  have  any  account- 
ing of  them.  You  had  to  go  and  rebuild  the  accounting,  and  we  had 
to  put  people  out  to  rebuild  the  accounting. 

Mr.  Steele.  Was  there  no  system  in  those  construction  divisions 
by  which  you  could  have  ascertained  that  ? 

Mr.  Gillen.  The  final  keeping  of  records,  as  I  explained  this  morn- 
ing, went  out  into  the  districts,  and  out  in  the  districts  they  endeav- 
ored to  carry  all  the  details  on  to  a  control  book,  but  they  did  not  get 
them,  and  tney  got  messed  there,  with  the  result  that  you  had  to  go 
beyond  those  books  into  the  shipyard  books,  as  we  did. 
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Mr.  Steele.  When,  for  instance,  material  was  ordered  with  ref- 
erence to  the  construction  of  any  particular  ship  or  contract,  would 
that  not  be  chafed  to  the  contract  ? 

Mr.  GiLLEN.  The  contract  would  be  made;  some  time  after  it  was 
made  it  would  reach  the  contract  department,  and  then  thejr  would 
get  it  into  the  general  books,  where  it  first  started,  and  then  it  would 
go  down  into  the  districts,  and  finally  it  would  go  out  against  the 
contract,  and  then  finally  it  would  be  distributed  against  the  ships, 
and  against  each  ship  in  the  contract;  but  they  got  it  mixed,  and 
tibey  aid  not  get  through  with  it;  it  did  not  come  through.  There 
was  much  that  was  chained  and  did  go  through,  but  it  is  the  amount 
that  was  not  charged  that  I  am  talking  about  and  describing  here. 

Mr.  Steele.  I  imderstand.     The  inference  might  be  drawn 

Mr.  GiLLEN.  That  none  of  it  had  been  done  ? 

Mr.  Steele.  That  none  of  it  had  been  done. 

Mr.  GiLLEN.  Oh,  that  is  not  true. 

Mr.  Steele.  That  is  not  true;  that  is  what  I  wanted  to  get  at. 

Mr.  GiLLEN.  Oh,  no;  that  is  not  true. 

Mr.  Steele.  I  think  that  is  all. 

The  Chairman.  Mr.  Kelley  ? 

Mr.  Ejelley.  Your  connection  with  the  Fleet  Corporation  dated 
from  October,  1919? 

Mr.  Gillen.  October  1. 

Mr.  Kelley.  So  that  the  Emergency  Fleet  Corporation  had  been 
doing  business  about  two  years  before  you  came  in  there  ? 

Mr.  GiLLEN.  Yes,  sir. 

Mr.  BlElley.  You  testified  this  morning  that  there  had  been  18 
voyage  accountings  during  those  two  years. 

Mr.  Gillen.  During  those  two  years.  At  the  time  I  arrived  there, 
the  time  that  I  came  there  and  took  it  up  with  Col.  Abadie,  he  re- 
ported there  were  but  eight  then  that  haa  been  completed. 

Mr.  Kjelley.  How  coifld  the  Bureau  of  Operations  settle  with  the 
operators  during  all  that  two  years  ? 

Mr.  Gillen.  The  Bureau  of  Operations  did  not  settle — ^had  made 
no  settlements.  What  they  did  would  be  to  say  to  an  operator  of  a 
ship,  ^'  Send  us  in  some  money."  And  even  the  director  of  operations 
did  not  do  that;  that  was  left  to  the  treasurer  to  do,  or  the  comptroller 
to  do.  The  chief  of  operations  did  not  supervise  the  business  in  any 
w^,  shape,  or  manner — the  money  reflection. 

Mr.  B^JiLLEY.  Do  you  mean  to  say,  Mr.  Gillen,  that  it  is  possible 
that  we  had  some  1,200  ships,  toward  the  last,  in  the  hands  of  various 
operators,  and  that  these  ships  were  collecting  lai^e  freight  charges- 
large  sums  of  money  for  the  Government — and  that  during  that  whole 
two  year  up  to  the  time  that  you  went  in  there  there  was  no  place,  no 
annual  accounting  or  monthly  accounting  of  any  kind,  between  the 
Government  and  any  one  of  tnese  operators  ? 

Mr.  Gillen.  Yes,  sir. 

Mr.  Kelley.  That  is  the  fact,  is  it  ? 

Mr.  Gillen.  That  is  the  fact. 

Mr.  Kellry.  And  the  only  way  that  the  Government  got  any 
money  from  these  operators*  was  simply  that  the  treasurer  of  the 
Fleet  Corporation  vrouid  suggest  now  and  then  that  money  be  sent  in  ? 

Mr.  Gillen.  Or  the  people  themselves  would  send  it  in.  They 
were*  expected  under  the  contract  to  carry  it  under  the  name  of  their 
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own  corporation,  with  some  term  attached  like  *^Shipping  Board 
fund/'  to  designate  that  it  belonged  to  the  Shipping  Board  and  out 
of  that  fund  they  paid.  They  handled  their  own  operations,  some  of 
them.  They  carried  their  own  through  there  at  the  same  time. 
There  was  no  supervision  in  any  way,  shape,  or  manner  of  the  Ship- 
ping Board  operations  with  its  operators  as  to  profits  when  I  came 
there,  October  1,  1919. 

Mr.  Kelley.  Mr.  Gillen,  who  was  the  director  of  operations  when 
you  went  there  ? 

Mr.  Gillen.  Mr  John  H.  Rossiter. 

Mr.  Kelley.  He  is  a  practical  ship  operator,  is  he  not  ? 

Mr.  Gillen.  Yes. 

Mr.  Kelley.  The  thing  is  almost  incomprehensible  to  me,  Mr. 
Gillen,  that  no  accounting  was  made  from  time  to  time,  with  a  prac- 
tical ship  man  at  the  head  of  that  division;  and  yet  the  situation 
was  that  there  was  $120,000,000  scattered  about  in  banks,  some  of  it 
in  the  name  of  the  Government,  and  some  deposited  in  the  name  of 
these  operators,  that  belonged  to  the  Government  of  the  United 
States  ? 

Mr.  Gillen.  Yes,  sir. 

Mr.  Kelly.  And  that  there  was  no  record  there  or  in  the  treasury 
of  the  Shipping  Board  as  to  where  it  was  ? 

Mr.  Gillen.  That  statement  is  correct. 

Mr.  Kelley.  Did  not  Mr.  Rossiter  know  whereabouts  the  funds 
were? 

Mr.  GiLLENT.  He  did  not;  so  stated  to  me.  At  the  time  1  took  it 
up  with  him  he  said  that  he  had  heard,  as  friend  of  his  in  New  York 
had  told  him,  that  one  of  the  ship  operators  had  as  much  as 
$25,000,000,  but  that  he  did  not  know  as  to  that  fact.  I  asked  Mr. 
Rossiter  how  he  could  tell  as  to  the  operating  conditions,  as  to  what 
was  going  on,  the  reflections,  and  he  said,  '^It  can  not  be  done.  I 
have  a  little  organization  of  mj  own,  where  T  am  checking  back  and 
forth  the  operations  of  the  ships,  but,''  he  said,  **that  work  belongs 
to  the  comptroller  and  thetreasurer  to  get  that  information.'' 

Mr.  Kelley.  Is  it  not  possible  that  you  skipped  some  of  this 
money  yourself,  in  making  the  investigation,  as  to  where  it  was 
located  ? 

Mr.  Gillen.  I  did  not  make  the  investigation;  it  was  made  by 
our  auditors. 

Mr.  Kelley.  No,  but  you  examined  eight  banks,  you  said,  in  New 
York  here,  and  located  twenty  or  thirty  million  dollars  right  away. 

Mr.  Gillen.  Yes,  but  I  did  that  just  as  a  test. 

Mr.  Kelley.  I  see. 

Mr.  Gillen.  1  just  came  up  to  New  York  to  test  out,  to  make  a 
test,  as  I  would  in  my  own  ousiness.  If  I  were  going  into  a  new 
matter,  I  might  go  over  to  the  banks  and  say  to  the  banks,  **Let 
me  have  the  cash  balance  to-day,"  just  like  an  auditor  of  the  United 
States  Government  goes  into  a  bank  and  says,  ''Let  me  see  what 
cash  there  is  in  this  bank  to-day.  What  have  you  got  there  ?"  That 
was  merely  a  test,  without  reference  to  the  books. 

Mr.  Kelley.  You  did  not  know  there  was  any  money  there  be- 
longing to  the  Government  in  that  particular  bank,  possibly  ? 

Mr.  Gillen.  Not  as  a  fact,  but  I  strongly  suspected  it.  In  other 
words,  if  1  may  make  it  clear  to  you,  during  the  war  we  requisitioned 
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on  the  high  seas  over  500  boats.  Those  boats  were  operated  by  the 
owners  of  those  boats  in  most  instances.  They  took  the  freight 
money,  which  was  very  large,  the  outgoing  and  incoming,  if  there 
was  any;  they  made  tne  disbursements:  they  kepjt  the  accounts  in 
their  own  books,  and  put  the  cash  in  many  cases  in  the  bank  under 
their  own  name,  plus  a  term  that  designated  it  as  Shipping  Board 
funds.  Naturally  there  would  be  cash  there  as  the  pront  from  the 
transactions.  From  time  to  time  certain  operators  did  send  in  to 
the  Shipping  Board  large  sums  of  money,  out  there  never  was  a 
balance  sheet  struck  off  between  a  single  operating  company  and  the 
Shipping  Board  as  to  our  own  boats,  tne  Snipping  Board  boats,  that 
we  built,  either  completely  built  or  that  we  nad  requisitioned  and 
built  and  operated  aiterwards.  In  those  cases  we  would  furnish  the 
old  operators — some  of  them  took  our  boats  who  had  their  own 
boats — and  new  operating  companies,  we  would  furnish  them  the 
boats  and  in  most  cases  an  impress  fund  to  start  with.  They  would 
then  get  their  freight  money  out  and  in  and  make  their  disbursements, 
and  1  do  not  know  of  a  single  case  where,  with  our  own  boats,  at  the 
time  that  I  arrived  there  on  October  1,  1919,  there  was  a  monthly 
or  annual  balance  sheet  drafted,  or  where  there  was  a  cash  balance 
of  the  money  that  was  in  the  bank  on  any  one  of  those  companies. 

Mr.  Kblley.  Well,  Mr.  Gillen,  is  it  not  a  fact  that  the  chief  of  the 
Bureau  of  Operations  appeared  before  a  committee  of  Congress  and 
testified  that  these  boats  were  making  large  profits  for  the  Govern- 
ment; and  if  there  were  no  settlements  and  not  any  audits,  how 
would  anybody  know  whether  the  boats  were  making  a  profit  or  were 
being  operatea  at  a  loss? 

Mr.  Gillen.  You  have  reference  to  Mr.  Rossiter  appearing  before 
the  Senate  Commerce  Conmiittee  in  executive  session,  I  believe. 

Mr.  Kelley.  Yes;  I  have  seen  statements  of  it. 

Mr,  Gillen.  I  have  seen  statements,  and  I  think  I  have  seen  some* 
of  the  testimony. 

Mr.  Kelley.  That  the  boats  were  operated  at  a  profit  ? 

Mr.  Gillen.  At  that  time  Mr.  Rossiter  could  not  have  had  any 
definite  knowledge  upon  which  to  make  any  statement  before  the 
executive  committee.  He  might  have  had  the  knowledge  of  a  single 
trip  or  two  trips  or  three  trips  of  certain  boats  in  his  own  line,  or  of  a 
big  freight  chaise  going  out  or  coming  in  on  a  certain  boat,  but  as  to 
the  operation  of  that  boat  on  two  or  three  or  four  trips  or  on  any  num- 
ber of  trips,  he  did  not  possess  the  information;  it  was  not  in  the  files 
or  records  of  the  Shipping  Board. 

Mr.  KpLLEY.  And  at  tne  time  that  you  went  there  there  was  no 
such  record 

Mr.  Gillen.  No,  sir. 

Mr.  Kelley  (continuing).  Obtainable,  except  as  the  auditors  dug 
it  all  out  from  the  beginning? 

Mr.  Gillen.  And  there  was  not  for  months  after  I  got  there.  I 
think  the  first  statements  of  any  kind  that  were  dug  out  were  dug 
out  for  Judge  Pavne  when  he  gave  his  testimony  March  1,  or  there- 
abouts, 1920,  before  the  Senate  Commerce  Committee,  and  we  then 
got  up  the  first  statement  that  we  could  get  hold  of,  and  that  was 
after  the  audit  drive,  and  after  the  cash  was  driven  in  from  the  banks, 
and  after  they  began  to  dress  the  books  up  under  the  new  system. 
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Mr.  Kjslley.  Where  does  your  treasurer  come  in  on  all  this  account- 
ing? 

Mr.  GiLLEN.  If  you  will  wait,  the  question  on  the  treasury,  I  will 
give  the  story  of  the  treasury  in  due  course. 

Mr.  Blelley.  Very  well. 

Mr.  GiLLEN.  If  you  want  it  now,  I  will  give  it  to  you.  It  may  be 
the  proper  time  to  bring  in  the  treasury,  because  it  has  to  do  with  the 
accounting.  This  may  be  the  time  to  give  the  testimony  on  the 
treasury. 

Mr.  Kelley.  Well,  it  seemed  rather  remarkable  to  me  that  the 
treasurer  would  not  have  some  kind  of  a  check  on  these  funds  some- 
where.    Mr.  Chairman,  shall  I  withdraw  the  question  for  the  present  ? 

The  Chairman.  No;  if  it  is  pertinent  to  your  inquiry. 

Mr.  GiLLEN.  I  suppose  I  can  go  right  into  the  treasury  story  right 
now,  and  that  will  answer  it,  because  it  can  not  be  answered  by  a  sin- 
gle question. 

On  August  1,  1919,  Mr.  Tweedale  was  made  treasurer  of  the  Fleet 
Corporation  and  of  the  Shipping  Board,  at  just  about  the  time  Judge 
Payne  came  there.  Judge  rayne  found  the  treasurer's  office  in  very 
bad  shape.  He  went  over  it  with  the  Comptroller  of  the  Treasury, 
Mr.  Warwick,  and  he  said,  '*I  must  have  a  treasurer.  Can  you 
recommend  a  man  to  me  ? "  And  Mr.  Warwick  recommended  to  him 
Alonzo  Tweedale,  who  had  been  the  comptroller  of  the  District  of 
Columbia  for  many  years,  and  the  man  who  got  up  all  of  the  informa- 
tion for  President  Taft,  and  was  the  originator  of  the  Taft  budget 
bill  for  Congress — a  very  competent  man.  Judge  Payne  took  him 
over  on  August  1,  1919. 

On  that  date  more  than  two  and  a  half  biUion  dollars  had  been  dis- 
bursed through  the  Shipping  Board  and  the  Emergency  Fleet  Corpora- 
tion, and  the  day  that  Mr.  Tweedale  took  over  that  position  there  was 
•no  balance  sheet  in  the  treasurer's  office  showing  where  the  moneys 
of  the  corporation  were  deposited,  nor  the  amounts  of  the  deposits — 
from  appropriations — ^now,  I  am  speaking  not  of  the  impressed  funds, 
and  the  funds  that  they  had  in  the  hands  of  the  operators — that  was 
not  there  either,  nor  was  there  any  record  in  that  office  of  $240,000,000 
worth  of  securities,  such  as  mortgages,  notes,  and  Liberty  bonds 
belonging  to  the  corporation.  They  were  afterwards  found  in  a 
trust  company  in  Philadelphia.  I  herewith  submit  for  the  record  a 
list  of  the  securities,  naming  them,  and  the  date  on  which  they  were 
taken  over  by  Mr.  Tweedale,  two  months  after  he  became  treasurer, 
September  29,  1919.  There  is  a  photograph  of  the  original  copy  and 
the  place  that  they  came  from  [tendering  paper]. 

(The  list  referred  to  here  is  printed  in  full,  as  follows:) 
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Mr.  Kelley.  Those  securities  amounted  to  $240,000,000  ? 

Mr.  GiLLEN.  I  have  made  a  rough  addition;  they  are  all  itemized 
there;  the  addition  of  $240,000,000  has  been  made"  by  my  secretary 
while  we  have  been  here  this  morning.  There  are  14  pages,  and  there 
are  about  50  items  on  each  one  of  those  pages.  These  securities 
consisted  of  the  mortgages  that  were  taken  back  on  the  shipyard 
plants  of  the  country  for  advances  we  had  made,  of  notes  for  loans 
that  we  had  made  to  contractors,  of  Liberty  bonds  for  purchpses,  of 
Liberty  bonds  that  were  up  behind  bonds  given  for  performance,  and 
securitv  bonds. 

May  I  continue  ? 

Mr.  Kelley.  Yes. 

Mr.  GiLLEN.  There  is  not  much  comment  to  be  made  on  these 
things. 

Mr.  Kelley.  No. 

Mr.  GiLLEN.  They  are  just  outstanding  facts,  and  here  are  the 
physical  records  to  support  them.  Prior  to  Mr.  Tweedale  taking  the 
position  of  treasurer,  the  treasurer's  position  was  a  unique  one  with 
the  fleet.  He  was  merely  an  issurer  of  checks,  and  the  checks  were 
issued,  in  many  cases,  without  his  having  the  proper  supporting  data 
which  a  treasurer  should  have  upon  which  the  checks  were  issued. 

And  in  that  regard  may  I  say  that  from  our  analysis  we  do  not  find 
any  fraud,  and  we  find  that  the  payments  were  made  in  due  course. 
It  was,  as  I  said  this  morning,  that  what  they  were  interested  in  was 

fetting  contracts  for  the  buuding  of  ships,  letting  contracts  for  the 
uilding  of  yards,  letting  contracts  for  equipment;  and  then,  as  men 
came  up  and  needed  the  moneys,  they  would  ask  for  the  moneys 
necessary  to  carry  these  projects  through  under  contract,  and  checks 
would  be  issued.  The  comptroller  of  the  Shipping  Board  handling 
operations  and  the  comptroller  of  the  Emergency  Fleet  handling 
construction  practically  ran  the  financial  part  of  their  two  divisions 
independent  of  the  treasurer.  There  was  no  record  in  the  treasurer's 
oflSce  of  the  $175,000^000;  that  is,  the  cash  and  the  bonds  in  the  hands 
of  operators,  nor  the  many  millions  in  imprest  funds — how  many 
millions  I  don^t  know  what  it  ran  to.  It  must  have  run  them  to  two 
or  three  hundred  millions  of  dollars  of  imprest  funds,  in  the  hands  of 
contractors  carrying  through,  subject  to  contractor's  call,  in  the  ship- 
building districts  of  the  country. 

On  thily  1,  to  show  you  what  the  accounting  and  the  treasurer's 
offices  or — I  will  come  a  bit  further — ^what  the  accounting  and  treas- 
urer's office,  those  two  divisions,  meant;  on  July  1,  1918,  Congress 
passed  a  law  re(}uiring  the  Comptroller  of  the  Treasury  to  make  an 
audit  of  the  Shipping  Board  and  Emergency  Fleet  disbursement  of 
funds  appropriated.  On  August  1,  1919,  Mr.  Alonzo  Tweedale  was 
appointed  treasurer  of  the  Emergency  Fleet.  Up  to  that  time  the  law 
had  not  been  complied  with,  and  not  one  sinrfe  month's  transactions 
from  the  treasurer's  office  had  been  filed  with  Comptroller  Warwick; 
not  one, 

Mr.  Kelley.  That  is  a  year  and  a  half  ? 

Mr.  GiLLEN.  No;  July  1,  1918,  they  passed  the  law. 

Mr.  Kelley.  One  year  ? 

Mr.  GiLLEN.  One  year.  Mr.  Tweedale  started  to  get  up  the  records 
of  his  office,  and  no  man  has  ever  performed  a  large  piece  of  work 
mqre  efficiently,  more  courageously,  than  Mr.  Tweedale.     In  October 
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of  1919;  that  is,  within  less  than  two  months  after  he  took  his  job — 
August  and  September,  a  little  more — ^within  two  months  and  a  half 
he  filed  two  months'  accounts  of  the  Shipping  Board,  under  the  law. 
That  was  for  the  months  of  July  and  August,  1918,  and  every  month 
thereafter  he  filed  two  more  months,  and  on  the  1st  of  November  of 
this  year  he  had  submitted  from  our  records  vouchers  for  audit  of 
$2,700,000,000,  of  which  the  comptroller,  Warwick,  excepted  or  re- 
fused to  pass  $1,500,000,000.  Since  that  time  he  has  passed  or  cleared 
8600,000,000,  leaving  $900,000,000  of  16  months'  accounts,  starting 
with  Julv  1,  1918,  vet  to  be  cleared. 

Mr.  Kelley.  Do  you  mean  1918  instead  of  1919? 

Mr.  GiLLEN.  For  16  months,  beginning  July  1,  1918,  accounts 
have  been  filed.  That  leaves  $2,700,000,000;  $1,500,000,000  he 
refused  to  pass,  and  since  then  they  have  dug  up  the  supporting  data 
from  the  districts.  In  other  words,  Mr.  Tweedale  put  a  force  of  men 
out  in  the  districts  to  get  the  supporting  data  that  the  Treasurer's 
office  should  have  had,  you  see. 

Mr.  Kelley.  That  was  the  reason  they  were  declined  ? 

Mr.  GiLLEN.  They  were  declined,  because  the  supporting  data  was 
not  there.  This  was  due  to  the  bad  condition  of  accounting  that 
was  prevailing,  both  in  the  office  of  the  Comptroller  of  Operations 
and  ComptroUer  of  Construction,  as  well  as  to  the  bad  condition  of 
accounting  in  the  Treasurer's  office.  In  my  judgment  and  in  the 
judgment  of  Mr.  Tweedale  as  expressed — because  before  Judge  Payne 
1  hSd  control  of  this  work  down  below,  working  it  up  for  him — there 
is  no  fraud  or  evidences  of  fraud  in  the  work  ^one  by  the  treasurer 
or  the  treasurer  of  the  Fleet  Corporation  or  of  the  Shipping  Board. 
It  was  again  the  failure  to  go  and  pick  a  big,  outstandmg  man  for 
that  job,  big  enough  to  handle  those  transactions.  You  picked  a 
Franklin  or  a  Raymond,  as  I  said  this  morning,  for  one  line  of  work; 
you  picked  a  Schwab  to  be  your  great  producer,  to  drive  the  pro- 
duction; but  when  you  came  down  to  the  men  who  handled  the 
moneys,  they  were  men  who  had  had  no  experience  in  large  trans- 
actions, no  experience  of  accounting,  no  experience  of  organization — 
the  most  simple  things  necessary  in  a  great  transaction  of  that  kind. 

Mr.  'KELLEt.  Well,  Mr.  Gillen,  if  there  had  been  fraud,  who  could 
have  detected  it  under  such  a  system  as  that? 

Mr.  GiLLEN.  It  would  turn  up  now.  They  could  not  at  the  time; 
no  one  could  have  checked  fraud  during  that  period,  and  the  only 
way  you  coidd  have  checked  the  fraud  would  be  later  on  when  we 
begin  to  coimt  back  and  find  where  the  checks  were  sent  out  on 
account,  and  as  they  were  applied,  because  now  they  are  digging  up 
the  vouchers  from  all  around  the  United  States  to  support  the 
warrants  that  were  issued  at  that  time. 

Mr.  Kelley.  Well,  they  have  found  vouchers  missing  in  large 
mmibers,  Mr.  Gillen,  have  they  not  ? 

Mr.  Gillen.  Vouchers  were  not  always  produced  at  the  time  that 
the  funds  were  paid,  and  pay  roUs,  for  instance,  which  will  never  be 
corrected.  Unaer  the  practice  of  the  United  States  Government  in 
other  departments,  they  must  have  the  name  of  the  man  and  his 
signature,  and  I  think  a  sworn  statement  for  the  payment  of  pay  rolls 
of  Government  fimds.  That  was  never  done  in  the  Emei^ency 
Fleet,  and  no  criticism  can  come  to  the  management  of  the  Emergency 
Fleet  because  of  that,  because  they  accepted  the  usual  practice  of 
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shipyard  builders;  that  is,  the  common  shipyard  builder  practice; 
but  we  have  compelled  them  to  bring  in,  however,  all  of  the  vouch- 
ers produced  in  the  practice  and  imder  the  practice  of  those  men. 

Mr.  Kelley.  I  think  that  we  have  had  testimony  before  this 
committee  that  in  many  yards,  or  in  some  yards  at  least,  the  vouch- 
ers are  missing  entirely. 

Mr.  GiLLEN.  You  can  easily  appreciate — I  never  could  delve  out, 
my  mind  might  comprehend  that  that  could  be  so — possibly  that  is 

{)art  of  the  $900,000,000  that  they  have  not  the  supporting  vouchers 
or.*  There  are  still,  however,  to  be  passed  by  Comptroller  Warwick 
of  the  Treasury  Department,  or  submitted  to  him,  afjproximately 
$900,000,000  more  of  vouchers  under  the  appropriations,  and 
$400,000,000  more  of  the  profits  that  came  from  operations  during 
war  times  of  private  sliips  by  the  Government,  in  other  words, 
about  $l,300,000,t)00  more  vouchers  have  yet  to  come  through  when 
the  transaction  of  building  is  completed.  What  those  will  show,  I 
do  not  think  there  will  be  as  much  trouble  on  those,  because  under 
Mr.  Tweedale's  organization  of  the  Treasurer's  office  and  of  the 
accounting  system  in  the  comptroller's  office,  vouchers  were  begin- 
ning to  be  prepared  after  Judge  Payne  came  in  there.  That  was 
corrected  where  we  could  do  so,  but  with  that  big,  vast  organization 
uncontrolled  and  imorganized  the  effects  of  Judge  Payne's  plans  are 
now  beginning  to  work  out.  They  could  not  work  out  in  a  month 
or  two  months  or  six  months  or  ten  months;  it  took  a  period  in 
those  terrific  transactions  for  the  benefit  to  begin  to  come  out  of  it 
to  the  organization. 

May  I  stop  here  for  a  minute  and  say,  many  times  the  younger 
officials  of  the  corporation,  the  junior  officials  of  the  corporation, 
have  criticized,  during  the  time  I  was  there,  men  higher  up  because 
they  would  find  things,  but  it  must  be  ever  realized  by  this  com- 
mittee that  the  men  higher  up,  running  a  job  of  that  kind,  can  not 
take  care  of  the  detail  outside,  and  can  onlj  correct  by  trying  to 
put  in  an  assistant  to  correct  or  putting  in  prmciples  to  correct. 

Mr.  Kelley.  You  spoke  of  $900,000,000  that  have  not  yet  passed 
the  Treasury  Department. 

Mr.  Gillen.  They  are  there,  but  the  Comptroller  has  not 
passed  them.  They  use  the  words  in  the  Treasury  Department, 
^'  Excepted  to." 

Mr.  Kelley.  Yes;  is  that  a  part  of  the  $1,300,000,000  that  you 
have  mentioned  ? 

Mr.  Gillen.  No. 

Mr.  Kelley.  That  is  in  addition  to  it,  is  it  ? 

Mr.  Gillen.  That  is  in  addition.  Let  me  give  you  the  figures; 
they  run  in  my  mind<  We  have  submitted  $2,700,000,000  and  of 
the  $2,700,000,000  there  are  $900,000,000  that  have  been  excepted 
to  by  Mr.  Warwick.  If  you  will  take  notice — and  this  ran  through 
my  mind  while  I  was  standing  here — your  total  appropriation  was 
$3,400,000,000;  that  will  be.  used  up,  'there  are  $400,000,000  more 
that  came  in  to  us;  that  makes  $3,800,000,000.  Well,  $2,700,000,000 
from  $3,800,000,000,  leaves  $1,100,000,000.  Now  $900,000,000  have 
not  up  to  the  present  time  been  passed,  and  you  have  got  $1,100,- 
000,000 — correcting  my  testimony — still  to  go  through. 

Mr.  Kelley.  Instead  of  $1,300,000,000. 
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Mr.  GiLLEN.  Judge  Payne  realized  that  position  when  he  put  the 
comptroller  in  there,  or  when  he  put  Mr.  Tweedale  in  charge  of  the 
treasurer's  office,  and  when  I  came  there  Mr.  Tweedale  was  com- 
plaining bitterly  that  he  had  no  power,  and  that  the  Comptroller  of 
Operations  and  of  Construction,  which  had  been  merged  as  soon  as 
Judge  Payne  came  there, — he  named  one  comptroller,  Col.  Abadie — 
that  they  were  running  the  finances,  they  were  saying  what  should 
be  done  with  the  finances  of  the  corporation;  and  he  could  not  get 
his  vouchers  up,  and  he  could  not  get  control  under  the  system. 

The  first  week  I  was  there  we  had  a  session  of  Comptrollers  Abadie 
and  Tweedale,  and  at  the  end  of  that  session  it  was  decided  that  we 
would  amend  the  by-laws  of  the  Shipping  Board,  and  the  by-laws  of 
the  Emergency  Fleet  Corporation,  and  we  would  give  to  the  treasurer 
of  the  Fleet  Corporation  and  the*  Shipping  Board  the  natural  and 
ordinary  powers  that  a  treasurer  should  have,  and  take  away  from 
the  comptroller's  division  and  control  over  finances,  and  make  them 
the  chief  bookkeeping  institution  of  the  Shipping  Board  and  of  the 
Emergency  Fleet  Corporation.  I  think  within  10  days  after  I 
arrived  there  the  by-laws  were  amended  and  then  Mr.  Tweedale  as 
treasurer  took  full  control  of  the  finances,  went  over  and' took  charge 
of  these  securities — the  $240,000,000  of  securities — sent  out  word 
everywhere  to  get  a  line  on  the  funds  that  were  in  the  banks  of  the 
United  States,  the  impress  funds  that  belonged  to  the  treasurer, 
and  started  to  get  in  the  $120,000,000,  odd,  that  was  in  the  hands  of 
operators. 

Mr.  Kelley.  Were  these  securities  you  spoke  of  all  put  in  ome 
bank? 

Mr.  GiLLEN.  Things  moved  so  rapidly  there  that  I  can  not  give 
you  the  details.  I  got  there  October  1,  and  afterwards  I  looked  at 
this,  and  Mr.  Tweedale  told  me  what  he  found  after  he  started  to 
look  into  the  situation — ^he  could  not  find  out  where  they  were,  and 
the  then  treasurer — I  think  his  name  was  Reed — did  not  know  where 
they  were.  When  they  hunted  about  they  finally  found  the  resolu- 
tions or  something  stating  that  they  were  over  there  in  Philadelphia. 

There  may  have  been  a  reason  for  their  being  over  in  Philadelphia 
at  this  time,  because  the  Fleet  Corporation  had  moved  over  to  Phila- 
delphia, and  it  was  the  big  disbursing  body,  the  one  creating  these 
securities.  It  is  possible  that  the  men  there  in  Philadelphia,  creating 
these  securities  in  behalf  of  the  Government  as  against  loans,  put  all 
of  them  in  this  Philadelphia  bank.  Let  us  see  what  this  sheet  says 
here: 

United  States  Shipping  Board  Emergency  Fleet  Corporation.  Securities  and 
valuable  papers  deposited  at  Girard  Trust  Co.,  Philadelphia,  Pa. 

The  point  I  make  is  this,  that  it  makes  no  difference  where  they 
were  created ;  they  belonged  to  the  treasurer  of  the  J^'leet  Corporation 
or  the  treasurer  of  the  Shipping  Board,  as  they  were  the  securities  of 
one  or  the  other  of  those  two  corporations;  that  there  was  no  control 
over  them,  and  that  somebody  in  the  comptroller's  office  or  some 
other  division  of  the  Fleet  was  taking  care  of  that  which  belonged  to 
the  treasurer,  and  we  had  no  accounting.  They  were  not  in  our 
books. 

That  is  all  I  have  to  say  about  the  treasurer.  If  you  are  going  to 
ask  me  any  questions  on  that  before  I  (^o  to  the  next  subject  I  would 
prefer  that  you  ask  them  now. 
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Mr.  Kelley.  Mr.  Gillen,  who  was  R.  W.  Boiling? 

Mr.  Gillen.  Mr.  Boiling  is  the  present  treasurer  of  the  Fleet 
Corporation.  He  was  an  assistant  to  Mr.  Tweedale,  and  when  Mr. 
Tweedale  went  over  to  the  comptroller's  division,  it  was  thought 
wise  not  to  break  up  the  organization,  but  to  have  the  man  who  was 
trained  in  Mr.  Tweedale's  mehods,  to  be  there,  and  also  to  have 
someone  who  would  not  interfere  with  Mr.  Tweedale;  for  we  felt 
that  Mr.  Tweedale  must  have  in  the  main  control  over  the  accoimting^ 
right  straight  through,  because  of  his  experience  and  his  ability. 

The  Chairman.  Mr.  Steele,  have  you  any  further  questions  ? 

Mr.  Steele.  Just  with  reference  to  the  treasurer's  account.  Those 
securities  were  deposited  with  the  Girard  Trust  Company  in  Philadel- 
phia. At  that  time  the  Emergency  Fleet  Corporation  nad  its  offices, 
m  Philadelphia,  had  it  not  ? 

Mr.  Gillen.  Yes,  sir. 

Mr.  Steele.  Do  you  know  under  what  authority  they  were  de- 
posited with  the  Girard  Trust  Company? 

Mr.  Gillen.  I  do  not. 

Mr.  Steele.  Was  there  a  resolution  of  the  Emergency  Fleet  Cor- 
poration to  deposit  them  there  ? 

Mr.  Gillen.  There  may  have  been. 

Mr.  Steele.  You  have  no  direct  knowledge  on  that  subject  ? 

Mr.  Gillen.  I  have  not.  You  can  get  the  exact  transactions  from 
Mr.  Tweedale  when  you  want  to  investigate  as  to  that. 

Mr.  Steele.  The  Girard  Trust  Company  is  the  largest  trust  com- 
pany in  Philadelphia,  is  it  not,  and  located  very  close  to  where  the 
office  of  the  Emergency  Fleet  Corporation  was  located  ? 

Mr.  Gillen.  Yes,  sir. 

Mr.  Steele.  And  your  criticism  of  this  is  that  there  should  have 
been  a  record  at  Wasnington  as  well  as  in  Philadelphia  ? 

Mr.  Gillen.  No;  that  is  not  my  criticism.  My  criticism  is  that 
the  treasurer  of  the  Emergency  Fleet  Coorporation  neither  had  a 
record  of  it  nor  did  he  have  control  of  it,  nor  aid  the  books  of  the  cor- 
poration show  what  they  were  in  amount  nor  where  they  were. 

Mr.  Steele.  Did  you  check  up  these  securities  there  ? 

Mr.  Gillen.  I  did  not  personally,  but  Mr.  Tweedale  did. 

Mr.  Steele.  Was  this  checking  up  of  these  securities  supported 
by  any  record  evidence  that  you  had  f  Was  it  supported  by  any  rec- 
ord evidence  that  this  list  was  a  correct  list  of  the  securities  on  hand  ? 

Mr.  Gillen.  This  list  was  made  by  Mr.  Tweedale  when  he  went 
over  there. 

Mr.  Steele.  Yes.  Now,  when  Mr.  Tweedale  went  over  the  list 
of  securities,  was  it  a  complete  list  or  were  there  any  securities 
missing? 

Mr.  Gillen.  You  are  asking  me  a  question  about  something  I  do 
not  know  a  thing  "about.  But  I  can  answer  it  this  way.  If  I  had 
gone  up,  as  I  did  to.  the  banks  in  New  York,  to  find  out  what  cash 
there  was  in  the  bank,  and  if  I  found  out  there  was  so  much  cash  in 
the  banks  up  there  I  would  not  know  whether  it  was  all  the  cash  that 
ought  to  be  there  or  not.  We  do  know  this,  that  later  on  other  securi- 
ties were  found  that  belonged  to  the  Shipping  Board  and  the  Emer- 
gency Fleet  Corporation. 

Mr.  Steele.  Where  were  they  found  ? 
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Mr.  GiLLEN.  I  could  not  tell  you  as  to  that.  That  is  a  very  small 
detail,  however,  compared  with  the  work  we  are  doing.  That  may 
not  seem  to  be  a  very  fair  answer,  but  when  you  are  playing  with  the 
things  that  some  of  us  were — we  never  got  a  chance  to  get  into  that. 

Mr.  Steele.  What  was  the  nature  of  the  securities  found  outside 
of  the  Girard  Trust  Co.  ? 

Mr.  GiLLEN.  I  imagine  they  would  be  of  the  same  nature. 

Mr.  Steele.  I  am  inquiring  particularly  as  to  the  amount  of  them  ? 

Mr.  GiLLEN  You  see,  I  am  now  testifying  as  to  what  I  think  and 
what  I  have  heard  in  that  particular  matter. 

Mr.  Steele.  You  have  no  personal  knowledge  ? 

Mr.  GiLLEN.  I  have  no  personal  knowledge.  If  you  want  to  go 
into  this,  get  Mr.  Tweedale  and  he  will  give  you  the  facts. 

Mr.  Kelley.  With  this  sort  of  arrangement  it  was  always  possible 
that  the  Fleet  Corporation  would  be  up  against  exactly  the  same 
proposition  as  to  these  securities  that  you  were  up  against  as  to  the 
money  ?     It  may  have  been  all  there  or  it  may  not  have  been  ? . 

Mr.  GiLLEX.  The  same  thing.  And  when  you  are  playing  with 
millions  you  have  got  to  have  some  control,  and  when  you  are  playing 
with  billions  you  need  a  bigger  control. 

Mr.  Kelley.  Is  it  not  an  unheard-of  thing  for  one  agency  of  any 
great  organization  to  have  full  control  of  money  or  securities  without 
some  other  agency  of  the  same  organization  checking  them  over  and 
keeping  track  of  them?  If  you  wanted  to  encourage  crookedness 
what  better  system  could  you  inaugurate  than  to  have  just  one 
agency  of  a  great  oi^ganization  fully  responsible  for  the  money  without 
any  other  agency,  like  the  treasurer,  checking  it  up  ? 

Mr.  GiLLEN.  The  fact  is  that  mth  proper  control  on  the  part  of  the 
auditor  or  bookkeeping  department,  and  with  the  treasurer  having 
the  securities,  you  stop  not  only  all  kinds  of  fraud  but  you  also  see  that 
the  contractual  relations  that  the  Government  has  entered  into  are 
carried  out  in  accordance  with  the  securities  that  are  issued.  And  you 
can  not.  permit  the  securities  of  the  corporation  to  be  under  the  con- 
trol or  in  the  possession  of  anyone  else  except  the  treasurer  of  the  cor- 
poration. As  to  whether  fraud  could  occur,  of  course,  that  is  just 
a  hypothesis.     We  had  some  crooked  men  there,  of  course. 

Sfr.  Kelley.  These  mortgages  were  given  for  the  protection  of  the 
Government  of  course  ? 

Mr.  GiLLEN.  Yes,  sir. 

Mr.  Kelley.  And  the  fact  is  that  those  agencies  of  the  Government 
which  would  be  called  upon  to  protect  the  Sovemment  did  not  know 
they  had  the  mortgages  ? 

Wr.  GiLLEN.  Not  only  that,  but  we  will  assume,  as  was  the  case  in 
these  other  instances,  that  mortgage  notes  became  due,  or  that  there 
were  indoi'sements  on  these  mortgage  notes ;  it  would  fail  because 
of  notice,  unless  the  treasurer  had  it  charted  -and  so  that  he  knc  at  the 
transactions.  You  can  see  what  would  intervene.  I  do  not  know 
exactly  but  it  was  reported  many  tinier  where  checks  would  be  cashed 
after  a  long  period,  or  where  notes  were  overdue  where  the  parties 
were  able  to  take  care  of  them  and  wliere  they  were  not  collected  for  a 
long  period,  because  the  obligations  were  not  charted,  where  the  right 
man  m  control  could  have  collected  these  moneys. 

Mr.  Steele.  These  securities  were  deposited  with  the  Girard  Trust 
Company  simply  for  the  purpose  of  safekeeping,  were  they  not  ? 
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Mr.  GiLLEX.  I  would  imagine  that  is  so,  and  the  bank  was  a  good 
bank. 

Mr.  Steele.  No  better  in  Philadelphia. 

Mr.  Gtllex.  No  better  in  Philadelphia  nor  in  America. 

Mr.  Steele.  And  they  were  placea  in  a  separate  box  in  the  deposit 
vault,  under  the  control  of  the  Heet  Corporation,  were  they  not? 

Mr.  GiLLEx.  I  suppose  the  usual  practice  obtained;  t  have  no 
knowledge  of  that.  Anything  that  tne  trust  company  got  from  us 
they  took  care  of,  and  without  a  question  we  got  every  bit  of  it  back. 

Mr.  Steele.  That  covers  v/hat  I  wanted  to  ask. 

Mr.  Kelley.  I  was  not  quite  sure  this  morning  whether  I  under- 
stood you  correctly  as  to  the  practice  of  the  bureau  of  construction 
in  the  matter  of  making  an  inventory  of  material  on  hand  in  the  case 
of  these  requisitioned  ships. 

Mr.  GiLLEX.  They  did  not  make  one  at  the  time  the  reouisition 
order  was  given,  and  it  was  some  months  afterwards,  when  Mr.  Brill, 
a  very  .high  grade  and  efficient  engineer,  went  over  these  different 
shipyards  and  made  wnat  we  called  the  Brill  report  on  those  ship- 
yards  

Mr.  Kelley.  Well,  after  months  had  elapsed  you  nad  to  take  the 
word 

Mr.  GiLLEX.  Physical  conditions  had  materially  changed. 

Mr.  Kelley.  You  had  to  take  the  word  of  the  contractor? 

Mr.  GiLLEX.  Yes,  sir;  in  a  way.  We  had  moved  things  out,  or 
we  had  sold  scrap,  or  any  number  of  things.  If  we  had  been  negligent 
there  was  no  way  to  check  it. 

Mr.  Kelley.  In  addition  to  that,  vou  had  in  manv  cases  furnished 
further  material  for  the  finishing  of  those  ships? 

Mr.  GiLLEX.  Oh,  yes:  those  were  added  to  it.  That  is  why  you 
could  not  tell.  And  when  we  finally  came  to  make  a  settlement, 
since  ttiere  was  no  inventories,  he  would  turn  over  what  was  left  on 
hand,  and  there  was  no  way  of  checking  what  was  ours  and  what  was 
his.  However,  in  the  main,  I,  do  riot  Uiink  there  has  been  fraud  on 
the  part  of  the  shipbuilders  of  America  from  what  I  have  seen  of 
them.  The  only  thing  the}-  did  was  that  they  got  very  good  profits 
in  certain  cases,  but  T  do  not  think  there  has  been  outstanding  fraud 
on  the  part  of  the  shipbuilders  of  .Vmerica,  in  the  performance  of  their 
contracts.  That  is  my  judgment  after  settling  many,  many  cases 
here  and  there,  where  we  have  men  in  failing  financial  condition  and 
men  who  had  never  had  any  experience  in  building  and  wiio  became 
involved.  They  made  turns  that  possiblv  were  wrong.  But  I  want 
to  say  for  the  American  shipbuilders,  as  1  saw  their  work,  that  I  do 
not  believe  they  practiced  any  intentional  fraud  in  their  contracts. 

Mr.  Kelley.  Well,  as  to  any  settlement  that  was  made  before 
the  time  that  you  had  these  inventories  prepared  the  best  they  could 
be  prepared  at  that  time,  on  what  possiole  basis  could  such  a  settle- 
ment be  negotiated  even  ? 

Mr.  GiLLEN.  The  failure  to  make  the  inventories  at  the  time  they 
should  have  been  made — that  failure  having  once  intervened,  it  is 
here  to-day.  Judge  Payne  made  settlements,  and  all  of  them  with 
that  condition  intervening.  It  rained  yesterday,  and  you  can  not 
change  that  condition  to-day. 

Mr.  Kelley.  I  know,  but  you  went  ahead  and  made  the  -best 
^irrangement  you  could.  You  found  that  situation  as  best  you 
XJould  ? 
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Mr.  GiLLEN.  Yes,  sir. 

Mr.  Kelley.  And  then  you  use  that  as  a  basis  for  future  settle- 
ments % 

Mr.  GiLLEN.  Yes,  sir. 

Mr.  Kelley.  But  what  I  am  getting  at  is,  what  was  used  as  the 
basis  for  settlements  made  prior  to  the  time  you  went  in  there? 

Mr.  GiLLEN.  I  think  that  in  the  main  the  cancellation  and  con- 
struction claims  board  at  Philadelphia  did  the  best  they  could.  In 
other  words,  they  used  methods  in  connection  with  construction 
claims  much  the  same  as  were  used  in  Judge  Payne's  term,  namely, 
to  send  out  men  into  the  yard  and  check  the  books  in  the  yard,  plus 
what  we  had  on  our  own  books.  And  that  is  what  we  have  had  to  do 
in  the  settlement  of  claims  since  that  time. 

Mr.  Kelley.  Now,  in  the  case  of  these  Norwegian  ships  that  you 
spoke  of  this  mominjg,  on  what  possible  basis  could  those  claims  have 
been  settled  ? 

Mr.  GiLLEN.  That,  as  I  stated  before,  was  settled  without  sending 
any  men — the  construction  and  claims  board  had  nothing  to  do  with 
that. 

Mr.  Kelley.  That  is  what  I  am  getting  at. 

Mr.  GiLLEN.  That  was  done  down  at  Washington  by  the  Shipping 
Board  and  the  Emergency  Fleet  Corporation. 

Mr.  Kelley.  And  without  an  inventory  and  without  this  supple- 
mentary inventory  which  was  later  taken  ? 

Mr.  GiLLEN.  And  without  an  audit  of  the  yards  where  these  con- 
tracts were  had. 

Mr.  Kelley.  Now,  my  question  is,  on  what  probable  basis  could 
that  settlement  have  been  reached  except  on  a  mere  guess? 

Mr.  GiLLEN.  1  used  this  morning  the  term  ''horse  trading."  It  is 
horse  trading  without  seeing  the  other  fellow's  horse,  in  that  case. 

Mr.  Kelley.  You  mean  by  that  that  the  claimant  simply  puts 
his  claim  as  high  as  he  sees  fit,  and  then  takes  less  ? 

Mr.  GiLLEN.  I  mean  to  say,  in  reference  to  that  Norwegian  claim, 
that  the  Norwegians  put  it  at  $42,000,000,  and  they  traded  with 
Robert  Dean,  representing  the  Shipping  Board,  as  one  of  the  attor- 
neys, and  Mr.  Stevens,  a  commissioner — both  men  absolutely  100 
per  cent  honest  and  conscientious,  but  neither  one  of  them  knowing 
the  principles  controlling  the  settlement  of  requisition  cases,  and 
neither  one  of  them  understanding  accoxmting,  and  neither  one  of  them 
having  what  I  call  the  resistance  that  is  necessary  for  men  to  handle 
big  matters  and  settle  them.  In  other  words,  the  Norwegions  and 
their  attorneys  put  it  absolutely  over  on  these  two  men  to  the  tune  of 
$22,000,000.     That  is  what  I  mean. 

And  they  were  up  before  the  board  also;  the  board  sat  in  session 
a  number  of  times  on  this  matter.  There  is  no  personal  criticism, 
mark  you,  in  anything  I  say  here,  or  a  suggestion  of  motive  of  fraud 
or  n^ligence.  I  mean  negligence  so  far  as  hours  of  work  are  concerned. 
All  of  the  men  I  have  mentioned  have  been  hard-working  men,  mighty 
hard-working  men. 

Mr.  Kelley.  Nearly  all  of  these  foreign  contracts  that  were  placed 
in  our  yards  before  the  war  were  at  a  fair  price  for  tonnage  ? 

Mr.  Gn^LEN.  It  all  depends  on  what  you  call  a  fair  price.  If  you 
go  back  to  1914,  cargo  boats  of  $65  would  have  been  a  good  price, 
and  tankers  at  $70  per  dead-weight  ton  would  have  been  a  good  price. 
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In  1915  and  1916,  when  these  contracts  were  placed,  they  were  placed 
at  a  considerable  increase  over  that.  As  compared  with  8300  a  dead- 
weight ton,  which  was  the  prevailing  price  when  our  country  went 
to  war,  they  were  placed  at  a  fair  price,  because  this  was  the  only 
open  market  in  the  world  to  build  ships  in  before  we  went  to  war. 

Mr.  Kelley.  These  Norwegian  contracts  then  probably  were  placed 
along  about  the  time  we  went  to  war,  or  a  little  before  ? 

Mr.  GiLLEN.  A  little  before.  You  can  tell  from  the  percentage. 
Here  is  the  second  set  of  claims;  it  is  just  like  the  first  set  as  to  time 
(consulting  document  previously  submitted).  Well,  no;  this  is 
worse.  Here  in  the  second  group,  where  these  fellows  were  asking  for 
$14,000,000  plus  on  contract  No.  1,  they  only  had  $67,000  worth  of 
material  in  the  yards.  In  No.  2  they  had  none.  No.  3,  none.  No.  4^ 
they  had  $88,560.  No.  5,  none.  On  No.  6,  an  8,800-ton  boat, 
they  had  $868,000.     Nos.  7,  8,  9,  10, 11, 12, 13, 14,  and  15,  none. 

They  had  made  progress  payments,  however,  to  the  owners  on 
account  of  the  contract  of  $2,381,000.  We  said,  **A11  right,  we  will 
pay  you  back  the  money  you  have  paid.'^  But  they  did  not  have — 
for  instance,  if  we  had  settled  on  their  demands  on  Contract  No.  15, 
there  was  no  material  in  the  yards.  They  had  paid  $21,875,  and  they 
were  asking  us  for  $567,000,  for  nothing  but  water  or  air,  whatever 
you  want  to  call  it,  without  a  dollar's  worth  of  material  in  the  yard. 
And  yet  Commissioner  Stevens  wrote  a  letter  and  said  he  would  settle 
on  the  same  fair  terms  as  he  had  settled  the  other  claims.  We  had 
considerable  friction  in  reference  to  that. 

Now  if  you  will  take  the  other  group  you  can  go  down  and  get  the 
amoimt  oi  material  that  was  there  just  the  same  as  in  this  group. 

Mr.  Kelley.  That  answers  what  I  had  in  mind.  Now,  the  war 
ended  on  November  11,  1918,  and  you  went  in  there  the  1st  of 
October,  1919,  almost  a  year  later.  I  ask  you,  Mr.  Gillen,  whether 
or  not  in  your  judgment,  with  business  men  of  just  ordinary  capacity 
and  ordinary  experience,  to  say  nothing  of  the  type  of  men  who  ought 
to  handle  a  great  enterprise  of  this  kind — ^whether  or  not  time  enough 
had  not  elapsed  to  have  perfected  an  organization  by  the  time  you  got 
in  there,  and  to  have  perfected  all  this  situation  which  you  have 
detailed  to  the  committee  here  to-day  ? 

Mr.  Gillen  It  is  hardly  a  fair  question,  but  I  will  endeavor  to 
answer  it.  Unless  a  man  went  in  there  of  Judge  Payne's  type,  a  man 
who  could  rise  above  the  demands  of  people  who  came  to  see  him 
during  the  day,  a  man  who  would  say, '  'This  is  an  awful  mess ;  I  have 
got  to  get  somebody  in  here  to  find  out  what  all  this  is  about;"  unless 
ne  could  rise  above  the  detail  of  any  single  thing,  even  if  it  was 
$25,000,000,  unless  you  had  a  man  that  could  aeroplane  the  lines  so 
that  he  could  get  the  big  reflections,  he  would  be  so  tied  up  with  the 
things  that  would  be  pressing  him  that  he  could  not  get  out  to  the 
yar(fe.     I  think  that  answers  your  question. 

Mr.  Kelley.  Well,  it  does  not  just  answer  it  exactly. 

Mr.  Gillen.  I  do  not  think  I  can  answer  it  the  way  you  want  it. 

Mr.  Kelley.  Suppose  there  was  a  private  project  of  this  same 
magnitude  and  men  who  were  competent  to  handle  it,  such  as  private 
capital  would  require,  how  long  would  it  reasonably  have  teScen  to 
have  perfected  an  organization  \raich  could  have  obviated  the  situation 
which  you  have  detailed  to  the  committee  here  to-day  ? 
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iir.  GiLLEN.  If  you  had  the  right  kind  of  man  on  that  job,  and  then 
if  you  would  put  alongside  of  him  six  more  men  of  the  type,  say,  of 
Gary — six  of  them,  so  you  could  divide  it  up — ^you  mi^ht  in  five  or 
six  months  make  a  long  move  ahead.  But  you  would  need  six  of 
them. 

Mr.  Kblley.  Suppose  the  right  kind  of  man  had  been  appointed 
in  the  banning.  How  lon^  would  it  have  taken  to  have  perfected  an 
organization  such  as  would  have  obviated  this  situation  which  you 
have  detailed  here  to-day  ? 

Mr.  GiULEN.  If  you  had  had  that  type  of  man  in  the  beginning, 
you  would  not  have  had  the  trouble  on  your  wood  ship  program 
versus  steel;  you  would  not  have  had  all  of  the  troubles  that  nave 
ensued  because  of  failure  of  accounting  and  failure  to  make  contracts 
that  could  have  been  audited  out  simply.  If  you  have  the  richt  type 
of  man — I  do  not  say  that  you  neea  to  give  an  Ajnerican  Dusiness 
man  of  the  high  type  a  university  education  in  handling  three 
billions  of  dollars,  and  let  him  get  it  all  mixed  up  in  order  the  next 
time  toget  it  right. 

Mr.  l^LLET.  Has  not  the  situation  vou  have  detailed  to  the  com- 
mittee proven  conclusively  that  the  right  type  of  man  did  not  precede 
Judge  Payne  on  this  board  *  .  .  . 

}Sr,  GiLLEN.  I  do  not  think  that  is  a  fair  question.  You  are  asking 
me  to  pass  upon  the  President's  appointments,  and  he  has  seen  fit  to 
honor  me  witn  an  appointment,  and  I  do  not  -think  it  is  fair  to  ask  me 
to  pass  upon  it. 

Mr.  Kelley.  You  did  not  accept  the  appointment  ?    . 

Mr.  GiLLEN.  That  does  not  make  any  diiference;  I  am  an  honorable 
gentleman,  and  I  am  a  Republican,  too.  [Laughter.]  I  do  not  think 
that  is  a  fair  question. 

Mr.  Kelley.  I  will  ask  you  the  question  this  way 

'Sir.  GiLLEN.  No;  I  am  going  to  answer  it.  I  have  stated  to  the 
next  President  of  the  United  States,  Mr.  Harding,  that  the  administra- 
tion of  our  Government,  not  only  the  Shipping  Board  but  the  other 
large  administrative  jobs  of  the  Government,  should  have  men  in 
them  of  known  administrative  ability,  because  they  are  the  biggest 
jobs  in  the  United  States.  I  said  that  I  believed  it  was  the  duty  of 
the  President  of  the  United  States  to  say  to  the  Senate  committees, 
who  pass  on  these  nominations,  *' You  have  just  as  much  responsibility 
in  these  appointments  as  I  have,  and  you  snould  no  longer  accept  my 
nominees.  It  is  your  duty  to  say  whether  or  not  I  have  selected  men 
of  the  qualifications  to  hold  those  jobs.  You  have  just  as  much  that 
duty,  members  of  the  different  Senate  committees,  to  do  that  as  you 
have  to  pass  upon  a  treaty.''  And  when  the  American  people  put 
that  responsibihty  upon  the  committees  of  the  Senate  of  the  United 
States  we  wiU  bc^in  to  get  good  government  here,  and  until  it  is  done 
we  will  have  political  appointments  whether  under  a  Democratic  ad- 
ministration or  a  RepuDUcan  administration. 

Another  thing  that  must  be  done  in  this  country — make  the 
Senate  take  its  mil  responsibility  and  not  have  the  President  of  the 
United  States  feel  hurt  when  it  acts.  If  the  President  selects  for  a 
great  administrative  duty  like  the  Shipping  Board,  which  requires 
the  highest  type  of  business  administration,  some  man  that  has  been 
getting  $3,000  to  $4,000  a  year,  running  a  small  line  of  business  over 
m  my  State  of  Wisconsin,  then  the  Senate  Committee  on  Commerce 
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should  say  no  and  the  President  should  permit  them  to  say  no. 
The  trouble  with  our  country  is  too  many  politicians  in  the  big 
administrative  jobs,  and  it  is  not  the  Democratic  administration  any 
more  than  the  Kepublican  administration.  Some  of  them  get  more, 
some  less. 

Mr.  Kelley.  Let  me  put  the  question  hypothetically.  Suppose 
it  developed  that  the  chief  of  operations  of  this  fleet  of  1,200  snips 
belongii^  to  the  United  States  Government  so  conducted  the  aflFanrs 
of  his  office  that  he  had  not  made  any  settlement  with  these  corpora- 
tions for  two  years  and  did  not  know  whether  the  Government  had 
made  any  money  upon  its  ships  or  not;  that  he  did  not  even  know 
whether  the  earnings  of  his  ships  were  deposited  or  how  much  there 
was  of  them,  so  that  there  was  $175,000,000  lying  around  at  various 
places  which  the  Government  did  not  know  about,  would  you  say 
that  a  man  of  that  kind  was  competent  to  be  the  head  of  the  bureau 
of  operations  ? 

Mr.  GiLLEN.  If  he  had  a  board  of  directors  who  had  the  primary 
responsibility  and  they  hired  him  and  if  he  had  a  board  of  directors 
who  gave  him  the  proper  accounting,  then  I  would  say  that  he  should 
not  hold  that  job.  But  I  will  say  something  further  in  reference  to 
that.  As  the  men  who  were  on.  the  board  of  directors  in  this  particular 
instance  did  not  know  and  he  ought  to  have  known,  because  he  was 
a  high  man  in  that  line  of  business,  he  had  a  greater  duty  to  perform, 
and  that  was  to  go  to  that  board  of  dirctors  and  say:  ''It  is  your 
duty  to  collect  mese  moneys.  I  have  to  have  statements  upon 
which  I  can  operate.  Here  is  the  way  I  do  it  in  my  own  business 
and  you  must  do  that,  and  then  we  can  have  an  accounting."  That 
was  nis  duty  and  if  he  did  not  perform  that  duty  then  that  is  a 
criticism  that  history  must  pass  on  him.  I  do  not  care  to  do  so 
personally.  Because  it  is  conceded  that  he  was  a  big  outstanding 
shipping  man,  the  president  of  a  great  line,  and  had  grown  up  in  the 
business,  it  is  also  conceded  that  few  men  on  the  Shipping  Board 
and  the  Emergency  Fleet  Corporation  had  anv  knowledge  of  com- 
mercial accounting.  My  department,  if  I  had  charge  of  it,  would  not 
fail  because  of  other  departments  or  else  I  would  get  out. 

Mr.  Kelley.  Then  if  the  members  of  the  board  had  been  thoroughlv 
competent  to  perform  the  service  for  which  they  were  appointed, 
they  would  have  discharged  the  chief  of  the  division  of  operations 
when  this  state  of  affairs  came  to  their  attention.     Is  that  it  ? 

Mr.  GiLLEN.  No.  He  could  stay  on  his  job  and  say,  ''Gentlemen, 
furnish  me  with  these  statements " 

Mr.  Kelley.  Suppose  you  ha;d  accepted  a  position  on  this  board 
yourself,  and  this  situation  developed  to  the  chief  of  operations  and 
you  discovered  this  condition.  How  long  would  it  be  before  you 
would  demand  his  resignation? 

Mr.  GiLLEN.  That  is  too  hypothetical,  Mr.  Kelley.  You  have 
my  reflections  on  that;  why  ask  me  to  pass  on  something  else? 

Mr.  Kelley.  That  is  all,  Mr.  Chairman. 

Mr.  Steele.  I  have  nothing  further. 

The  Chairman.  Mr.  Gillen,  I  think  you  appreciate  that  this 
committee  is  attempting  to  secure  the  facts. 

Mr.  Gillen.  Yes,  sir. 

The  Chairman.  And  you  have  given  us  the  facts,  showing  us  the 
conditions  that  existed  in  the  accounting  department  and  the  treasury 
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department,  and  with  respect  to  construction  and  operations  and 
repairs  shortly  after  Judge Tayne  took  office,  have  jon  not? 

Mr.  GiLLEN.  I  have  not  treated  the  construction  and  repairs, 
except  so  far  as  they  were  reflected  by  accounting,  because  I  had 
nothing  to  do  with  construction  or  repairs. 

Tlie  Chairman.  I  mq^ii  with  reference  to  accounting. 

Mr.  G11.LEN.  Yes.  - 

The  Chairman.  Now,  with  this  condition  prevailing  and  it  having 
prevailed  since  the  organization  of  the  Emergency  Fleet  Corporation, 
can  you  state  to  the  committee  how  the  Shipping  Board  or  the  Fleet 
Corporation  could  possibly  pass  upon  or  inaugurate  great  pohcies 
affecting  the  shipping  of  the  country  and  its  construction  program 
and  the  operation  of  these  ships  so  that  the  Government  would  be 
functioning  in  a  manner  beneficial  to  its  merchant  marine  ? 

Mr.  GiLLEN.  Thev  could  not  do  so. 

The  Chairman.  And  even  though  you  have  stated  that  you  found 
no  evidence  of  fraud  or  corruption  on  the  part  of  any  of  the  Govern- 
ment oflBlcials,  or  on  the  part  of  the  American  shipbuilders,  when  you 
came  to  analyze  the  situation  October  1,  1919,  and  subsequently, 
would  not  the  condition  which  you  found  at  that  time  have  been 
such  as  to  make  it  extremely  difficult  to  ascertain  if  there  had  been 
fraud  months  earlier  ? 

Mr.  GiLLEN.  It  would  be  almost  impossible  to  find  if  fraud  had 
been  committed  outside  of  the  corporation,  except  only  as  it  would 
be  reflected  in  vouchers  that  passed — ^fraud  in  contracts.  For 
instance,  it  gave  the  greatest  opportunity  in  the  world  for  contractors, 
purchasers  of  ships,  and  operators  asking  for  allocations,  to  come 
down,  and  make  a  special  plea  and  get  special  consideration,  because 
accounting  and  principles  have  not  been  established.  It  left  the 
door  wide  open  to  it. 

The  Chairman.  I  think  you  «tated  that  the  American  shipbuilders 
during  this  construction  program,  in  many  instances,  received  large 
profits  ?     Is  that  so  ? 

Mr.  GiLLEN.  I  think  they  did. 

The  Chairman.  With  the  system  of  accounting,  or  lack  of  system 
of  accounting,  which  had  prevailed  since  1917  to  October  1,  1919, 
was  the  Shipping  Board  or  its  officers  in  a  position  to  ascertain  how 
much  the  profits  of  these  shipbuilders  were  or  whether  they  were 
inordinately  large  or  not,  after  the  contracts  had  been  awarded  and 
the  materials  furnished  ? 

Mr.  GiLLEN.  They  were  not,  onlv  so  far  as  it  was  reflected  on  the 
shipbuilders'  recoids.  But  may  1  say  this,  so  that  your  quastion 
will  not  tie  me  on  what  I  have  to  say  on  the  profits  to  shipbuilders? 
When  you  say  '^inordinate  profits,'*  the  inordinate  profits  that  were 
made  here  and  there  by  the  shipbuilders  were  due  to  the  method  of 
accounting,  and  accounting  would  not  have  aided  that  to  any  great 
extent.  It  was  the  failure  in  the  early  history  of  the  Board  to  under- 
stand the  underlying  principles  and  to  make  the  contractors  accept 
those  underlying  principles  which  would  have  protected  the  Govern- 
ment in  reference  to  cost. 

That  is  cost-plus,  and  if  you  want  that  to  come  in  here  now,  I  will 
discuss  it. 

The  Chairman.  Well,  I  will  ask  you  about  that  later. 
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Now,  I  wish  to  ask  you  with  reference  to  ships  operating  on  the 
high  seas,  which  were  requisitioned,  as  to  whether  they  were  receiving 
unusually  high  freight  rates — ^well,  commandeering  is  the  term 
used — and  what  the  fixed  rental  was,  and  how  the  value  had  been 
fixed  and  what  the  situation  with  reference  to  those  ships  com- 
mandeered upon  the  high  seas  was,  passenger  and  ca^go  ships,  wood 
and  steel,  and  tankers. 

Mr.  GiLLEN.  The  World  War  started  on  Saturday,  August  1,  1914. 
Prior  to  that  time  the  shipping  tonnage  of  the  world  was  low  in 
value  and  low  in  profit.  It  nadgone  throurfi  a  period  of  what  you 
might  call  the  hard  financial  conditions.  They  were  not  making 
much  money,  generally,  across  the  wo:ld.  With  the  starting  of  the 
war,  and  especially  after -the  submarine  warfare  started,  after  sub- 
marines started  to  operate,  the  tonnage  became  lessened  and  the 
demand  became  great  for  the  cause  of  the  Allies.  And  as  the  tonnage 
lessened,  the  tonnage  itself  increased  in  value,  and  f i  eight  rates  went 
up  because  of  the  risks  involved  and  the  short  supply  of  ships.  Then, 
too,  the  only  real  big  building  markets  in  the  world  were  Germany, 
and  she  was  shut  off;  Great  Britain,  tied  up  with  her  own  war  neces- 
sities, the  Navy,  had  to  take  ca^e  of  decreased  tonnage;  the  United 
States  and  Japan.  Japan  had  no  steel.  So  that  tonnage  went  up 
in  value  from  $65  per  dead  weight  ton  for  cargo  boats  and  $71  o;  $72 
per  ton  for  tankers,  by  almost  leaps  and  bounds. 

The  Chairman.  The  values  went  up  very  fast. 

Mr.  GiLLEN.  Yes,  sir.  I  think  I  have  some  figures  here  that  will 
cover  that  and  can  give  them  to  you  exactly.  (After  looking  over 
papers)  I  find  I  was  wrong  on  the  figures  I  gave  you.     Up  to  March, 

1915,  the  tanker  prices  were  $75  per  dead  weight  ton,  brand  new,  and 
cargo  boats  $65  per  dead  weight  ton.     From  March  1915,  to  March, 

1916,  prices  had  gone  up  for  tankers  to  $125  per  dead  weight  ton  and 
cargo  boats  to  $110  per  dead  weight  ton.  From  March,  1916,  to 
April,  1917,  new  tonnage  tankers  went  to  $170  per  dead  weight  ton 
in  this  country,  and  caigo  boats  to  $156  per  dead  weight  ton.  These 
figures  are  taken  from  actual  contracts  placed  in  the  United  States. 

Now,  when  we  went  to  war,  the  great  percentage  of  the  fleet  under 
the  American  flag  was  old  time  tonnage  that  had  been  built,  I  dare 
say  80  per  cent  of  it,  at  less  than  $100  per  dead  weight  ton.  And 
by  the  time  we  got  into  the  war,  freight  rates  had  soared,  they  had 
gone  up  to  unheard  of  prices.  When  we  entered  the  war,  or  just 
about  when  we  entered  the  war,  some  men  got  freights  at  $200  per 
ton,  and  particular  voyages,  to  dangerous  localities,  involved  high 
insurance  rates,  and  other  conditions  ensued;  but  the  rates  had 
gone  very  high. 

The  boats  that  were  being  operated  and  owned  by  American  ship 
owners  were  making  terrific  profits.  So  when  we  went  to  war — 
allow  me  to  go  back  just  a  minute:  That  was  equally  true  of  munition 
majiers  in  America.  They  were  making  terrific  profits  out  of  Russian, 
French,  Italian,  and  British  contracts.  The  meat  industry,  in  the 
matter  of  sales  for  foreign  account,  was  making  very  large  profits 
before  we  went  into  the  war.  I  have  in  mind,  for  the  moment,  one 
contract  £hat  I  took  for  the  French  Government,  of  $212,000,  in 
competition  with  five  other  companies,  direct  competition  in  bids, 
where  we  made  $100,000  on  that  one  contract,  and  that  was  way 
back  in  1915.     That  was  an  unusual  one,  but  on  the  foreign  contracts 
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placed  in  this  country,  under  competitive  bidding,  mind  you,  terrific 
profits  were  made. 

When  our  country  went  to  war,  it  was  determined  we  would  stop 
profiteering  on  the  Allies  and  stop  profiteering  on  our  own  country, 
so  far  as  the  Government  could  stop  it.  We  went  out  and  fixed 
10  per  cent  as  the  profit  which  could  be  made,  in  the  main,  on 
contracts. 

Coming  now  to  your  question  of  profits,  shipbuilders  were  getting 
in  the  main  10  per  cent  profit  on  what  they  did.  That  in  itself  is  not 
an  inordinate  profit,  10  per  cent,  but  it  all  depends  on  the  way  it  is 
figured,  whether  10  per  cent  on  the  natural  cost  or  a  loaded  cost. 
Iiit  is  a  loaded  cost,  it  is  10  ner  cent  plus,  but  10  per  cent  is  not  an 
inordinate  profit  on  sales.  Uur  Government  put  the  packers  on  a 
9  per  cent  profit  on  their  sales,  if  you  will  recall.  Tnis  same  Joe 
Cotton,  in  Mr.  Hoover's  organization,  made  that  arrangement  with 
the  packers.  The  railroads  were  tied  up  to  an  average  of  the  three 
prewar  years.  The  Army,  in  placing  all  its  contracts,  placed  them 
as  nearly  as  it  could  on  the  basis  of  10  per  cent  on  the  sale. 

Now,  when  the  war  broke  out,  with  these  terrific  profits  being  made 
by  the  shipping  interests,  we  requisitioned  all  the  ships  on  the  seas, 
and  we  said:  ''All  the  freights  are  ours.''  We  also  said:  ^'AU  the 
expenses  are  ours.  We  will  pay  every  expense.  In  addition  to 
that,  we  will  carry  the  insurance  on  your  property,  and  contract,  too, 
to  pav  you  back  if  your  boat  goes  down  at  sea." 

It  became  necessary  to  fix  a  rental  value  for  all  the  steel  tonnage 
that  was  at  sea.  I  have  the  exact  language,  so  that  I  can  get  it  into 
the  record.  *'In  establishing  that  rental  for  the  boats  taken  over 
under  the  requisition  order  of  October  12,  1917,  there  were  taken 
over  all  ships  of  2,500  tons  and  upward.  The  board  fixed  a  rate  of 
$4.15  per  dead  weight  ton  per  month  per  cargo  boat,  and  $5.75  per 
ton  gross  per  month  for  passenger  steamers  of  11  knots  speed,  with 
an  additional  allowance  of  50  cents  per  ton  for  each  knot  in  excess 
of  11  and  up  to  16  knots. 

'•'It  assumed  the  war  risk,  and  in  some  instances  the  marine  risk  as 
well.  It  treated  all  the  tonnage  it  took  over  as  of  the  value  of  $175 
per  ton,  60  per  cent  of  the  tonnage  taken  did  not  reach  originally  a 
cost  to  exceed  $75  per  ton.  By  fixing  the  base  value  of  tonnage  at 
$175  per  ton,  the  Shipping  Board  did  not  recognize  the  theory  of 
profiteering  established  by  the  Government  in  all  other  matters,  in 
all  other  industries  and  departments.  They  arrived  at  the  $4.15 
per  ton  by  the  following  method:  They  allowed  (a)  10  per  cent  for 
annual  depreciation,  (6)  6  per  cent  on  investment  figured  at  $175 
per  dead  weight  ton,  and  (c)  then  added  9  per  cent  profit.  With 
10  per  cent  for  annual  depreciation,  some  of  the  ships  were  12  or  15 
years  of  age,  built  at  less  than  $75  per  dead  weight  ton,  and  yet  thev 
allowed  depreciation  at  the  rate  of  10  per  cent  on  $175,  as  though 
thev  were  new  boats.  After  the  6  per  cent  interest  on  the  invest- 
ment, figured  at  $175  per  dead  weignt  ton,  no  interest  was  allowed 
by  the  Government  on  any  contract  in  other  department." 

**An  analysis  of  the  books  of  account  of  the  several  ship  owning 
companies,  will  disclose  that  over  a  period  of  years,  and  estimated 
on  a  basis  of  true  wear  and  tear  as  depreciation,  these  owners  did 
not  charge  off  on  their  books  to  exceed  5  per  cent.     But  the  allow- 
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ance  of  10  per  cent  was  an  allowance  of  at  least  5  per  cent  profit. 
And  that  is  not  5  per  cent  on  $75  original  cost  per  dead-weight  ton 
and  depreciation  as  well,  but  5  per  cent  on  $175  per  dead-weight  ton." 

In  none  of  the  other  departments  of  the  Government  in  applying 
the  doctrine  of  just  compensation  was  an  allowance  of  6  per  cent 
interest  on  capital  invested  allowed.  But  an  additional  lactor  of 
6  per  cent  proht  was  allowed,  not  on  the  original  cost  of  the  ship  and 
depreciation  but  on  $175  per  dead-weight  ton.  These  two  items, 
added  to  the  third  factor  of  9  per  cent  profit,  made  20  per  cent  direct, 
because  the  depreciation  should  have  been  5  per  cent,  and  what  thev 
actually  did  was  to  give  them  25  per  cent  profit  per  year  on  $175  dead- 
weight ton. 

The  Chairman.  They  gave  them  25  per  cent  ? 

Mr.  GiLLEN.  Yes,  sir;  as  rental.  Five  per  cent  should  have  been 
ample  for  depreciation  on  boats  that  have  had  wear  and  tear,  so  it  left 
20  per  cent  on  the  boats  marked  up  from  $75  per  dead- weight  ton, 
we  will  say,  and  we  are  not  taking  out  any  depreciation  on  that, 
marked  up  to  $175  per  dead-weight  ton.  '.  f  you  take  20  per  cent  on 
$175  per  dead- weight  ton,  it  is  one  item.  All  other  industries  in 
America  were  put  on  a  10  per  cent  basis.  And  if  you  put  the  inter- 
est on  $175  per  dead-weight  ton  a-ou  are  beginning  to  get  some  real 
profit. 

j  t  is  also  a  fact  that  nearly  all  of  the  ships  afloat  at  the  time  of  the 
requisitioning  order,  in  the  hands  of  original  owners,  stood  on  the 
books  of  the  owning  companies  at  about  $70  per  ton  or  less.  They 
had  been  built  from  1  to  80  years  ago  and  carried  a  large  accumulated 
depreciation  charge,  which  would  average  the  tonnage  below  $60  per 
ton.  By  fixing  the  face  value  at  $175  a  ton  a  factor  of  profit  large 
and  important  was  allowed,  which  made  the  total  annual  profit — 
net  profit,  1  mean— 57  per  cent  on  the  investment.  A  fair  example  of 
how  the  profits  worked  out  is  as  follows:  Assume  a  ship  of  10,000 
dead-weight  capacity  was  built  10  years  ago  at  $70  per  dead-weight 
ton  (the  cost  price  for  dead- weight  tomiage  in  1909  was  much  less 
than  $70  per  ton).  >  ts  costs  would  have  been  $700,000  in  1909. 
Without  charging  against  that  value  depreciation  for  10  yeai-s,  and 
taking  its  cost  as  a  basis  on  October  12,  1917,  25  per  cent  on  $700,000, 
it  is  $135,000,  which  would  be  the  annual  charge  for  use  on  a  $4.15 
per  ton  basis;  25  per  cent  of  10,000  tons  times  $17r,  $435,000. 
which  was  the  amount  actually  allowed.  On  the  basis  of  actual 
valuation  of  $700,000,  the  sum  of  $437,500  produced  a  profit  to  the 
owner  of  (52^  per  cent,  less  5  per  cent  for  depreciation,  or  P,7i  per  cent 
annual  profit.  By  this  operation  the  Shipping  Board  allowed  a 
larger  profit  to  the  owners  of  the  ships  than  it  allows  to  any  other 
class  of  its  citizens  on  property  requisitioned  in  the  many  otiier  war 
producing  lines.  That  allowance  was  more  than  generous  from  the 
standpoint  of  just  compensation. 

The  rate  was  fixed  and  very  nearly  all  of  the  owners  signed  up  con- 
tracts and  have  accept<?d  payments  thereon.  To  allow  the  boat 
owners  who  refused  to  sign  up  to  get  a  larger  and  stronger  rate 
would  be  manifestly  unjust  and  unTa>\'ful.  From  the  record  now 
before  the  board  it  almost  seems  (a)  that  with  those  with  whom  no 
contract  has  been  made,  that  the  ofl'er  of  $4.15  per  ton  per  cargo 
ships  and  $5.75  per  ton  for  passenger  boats  should  be  withdrawn 
and  notice  sent  to  those  owners  of  the  fact;  (b)  that  these  owners 
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should  be  compelled  to  produce  the  books  and  records  of  their  com- 
panies on  each  ship,  showing  actual  cost  and  whether  built  on  original 
contract  or  purchased,  together  with  the  depreciation  charges  on 
each  ship  as  kept  on  the  company's  records;  (c)  a  list  of  the  ships 
requisitioned  and  not  under  contract  should  be  compiled  and  the  data 
of  construction,  etc.,  gathered  from  the  Lloyd  register,  together  with 
the  insurance  policies  of  insurance  record,  books  of  the  corporation 
running  back  for  the  years  of  ownership.  These  facts,  when  gathered 
on  each  ship,  will  permit  of  an  early  award  and  give  the  claimant  an 
early  opportunity  to  appeal  to  the  court  of  claims  if  not  satisfied. 

I  am  reading  from  a  letter  I  wrote  Judge  Payne  November  1,  1919, 
and  )  said:  * 'Attached  hereto  are  a  few  building  costs  of  ships, 
compiled  by  our  construction  and  repair  department;  also  legal  con- 
clusions of  Edward  II.  Abbot  on  doctrine  oi  just  compensation,'' 

The  Chairman.  What  is  that  you  have  been  reading  from  ? 

Mr.  CiLLBN.  A  letter  a  MTote  Judge  Payne  November  1,  1919. 

I  said  a  little  while  ago  we  found  a  lot  of  claims.  J  introduced  this 
morning  the  claims  from  boats  requisitioned  on  the  ways.     When  I 

fot  there  there  were  a  great  many  claims  from  boat  owners  whose 
oats  had  been  requisitioned  during  the  war,  and  they  did  not  desire 
to  take  $4.15  but  wanted  to  get  all  the  big  war  freights  which  had 
been  made  during  the  war.  Those  were  the  tanker  cases,  pretty 
nearly  all  the  tanker  companies  were  in  that  position,  and  pretty 
nearly  all  the  passenger  boats  took  that  position,  and  a  number  of 
the  special  steel  cargo  men  who  were  hauling  ore  and  hauling  certain 
tvpes  of  machinery,  their  boats  being  constructed  for  that  purpose, 
they  took  that  position.  We  had  chaos.  1  was  trying  to  get  clearance 
so  that  we  could  get  freights  back  from  those  men.  i  was  trying  to 
get  accounts  stated  with  those  men. 

Outside  of  S  175,000,000  there  were  large  disputed  items.  So  I 
said  to  Judge  Payne  I  thought  the  time  had  come  when  we  should  lay 
down  the  doctrine  of  $4.15  and  serve  notice  on  every  one  of  the  ship 
owners  that  that  was  the  principle,  and  that  we  intended  to  stand 
by  it,  and  if  they  did  not  come  through  we  would  force  them  into 
ttie  Court  of  Claims  on  the  situation. 

On  November  6,  1919,  which  I  think  was  on  Sunday,  I  wrote  a 
memorandum  here,  and  on  the  next  day  Judge  Payne  put  it  into 
effect.  None  of  these  claims  had  been  settled.  We  sent  a  copy  of 
this  to  every  one  of  the  owning  companies  who  were  taking  that 
position,  and  served  notice  on  them  that  wo  had  adopted  the  policy 
of  $4.15  for  cargo  boats  and  $5.75  per  ton  gross  per  month  for  pas- 
senger steamers;  that  we  would  permit  them  a  certain  number  of 
days  to  come  to  a  full  realization  of  their  situation:  and  that  if  they 
di<J  not  come  to  such  realization,  we  would  hold  sessions  in  the 
Requisition  Claims  Board,  and  we  would  make  findings  against  them, 
because  it  was  right,  because  w^e  had  the  legal  riglit  to  settle  these 
matters,  whether  they  wanted  to  come  in  or  not;  and  if  they  did  not 
come  in  we  would  force  them  into  the  Court  of  Claims.  We  sent 
notice,  as  I  said  before,  to  the  president  of  the  companies 

The  Chairman.  (Interposing.)  You  mean  findings  in  favor  of  them 
and  not  against  them  ? 

Mr.  GiLLEN.  I  mean  to  make  findings  in  favor  of  the  facts  as  they 
were. 

The  Chairman.  You  said  findings  against  them. 
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Mr.  GiLLEN.  Against  their  contentLon. 

The  Chairman.  But  it  would  be  in  favor  of  paying  them  on  that 
basis? 

Mr.  GiLLEN.  Yes;  on  the  basis  $4.15  per  dead-weight  ton  per 
month  for  cargo  boats  and  $5.75  per  ton  gross  per  month  for  pas- 
senger steamers  of  11  knots  speed,  with  an  additional  allowance  of 
50  cents  per  ton  for  each  knot  on  excess  of  11  and  up  to  16  knots. 
We  sent  out  notices  to  all  the  companies.  The  result  of  that  docu- 
ment was  that  these  cases  have  all  oeen  settled. 

The  Chairman.  And  paid  ? 

Mr.  GiLLEN.  They  have  all  settled  on  this  basis,  with  the  excep- 
tion of  one,  and  I  will  furnish  the  name  of  that  company  for  the  record. 
That  company  has  gone  to  the  Court  of  Claims.  I  understand  all 
of  the  passenger  men — that  is  what  the  accounting  department 
notified  me —have  settled.     In  other  words,  they  have  accepted  it. 

By  establishing  that  principle,  and  maintaining  it,  we  have  been 
able  to  settle  these  matters.  It  was  Judge  Payne's  policy  to  estab- 
lish a  principle  so  that  every  one  of  our  accountants,  and  all  the  men 
who  had  anything  to  do  with  the  matter,  would  understand  the 
principle,  and  that  there  was  no  way  that  they  could  trade  on  it. 
And  tnat  was  our  principle  and  we  have  followed  it  at  all  times. 
When  a  big  thing  comes  up,  as  has  been  suggested  here.  Judge  Payne 
trades  fast,  but  most  intelligently,  I  want  to  say,  and  has  accomplisned 
things  for  the  Government.  In  this  particular  matter,  it  threw  out 
all  open  American  claims,  and  they  came  in  and  settled,  the  Texas 
Co.  and  the  Vacuum  Oil  Co.,  as  did  one  after  another. 

The  Chairman.  Just  permit  me  to  ask  you  a  question.  You  said 
criticism  was  offered  that  Judge  Payne  was  a  man  of  quick  decision 
or  something.     I  do  not  think  that  was  a  criticism. 

Mr.  GiLLEN.  No,  not  of  your  committee,  I  understood. 

Mr.  Steele.  I  asked  that  question,  but  not  in  the  nature  of 
criticism. 

The  Chairman.  It  was  not  intended  as  a  critical  question  by  Mr. 
Steele,  at  all,  but  was  asked  because  something  was  said  by  some 
other  witness,  and  Mr.  Steele  said  that  Judge  Payne  was  a  man  of 
quick  decision.  I  want  to  ask  you,  if  when  he  made  a  decision, 
he  had  information  before  him  and  he  made  it  along  the  line  of 
established  policy? 

Mr.  GiLLEN.  I  think  he  always  had  the  information  that  we  could 
get,  which  was  the  final  information  we  could  get.  In  other  words 
there  was  case  after  case  where  you  could  not  get  the  information. 
You  could  not  line  up  the  damages  stated  by  either  side,  in  some  cases, 
due  to  the  contracts  and  the  conditions  that  prevailed 

The  Chairman.  Now  about  other  big  questions;  was  the  decision 
in  line  with  established  policy  or  rule? 

Mr.  GiLLEN.  It  was. 

Mr.  Chairman.  That  is  all  I  wish  to  ask  now.  You  may  go  ahead 
with  your  statement. 

Mr.  Steele  If  you  will  permit  me  right  there,  let  me  say:  That 
remark  of  mine  perhaps  was  inadvertent,  but  it  was  not  intended  in 
any  way  as  a  criticism  of  Judge  Payne.  It  was  based  upon  what 
little  personal  experience  I  have  had  with  Judge  Payne.  I  have 
noticed  that  his  decisions  were  usually  quickly  rendered,  but  I  want 


SHIPPING  BOARD  OPERATIONS.  2411 

• 

to  say  that  they  were  almost  unerring,  in  my  judgment,  in  their 
accuracy. 

Mr.  GiLLEN.  Now,  gentlemen  of  the  committee,  at  the  outbreak 
of  the  war,  in  reference  to  this  doctrine  of  $4.15,  the  British  Govern- 
ment took  action,  and  it  was  an  old  shipping  nation,  and  here  is 
what  they  did  in  reference  to  the  ships  that  they  took  over: 

"At  the  outbreak  of  the  European  Wsir,  the  Government  reauisitioned  all  boats 
under  tiie  British  flag  and  establi^ed  what  was  known  as  blue  oook  rates  for  tramp 
steamers  on  a  bare  boat  basis.  The  rates  paid  to  the  British  owner  under  requisition 
were  as  follows:  (The  reductions  herein  nave  been  made  on  a  basis  of  exchange  of 
94.86  as  against  $4.16  to-day).  On  boats  from  2,001  to  3,000  tons  dead-weight  they 
.allowed  $2.01  per  dead-weight  ton  per  month.  On  boats  from  3,001  to  4,000  tons  they 
allowed  $1.92t.  On  boats  from  4,001  to  5,000  tons  they  allowed  $1.64i.  On  boats 
from  5,001  to  7,000  tons  they  allowed  $1.46f .  On  boats  from  7,001  to  9,000  tons  they 
allowed  $1.46i.  On  boats  over  9,000  tons  they  allowed  $1.27^.  This  is  against  our 
$4.15." 

This  document  is  dated  November  1,  1919. 

The  Chairman.  Did  you  say  they  allowed  $1.27^  per  ton  on  boats 
over  9,000  tons  ? 

Mr.  GiLLEN.  Yes,  sir.  At  the  time  the  tramp  steamers  were  requi- 
sitioned they  also  requisitioned  the  passenger  vessels  on  gross  form 
of  charter.  In  other  words,  the  owners  paid  for  the  crew,  their  food, 
engine  and  deck  stores,  and  the  rates  were  as  follows:  On  15  knots 
and  under  18,  with  the  owners  of  the  boats  paying  for  the  crew,  their 
food,  engine,  and  deck  stores,  they  allowed  $4.13|^  per  gross  ton  per 
month.  On  boats  of  14  knots  and  under  15  they  allowed  $3.69f. 
On  boats  of  13  knots  and  under  14  they  allowed  $3.65  per  month. 
On  boats  of  12  knots  and  under  13  they  allowed  $3.40f . 

The  gross  register  tonnage  of  passenger  steamers  in  many  cases  is 
not  as  much  as  the  total  dead-weight  tons,  but  in  many  cases  it  is 
slightly  more,  the  differences  depending  upon  the  passenger  carrying 
capacity  of  the  steamer.  But  tne  British  Government  made  no  dis- 
tinction of  this  point.  They  gave  all  owners  higher  on  the  above  basis, 
irrespective  of  what  capacity  she  had.  The  requisition  rate  paid  to 
American  shipowners  by  the  United  States  Government  is  based  on 
the  dead-weight  tonnage  and  Government  form  of  time  charter  while 
the  owners  pay  for  the  crew,  their  food,  engine  and  deck  stores. 

From  the  analysis  of  the  English  and  American  rates,  as  established, 
it  is  evident  that  we  paid  from  230  per  cent  to  275  per  cent  more  per 
dead-weight  ton  to  the  owners  under  the  doctrine  of  $4.15  and  under 
the  doctrme  of  passenger  rates  than  the  British  Government  paid  for 
the  same  use. 

The  Chairman.  Who  established  the  doctrine  of  $4.15? 

Mr.  GiLLEN.  It  was  established  by  the  Shipping  Board. 

The  Chairman.  When? 

Mr.  GiLLEN.  Shortly  after  we  went  to  war,  after  we  took  over  the 
ships.     We  took  over  the  ship  on — let  me  see 

The  Chairman.  August  3d  ? 

Mr.  GiLLEN.  ^o. 

The  Chairman.  Oh,  those  were  the  ships  at  sea. 

Mr.  GiLLEN.  The  requisition  order  was  October  12th,  1917. 

The  Chairman.  For  what  years  were  those  comparisons  made  ? 

Mr.  GiLLEN.  The  British  went  to  war  in  1914.  We  got  these  out 
of  their  blue  book,  which  meant  that  they  prevailed  practically 
throughout  the  war. 
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The  Chairman.  The  American  figures  were  for  they  ears  after  we 
entered  the  war. 

Mr.  GiLLEN.  Yes. 

The  Chairman.  Did  the  British  figures  continue  the  same  after  we 
entered  the  war  ? 

Mr.  GiLLEX.  I  so  understand. 

The  Chairman.  So  that  while  we  were  paying  84.15  after  our 
entrance  into  the  war,  the  British  were  paying  a  much  lower  rate, 
in  some  cases  230  per  cent  lower. 

Mr.  GiLLEX.  Yes,  sir. 

The  Chairman.  During  the  same  period  ? 

Mr.  GiLLEX.  Yes,  sir. 

The  Chairman.  Was  there  any  element  of  expected  risk,  notwith- 
standing the  Government  insured  the  boats  and  agreed  to  pay  the 
owners  in  case  of  loss — was  there  any  expected  risk  of  operating  which 
might  have  entered  into  this  computation  and  which  resulted  in  this 
figure,  if  you  know  ? 

Mr.  QiLLEN.  The  question  answers  itself — they  were  insured. 

The  Chairmax.  Well,  outside  of  the  fact  that  they  were  insured, 
and  considering  the  fact  that  they  may  have  been  difficult  to  procure 
crews,  and  — 

Mr.  GiLLEX  (interposing).  The  Government  did  that  and  paid  for 
them  and  was  running  the  property.  In  every  case  the  British  ship- 
owner had  to  supply  crews  and  food.  The  American  shipowner,  if 
he  did  not  have  crews  on  the  boats,  got  his  $4.15.  That  was  running 
if  the  boat  was  at  the  dock. 

The  Chairman.  Wlio  were  the  members  of  the  Shipping  Board  or 
the  committee  that  fixed  this  rate  at  the  time  it  was  fixed,  if  you 
know  ? 

Mr.  GiLLEX.  It  was  fixed  by  the  Shipping  Board  then  in  existence, 
but  I  could  not  fi:ive  you  their  names,  as  of  that  time.  You  can  get 
the  resolution  of  the  ^Shipping  Board  and  the  vote  taken  on  it. 

The  Chairmax.  At  the  time  these  claims  were  pending,  for  in- 
stance, on  the  part  of  the  tanker  companies,  were  there  any  accounts 
or  records  in  the  operating  division  or  in  the  accounting  department 
upon  which  to  base  a  settlement  ? 

Mr.  GiLLEX.  There  were  not. 

The  Chairmax.  Did  that  information  have  to  be  secured  by  sending 
men  out  and  auditing  the  books  of  the  companies  ? 

Mr.  GiLLEX.  It  did. 

The  Chairmax.  In  the  same  manner  that  these  other  matters 
were  procured  ? 

Mr.  GiLLEX.  In  other  words,  that  is  just  what  transpired.  This 
was  an  additional  element  of  confusion  that  we  removed. 

The  CiL^iRMAX.  Do  you  remember  the  amount  of  the  outstanding 
claims  on  tankers  on  or  about  October  1  ? 

Mr.  GiLLEX.  I  could  not  give  you  that. 

The  Chairmax.  Do  you  remember  the  outstanding  amount  of 
claims  for  all  those  commandeered  ships  at  sea  about  that  time? 

Mr.  GiLLEX.  I  could  not  tell  you,  for  the  reason  that  thev  did 
not  file  their  claims.  We  knew  of  some  big  outstanding  cfaimsj 
and  we  knew  that  nearly  all  of  the  tanker  companies  were  not  settling, 
or  had  a  contract  with  the  Government,  whereby,  by  accepting  75 
per  cent  and  leaving  25  per  cent  of  the  amount  with  the  Government, 


SHIPPING  BOARD  OPERATIONS.  2413 

• 

they  could  go  to  the  Court  of  Claims.  We  also  knew  what  the 
passenger  men  were  doing;  they  were  not  settling  up,  but  what  they 
expected  finally  to  get  out  of  the  Government,  or  what  claim  they 
would  put  in,  we  could  not  tell.  But  we  know  we  wiped  out  a  lot  of 
claims,  wiped  the  slate  clear,  by  the  doctrine. 

The  Chairman.  How  many  of  those  claims  were  settled  on  October 
1,1919? 

Mp.  Gillen.  None.  No  accounting  had  been  had  with  the  opera- 
tors. 

The  Chairman.  Had  the  companies  whose  ships  had  been  com- 
mandeered agreed  in  writing  to  settle  upon  that  basis,  on  October  1, 
1919? 

Mr.  Gillen.  Many  of  the  companies  refused  to  sign  any  agreement 
with  the  Government.  The  Government  reached  out  and  took  those 
ships,  and  thev  allowed  the  Government  to  take  them.  Of  those  who 
signed  up,  we  had  their  contracts.  Then  there  were  a  number  who 
made  contracts  reserving  the  right,  which  is  provided  under  statute, 
that  they  could  take  75  per  cent  of  what  we  said  was  right,  and  we 
hold  25  per  cent,  and  they  go  to  the  Court  of  Claims.  We  have 
those  contracts,  and  then  there  was  a  class  where  no  contracts  were 
made  because  they  would  not  make  any  contracts. 

The  Chairman.  What  was  there  to  prevent  the  board,  on  or  about 
October  1,  1919,  just  brushing  aside  all  these  claims  and  saying, 
''Wo  are  going  to  wipe  out  the  doctrine  of  $4.15,  we  are  going  to  settle 
with  you  on  another  basis.'' 

Mr.  Gillen.  There  were  all  these  contracts  that  were  resting  there; 
and  Judge  Payne  took  the  position,  early,  that  a  legal  contract  entered 
into  b  y  officers  of  the  United  States  Government  had  the  good  faith 
and  honor  of  the  Government  behind  it,  and  as  long  as  it  was  made  in 
due  course  it  was  like  a  Liberty  bond  or  anything  else,  that  he  would 
not  avoid  a  legal  contract  made  in  due  course  by  the  officers  of  the 
corporation. 

The  Chairman.  So  that  in  cases  where  there  were  contracts,  the 
board  and  Judge  Payne  and  yourself  took  the  position  that  there  must 
be  settlements  under  the  contracts  ? 

Mr.  Gillen.  Yes,  sir. 

The  Chairman.  Would  that  have  necessitated  settling  with  these 
other  claimants  who  refused  to  enter  into  contracts  upon  the  same 
basis  ? 

Mr.  Gillen.  No,  but  we  were  holding  out  to  them  that  we  would 
give  them  the  same  terms  we  gave  all  the  others,  and  until  they 
had  an  opportunity  it  was  the  feeling  of  the  board  that  they  should 
have  that  right  in  fair  dealings. 

The  C^)hairman.  That  you  would  not  discriminate  ? 

Mr.  GuxEN.  We  would  not  discriminate. 

The  Chairman.  I  understood  you  to  say  that  in  many  instances, 
Mr.  Gillen,  this  showed  that  some  of  these  companies  received  54 
or  57  per  cent  profit  ? 

Mr.  Gillen.  On  their  base  investment. 

The  Chairman.  The  base  investments 

Mr.  Gillen.  Without  depreciation  of  the  base  investment;  on 
the  original  cost,  without  having  been  depreciated. 

The  Chairman.  That  is  all.  Are  there  any  questions?  This  is  a 
subject  by  itself  J  Mr.  Steele. 
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Mr.  Steele.  I  understand.  As  I  recollect  your  testimony,  there 
were  571  of  these  ships  commandeered  on  the  seas? 

Mr.  GiLLEN.  I  think  it  is  451.  It  is  hard  to  keep  those  figures 
straight,  there  are  so  many  of  them;  hut  I  think  it  is  451. 

Mr.  Steele.  Of  the  451,  Mr.  Gillen,  do  you  know  how  many  there 
are  who  had  contracts  with  the  Government  ? 

Mr.  Gillen.  I  do.  not.  We  made  a  chart  at  one  time — ^no,  we 
we  made  a  chart  at  one  time  of  all  of  the  requisitioned  ships,  much  like 
we  have  here.  We  have  such  a  chart  here,  that  will  be  available  to 
you,  if  I  may  cut  in  on  this,  I  think  showing  the  cost  and  everything 
on  them  all  down  the  line. 

Mr.  Steele.  You  have  testified  to  the  freight  rates  and  passenger 
rates  also,  that  were  prevailing  just  prior  to  the  war.  Can  you  give 
us  any  information  as  to  what  these  various  vessels  would  have 
earned,  just  previous  to  the  war,  on  their  base  investment. 

Mr.  Gillen.  No;  but  it  is  easy  to  assume  that  some  of  them  would 
make  100  to  150  per  cent.  But  they  made  it  prior  to  the  war, 
because  the  lanes  ot  the  seas  were  held  open  by  the  Allies.  After  we 
went  to  war  the  resources  of  the  country  were  behind  the  proposition 
to  keep  open  the  lanes  for  our  own  national  success,  and  aU  industries 
in  this  country  were  checked.  The  War  Industries  Board  took  the 
non-essential  mdustries,  and  they  told  them  to  close  their  doors; 
they  would  not  give  them  steel  or  coal.  They  took  the  motor 
industry  and  they  cut  them  75  per  cent  on  the  1st  of  April,  1918;  on 
the  1st  of  August  they  cut  them  50  per  cent,  and  they  notified  them 
that  the  end  of  the  year  they  would  not  give  them  any  steel.  They 
took  and  put  in  21  priority  orders  across  this  country,  closing  up  all 
lines  of  business. 

Now — pardon  me — they  told  the  packers,  "You  can  get  9  per  cent 
on  the  stuff  you  ship  over  to  the  Alhes. ''  They  told  the  railroads  we 
will  give  you  the  pro-war  rate.  In  other  words,  they  were  regulating 
everything  in  this  country  downwa^  d,  and  holding  it  downward ;  and 
so  far  as  I  am  concerned,  when  the  war  broke  out  I  closed  my  desk  and 
gave  my  time  to  the  country,  and  I  did  not  propose,  so  far  as  I  was 
concerned — ^nor  do  I  now  or  at  any  time — to  have  people  take  an 
inordinate  profit  because  of  conditions  that  obtained  before  the  war 
when  they  nad  the  chances. 

Mr.  Steele.  I  concede  what  you  say;  but  I  was  simply  asking  you 
the  question,  what  the  profits  were  just  previous  to  the  war,  on  their 
base  investment,  so  that  we  could  have  some  information  upon  that 
subject.  . 

Mr.  Gillen.  It  is  reported  that  some  trips  made  me  as  high  as  a 
million  dollars  in  freights,  on  a  boat  worth  possibly,  it  would  cost — 
well,  you  know  the  prices  here.  But  they  were  terrific.  For  instance, 
I  know  one  case  of  a  boat  that  we  took  over  from  the  Barbour  Line. 
It  was  an  old  boat  that  they  purchased  and  paid  $200,000  for,  and  she 
was  what  was  considered,  iii\  Donald  considered  should  be  scrapped. 
The  Barbour  Line  put  $574,000  in  her,  making  a  total  of  $774,000. 
The  Government  took  her  as  she  came  off  the  ways.  They  operated 
her  for  six  months,  and  in  that  period  the  Government  took,  as  a  net 
profit,  about  $660,000  out  of  the  operation  of  that  boat.  She  was 
then  sunk  by  a  submarine.  That  will  give  you  an  idea  of  what  there 
was  in  the  rates. 
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Mr.  Steele.  They  ran  all  the  way  from  a  few  hundred  to  a  thousand 
per  cent  ? 

Mr.  GiLLEN.  I  never  estimated,  but  it  was  terrific.  There  are  12 
months  in  the  year,  and  you  might  figure  three  round  trips  across,  with 
war  conditions.  They  would  not  run  as  high  as  1,000  per  cent,  but 
it  was  terrific. 

Mr.  Steele.  So  I  understand.  And  considering  the  profits  that 
were  made  by  these  various  ships  at  that  time,  57  per  cent  would 
have  been  readily  earned,  and  much  more,  too,  by  the  ships  if  they 
had  remained  the  property  of  the  shipowners  ?  ' 

Mr.  GiLLEN.  That  is  just  a  mathematical  computation. 

Mr.  Steele.  Yes,  sir,  which  you  have  already  made  for  us. 

Mr.  GiLLEN.  Yes,  sir.  However,  the  mathematical  computation 
should  not  be  permitted  where  it  would  give  great  profits  in  time  of 
war. 

Mr.  Steele.  So  far  as  the  actual  contracts  entered  into  and  signed 
by  the  Government  are  concerned,  you  say  those  were  honored  by 
the  Shipping  Board  in  the  payments  they  made,  and  as  to  the  other 
contracts,  it  was  simply  the  application  of  the  cotton  rule,  was  it  not  ? 

Mr.  GiLLEN.  The  cotton  rule  did  not  apply  in  this  matter. 

Mr.  Steele.  This  was  fixing  a  rental  value,  instead  of  actual  value 
of  materials. 

Mr.  GiLLEN.  It  was  fixing  a  rental  value.  It  was  commandeering, 
you  might  say.    Of  coiu*se,  it  is  just  along  the  same  lines. 

Mr.  Steele.  But  it  was  fixing  a  rental  value,  not  based  upon  the 
previous  ea^  ning  capacity  of  the  ships,  but  the  rental  value  as  nxed  by 
the  board  in  its  own  judgment  ? 

Mr.  GiLLEN.  It  was  &dng  a  profit  upon  base  investment  of  the 
owner  of  that  property,  whether  it  was  motor  cars,  or  whether  it  was 
office  buildings  in  New  York,  or  whether  it  was  shipping.  Dollars 
in  war  are  all  the  same,  and  the  shipping  interests  dollars  are  no 
more  sacred  than  the  dollar  that  is  invested  in  the  plant  of  a  Johnny 
Willys  out  in  Toledo,  where  the  Government  walked  in  and  took  the 
very  middle  of  his  plant  out,  in  order  to  put  in  certain  forgings  that 
they  wanted  for  war  purposes,  and  split  his  plant  in  two.  His  dollars 
invested  a  e  entitlea  to  just  as  much  consideration  in  war;  or  the 
fellow  that  has  got  a  candy  shop,  who  is  shut  off  from  getting  his  sugar, 
as  the  shipping  dollars  ai  e. 

One  more  point:  The  shipping  dollars  had  something  more;  they 
had  an  absolute  insurance  oi  return  of  the  full  value  of  tJieir  property 
in  cases  of  loss,  and  they  had  the  al)solute  insurance  of  a  very  hand- 
some profit  during  the  war,  while  the  priority  ordei-s  in  this  country 
shut  down  all  the  other  fellows,  and  did  not  give  them  any  insurance 
as  to  the  profits  during  the  war.     That  is  the  difference. 

Mr.  Steele.  Well,  it  comes  down,  after  all,  to  the  Shipping  Board 
having  fixed  a  rental  value. 

Mr.  GiLLEN.  Yes. 

Mr.  Steele.  According  to  their  own  notion  as  to  what  the  value 
should  be  ? 

Mr.  GiLLEX.  That  is  a  discretionaiy  right,  granted  them  by  Con- 
gress. W^e  are  analyzing  what  they  did,  not  denying  their  right  to 
do  it. 

Mr.  Steele.  You  say  that  nearly  all  of  them  accepted  that  rental 
value  as  fixed  by  the  board  ? 
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Mr.  GiLLEN.  Yes. 

Mr.  Steele.  You  do  not  know  the  proportion  of  ships  upon  which 
contracts  have  been  entered  into  and  were  paid  ? 

Mr.  GiLLEN.  If  you  take  the  passenger  ships  and  tankers  out, 
pretty  nearly  all  the  cargo  boat  owners  old,  except  some  cargo  boats 
that  were  in  special  coal  trade,  as  subsidiary  to  a  steel  corporation, 
for  instance,  either  hauling  ore  or  coal.  There  was  trouble  there. 
And  we  had  trouble  again  with  some  specially  built  cargo  boats,  that 
I  think  Pershing  took  over,  which  had  great  big  hatchways  that  had 
been  built  for  the  special  needs  of  the  owner,  and  Pershing  took  them 
over  because  he  could  drop  a  locomotive  right  down  on  tne  center  of 
them  and  those  people  would  not  accept  $4.15;  but  I  can  not  give  you 
the  number*  of  t  hem. 

Mr.  Steele.  What  I  was  really  tr3nng  to  get  at,  Mr.  Gillen,  was 
what  number  of  these  451  vessels  were  compensated  for  on  this  57 
per  cent  basis  that  you  figure  out  ? 

Mr.  Gillen.  I  could  not  tell  you. 

Mr.  Steele.  Was  it  large  or  small;  can  you  approximate  it? 

Mr.  Gillen.  I  should  say  it  would  be  quite  la  'ge. 

Mr.  Steele.  You  say  it  was  quite  large? 

Mr.  Gillen.  Oh,  yes;  because  the  boats  we  had  under  the  Ameri- 
can flag — 

Mr.  Steele.  And  out  of  those  that  you  have  fixed  you  say  only  one 
has  appealed  to  the  Court  of  Claims  ? 

Mr.  Gillen.  I  think  it  is  only  one;  that  is  the  last  I  heard  of  it, 
there  is  only  one  of  them. 

Mr.  Steele.  There  is  no  decision  of  the  Court  of  Claims  upon  the 
matter  that  you  know  of,  has  there  been? 

Mr.  Gillen.  No.  In  other  wordi3,  that  is  some  mol*e  of  this  resist- 
ance and  the  establishment  of  a  principle  that  they  all  understand. 
Payne  did  that;  he  established  the  principle,  the  system,  and  he  had 
the  resistance  too,  and  they  all  liked  it;  and  I  want  to  say  this,  in 
behalf  of  the  tanker  men  who  held  out  in  the  first  instance,  and  the 
passenger  men  who  did,  when  they  realized  the  situation  and  got  an 
analysis  of  it,  with  what  happened  in  the  other  industries  of  America, 
they  came  in  and  they  did  not  give  us  one  bit  of  trouble,  not  a  particle. 
Thev  were  not  obstreperous. 

Mr.  Steele.  That  simply  supports  your  previous  statements  that 
the  shipping  interests  acted  fairly  toward  tne  board,  in  the  main. 

Mr.  Gillen.  Unanswered  by  the  witness.  May  I  say  this  to  you, 
the  average  business  man  is  going  to  drive  a  contract  which  he  believes 
a  profitable  contract,  as  he  sees  it.  He  does  not  see  profiteering; 
when  he  is  making  a  contract  the  human  element  is  involved,  and  he 
makes  the  best  contract  he  can.  But  I  maintain  that  the  Govern- 
ment owes  it  to  the  taxpayers  to  have  the  resistance  and  the  analysis 
on  the  other  side  of  the  board  to  meet  the  trader;  that  is  what  I  mean. 

Mr.  Steele.  Yes;  and  the  trader  has  the  same  resistance  as  the 
Shipping  Board  has;  he  would  rather  have  the  money  than  appeal 
to  a  court  and  have  the  trouble  of  litigation. 

Mr.  Gillen.  Well,  if  you  got  54  per  cent  on  your  Liberty  bonds 
during  the  war,  you  would  not  think  about  gomg  to  the  Court  of 
Claims,  would  you? 
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Mr.  Steele.  Now  refening  to  the  basis  upon  which  you  have  cal- 
culated the  British  values,  that  was  the  valuation  at  the  beginning 
of  the  war  in  1914,  at  the  outset? 

Mr.  GiLLEN.  I  did  not  put  the  valuation  of  the  tonnage  of  the 
British  boat^  in,  if  you  w^ill  notice,  because  I  did  not  have  that;  but  I 
did  have  the  price  they  paid  per  ton,  and  that  reflects  it,  in  itself. 
You  can  analyze  it  down  there  the  other  way.  Apparently,  from  the 
Bf  itish  figures,  the  great  base  of  their  tonnage  was  $76  or  $80  a  ton, 
and  on  those  figures  there  they  got  a /good  rate,  just  like  we  paid  our 
people  in  war;  they  got  a  fair  rate. 

Mr.  Steele.  You  gave  us  the  figures  awhile  ago  as  to  the  rise  in 
value  of  American  tonnage  from  the  start  of  the  World  s  War  down 
to  the  time  when  America  entered  the  war;  there  was  a  progres«^ive 
rise  there  ? 

Mr.  Gillex.  Yes;  but  it  was  a  false  one.  It  was  a  war  rise  in 
value,  which  was  not  a  natural  one,  sustained  on  unnatural  conditions, 
and  it  must  go  back,  and  they  should  not  have  been  paid  profits  on 
the  basis  of  that. 

Mr.  Steele.  So,  instead  of  basing  it  upon  that  s^adual  rise  of 
value,  the  British  Government  based  it  upon  the  original  value  at 
the  outset  of  the  war? 

Mr.  Gillen.  Yes. 

\fr.  Steele.  And  that  is  what  you  did  in  the  final  analysis? 

Mr.  Gillek.  I  did  something  more  than  that.  I  fixed  it  the  same 
way  as  all  other  industries  in  America  were  treated  bv  the  Govern- 
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went,  by  the  Army  or  the  Navy,  and  the  Aircraft,  and  the  same  as 
the  Shipping  Board  did  when  it  came  to  let  its  other  contracts.  In 
other  words,  when  the  Shipping  Board  made  its  contracts  with  the 
Bethlehem  Steel  Co.  it  macte  them  on  a  10  per  cent  basis,  but  when 
it  let  its  contracts  for  rent  it  let  them  on  an  entirely  different  basis. 
In  other  words,  all  the  Shipping  Board  contracts  for  construction 
are  on  the  same  basis  that  all  other  industry  was  treated,  but  when 
you  come  to  take  the  basis  on  which  the  operations  of  the  ships  was 
treated  that  is  an  entirely  different  thing. 

You  have  an  analogous  case  in  the  railroads;  they  did  not  give 
the  railroads  50,  25,  30,  40  per  cent  for  the  rental  of  the  roads,  did 
thev,  during  the  war? 

itr.  Steele.  No;  they  took  the  three  previous  yeai^s  of  earnings. 

Mr.  Gillex.  Yes. 

Mr.  Steele.  But  you  did  not  do  that  with  the  ships? 

Mr.  Gillex.  No;  but  you  know  what  had  happened  to  the  rail- 
roads prior  to  that  time;  you  know  that  the  rental  vras  low. 

Mr.  Steele.  The  earnings  were  low. 

Mr.  Gillex.  The  earnings  were  low;  yes,  the  earnings  were  low; 
there  is  no  question  about  that.  But  that  is  not  true  in  reference 
to  the  shipnmg  property.  There  was  a  false  value  in  the  shipping 
property;  they  never  had  had  an  Intei-state  Commerce  Commission 
regulating  rates  during  the  war,  or  you  would  never  have  had  these 
rates  during  the  war.  On  one  side  you  had  the  Government  regu- 
lating the  railroads  and  holding  them  down,  on  the  other  there  was 
no  regulation  and  they  profiteered  to  beat  the  band. 

Mr.  Steele.  Well,  1  understand  your  point  of  view. 

Mr.  Gillex.  I  think  we  both  understand  it. 
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The  Chairman.  The  committee  \rill  suspend  here  until  9.30 
to-morrow  morning. 

Mr.  GiLLEN.  Am  I  to  come  back  again  in  the  morning? 

The  Chairman.  If  you  will,  please,  Mr.  Gillen,  udth  your  records 
and  papers. 

(whereupon,  at  4.30  o'clock  p.  m.,  further  hearing  was  adjourned 
until  Thursda}-,  Nov.  18,  1920,  at  9.30  o'clock  a.  m.) 


Select  Committee  on 
United  States  Shipping  Board  Operations, 

House  of  Representatives, 

New  Yorlc,  November  18,  1920. 

The  committee  met  in  room  401 ,  United  States  Post  Office  Building, 
at  9.40  o'clock  a.  m.,  Hon.  Joseph  Walsh  (chairman)  presiding. 

Present  also:  Hon.  Patrick  H.  Kelley  and  Hon.  Henry  J.  Steele, 
members  of  the  committee. 

TESTIMONY  OF  MB.  MABTIN  J.  GILLEN— Besnmed. 

The  Chairman.  'Mr.  Steele,  you  were  asking  some  questions  when 
we  adjourned  last  evening.     Ilave  you  anything  further? 

Mr.  Steele.  Not  on  that  branch. 

Mr.  Kelt.ey.  I  have  none. 

The  Chairman.  Mr.  Gillen,  what  have  you  to  say  Mith  reference 
to  the  settlement  with  the  wood  shipbuilders?  Were  they  being- 
settled  in  October  when  you  came  into  the  board  or  the  Fleet  Cor- 
poration ? 

Mr.  Gillen.  The  wood  shipbuilders,  the  contractors  who  had 
received  contracts  from  the  Government,  had  had  those  contracts 
practically  all  canceled  before  Judge  Payne  became  chairman. 
A  few  of  those  cases  had  been  settled,  and  I  think  a  few  of  them 
were  settled  after  Judge  Payne  came  with  the  board.  They  were 
settled  over  in  Philadelphia,  and  it  was  some  three  months  after,  say^ 
October  1,  1919,  before  Judge  Payne  got  into  the  Philadelphia  situa- 
tion, where  the  Claims  Board  was  operating.  How  many  of  those 
wood  ship  cases  were  settled  I  do  not  know.  I  believe  some  of  them 
were,  but  not  a  very  large  percentage. 

In  November,  1919,  there  were  a  number  of  wood  ship  cases 
practically  settled,  ready  to  be  passed  over  and  awards  made  on 
them.  But  a  great  deal  of  friction  occurred  in  Philadelphia  in  the 
legal  department  as  to  whether  it  was  right  to  settle  them  on  the 
legal  terms  they  were  being  settled  on.  I  went  over  there  for  Judge 
Payne  and  spent  a  day  with  the  legal  department,  Mr.  Ackerson 
and  a  Mr.  Levy,  the  latter  named  was  then  at  the  head  of  the  Claims 
Board.  There  was  some  real  trouble  there;  there  was  a  divided 
camp,  and  all  of  the  wood  ship  cases  were  being  held  up  because  they 
could  not  come  to  a  decision  on  legal  principles. 

We  prepared  five  prime  cases — that  is,  tne  cases  of  five  different 
contractors,  to  cover  every  phase  of  the  legal  questions  that  were 
raised — and  we  had  the  contractors  prepare  their  side  and  our  boys 
prepare  our  side,  and  I  think  in  the  latter  part  of  November  or  in 
December,  1919,  we  arranged  for  a  hearing  before  Judge  Paj-no.  He 
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tried  and  determined  those  five  cases  and  settled  the  cases  so  far  as 
the  Shipping  Board  was  concerned,  but  the  settlement  was  not 
acceptable  to  the  wood  shipbuilders,  and  they  were  forced  to  go  to 
CJongress  for  relief. 

It  might  be  said  on  behalf  of  the  wood  shipbuilders  that  it  is 
unfortimate  that  the  law  does  not  permit  the  Shipping  Board  or  the 
Emergency  Fleet  Corporation  to  grant  them  part  of  the  aid  which 
they  asked  for.  The  records  of  the  Shipping  Board  show  that 
Mr.  Hurley  promised,  at  a  conference  had  with  the  wood  ship- 
builders, that  they  would  get  work  for  three  turns  of  the  way.  Then 
they  tied  the  contractors  on  the  contracts  which  did  not  take  care  of 
three  turns  of  the  ways.  In  other  words,  most  of  them  were  given 
contracts  for  one  turn  of  the  ways.  Into  those  contracts  was  written 
the  amortization  that  they  were  to  receive  per  ship. 

The  specifications  were  changed  shortly  after  they  got  these  con- 
tracts, a  great  deal  of  trouble  occurred,  and  then  the  Shipping  Board 
canceled  all  of  those  contracts,  which  left  these  fellows  up  in  the  air, 
getting  at  most  a  third  of  the  amortization  of  their  plants. 

Many  people  believe  that  the  Government  should  not  pay  amorti- 
zation to  contractors.  As  to  that  the  policy  of  Judge  Payne,  and  of 
the  board,  and,  I  think  of  all  the  men  who  have  worked  on  the  sub- 
ject, is  that  when  this  Nation  goes  to  war  and  it  must  have  any  cer- 
tain material,  whether  finished  or  raw,  after  the  war  is  over  and  that 
need  is  through  with  and  there  is  not  any  further  large  use  for  the 
equipment  that  was  built  or  installed  for  the  purpose  of  getting  out 
that  material  or  those  units,  the  Government  must  charge  to  itself 
and  r  ay  for  that  equipment. 

Now,  in  the  contracts  that  were  made  with,  the  wood  shipbuilders 
the  Shipping  Board  did  not  protect  those  wood  shipbuilders  and  they 
are  left  high  and  drv  to-day  because  we  have  no  leffal  power  to  give 
them  that  which  tney  were  entitled  to  and  whicn  the  Army,  the 
Navy,  and  the  Aircrait  and  every  other  de^^artment  of  the  Govern- 
ment did  give  to  the  contractors  that  it  did  business  with  where  it 
required  them  to  build  new  facilities  which  did  not  have  value  after 
the  war  was  over. 

The  Chairman.  But  there  was  no  provision  in  the  contract  that 
these  men  made,  was  there  ? 

Mr.  GiLLEN.  There  was  no  provision  in  the  contract,  Mr.  Chairman, 
but  these  contractors  were  all  brought  to  Washington,  and  there 
they  were  induced  to  take  the  first  contracts  upon  the  representation 
made  to  them  that  there  would  be  three  turns  of  the  ways.  They 
were  induced  to  put  their  own  capital  into  plants,  of  which  the  original 
contracts  would  not  amortize  more  than  33 J  per  cent.  In  other 
words,  there  is  no  question  about  the  inducement,  and  it  was  one 
set  of  cases  in  which  I  personally  felt  very  sorry  for  the  contractors. 
For  those  other  contractors  who  went  through  with  their  contracts 
and  made  a  lot  of  money  we  never  had  much  sorrow  or  regret,  except 
to  give  them  justice,  but  in  this  particular  class  of  cases  we  have 
always  felt  that  they  did  not  get  the  consideration  they  were 
entitled  to. 

The  Chairman.  Well,  they  did  not  lose  any  money  on  the  one 
turn  of  the  ways,  did  they  ? 

Mr.  GiLLEN.  They  did;  oh,  yes. 

The  Chairman.  They  lost  money  ? 


2420  SHIPPING  BOARD  OPERATIONS. 

Mr.  GiLLEN.  Oh,  yes;  their  own  capital.  Many  of  them  have  lost 
all  the  capital  they  put  in  there.     Many  of  them. 

The  Chairman.  How  did  that  loss  occur.  The  Government  fur- 
nished the  material  and  took  care  of  the  excess  wage  award,  the  extra 
transportation  charges,  and  paid  them  a  fairly  substantial  sum  for 
the  tonnage  that  they  launched.     How  did  the  loss  occur  ? 

Mr.  GiLLEN.  Well,  assume  that  I  had  never  been  in  the  ship- 
building business  before,  and  we  will  assume  that  I  live  in  one  of  the 
river  cities  near  the  ocean  near  one  of  the  small  coast  cities  of  North 
Carolina.  It  is  determined  in  my  city  that,  with  the  Government 
making  a  ^'cair'  for  the  cstabhshment  of  wood  shipyards  there  being 
only  a  very  limited  number  in  the  United  States,  we  should  get 
together  and  raise  $105,000  to  buy  the  land  for  our  corporation,  put 
the  ways  in,  and  put  the  equipment  in.  It  is  expected  when  we  do 
that  that  we  will  get  enougn  work  to  pay  for  the  equipment  and  for 
our  preparation,  the  actual  money  that  we  put  in  there,  so  that  after 
the  war  wo  will  be  able  at  least  to  come  out  whole  by  the  sale  of  the 
land  and  the  equipment  at  after-war  prices. 

Now,  they  were  promised  three  turns  of  the  ways,  and  on  the  first 
contract  they  had,  say,  five  boats.  The  Government  would  allow 
$7,000, 1  think  it  was  in  the  southern  ports,  per  boat  for  amortization. 
If  thoy  liad  five  ways  a  man  could  have  an  amortization  of  five  times 
seven,  or  $35,000.  When  that  man  put  his  money  in  there,  he  had 
to  be  assured  he  would  get  an  amortization  of  $105,000 — three 
turns  of  the  ways.  In  other  words,  his  original  investment  was 
$105,000  and  in  order  to  get  his  $105,000  he  would  have  to  get  three 
times  seven,  or  21  boats;  because  the  Government  limited  him  as 
to  the  amount  of  his  amortization,  and  they  limited  him  on  the 
theory  that  they  would  give  him  three  turns  of  the  ways.  That  is 
where  they  lost  their  money.  The  war  did  not  continue,  and  these 
men  did  not  have  a  protective  condition  in  their  contracts. 

The  Chairman.  That  would  only  apply,  of  course,  to  cases  where 
the  contractor  built  the  plant  or  tne  ways  ? 

Mr.  GiLLEx.  No,  that  is  not  true.  That  would  apply  also  to  cases 
where  the  contractor  purchased  a  plant  that  had  already  been  built. 
There  were  no  wood  shipbuilding  plants  in  America,  or  very  few,  and 
every  one  of  these  fellows  who — well,  they  had  to  build  a  great  many 
new  shipyards.  I  can  not  give  you  the  percentage,  but  as  I  look  back 
on  it  in  reflection  I  should  say  that  about  80  per  cent  of  the  shipbuild- 
ers who  built  wooden  ships  were  new  shipbuilders,  and  they  either 
built  the  equipment  themselves  and  put  their  money  into  it,  or  they 
bought  and  installed  new  equipment. 

The  Chaiuman.  Well,  in  manv  instances  the  Government  built 
yards  i 

Mr.  GiLLEN.  That  would  come  out  in  reflections.  Where  that 
occurred  they  would  not  need  any  amortization.  I  am  speaking  of 
the  cases  where  the  man  put  his  capital  in  and  we  did  not  allow  him 
any  amortization.  Cases  of  that  knid  would  not  slip  through  under 
the  system  that  is  in  operation  down  there. 

The  Chairman.  Were  there  any  clauses  in  any  of  the  contracts 
that  you  know  about  pertaining  to  the  question  of  cancellation  of 
contracts  because  of  the  cessation  of  the  war  ? 

Mr.  GiLLEN.  I  do  not  remember.  I  do  remember  when  I  was  on 
the  War  Industries  Board  we  were  endeavoring  to  check  up  the  con- 
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tracts  with  all  of  the  departments,  and  in  the  last  four  weeks  before 
the  armistice  I  had  chaise  of  the  question  of  the  cancellation  of  con- 
tracts, and  the  correcting  of  the  want  of  formality  existing  in  the 
contracts,  especially  in  the  Army.  As  a  result  of  tnat  work  we  had 
the  Dent  bill  drawn  to  correct  those  cases  of  want  of  formality,  and 
one  of  them  was  the  right  to  have  damages  when  cancellation  occurred. 

There  were  many  of  the  Army  contracts — I  went  particularly  into 
that;  the  Shipping  Board  I  did  not,  but  I  imagine  the  same  is  true. 
I  know  there  were  many  contracts  made  by  the  Armj^  where  no  can- 
cellation provision  was  included,  but  the  Army  exercised  the  sovereign 
power  of  the  Government  and  canceled  them. 

I  remember  now,  as  it  comes  back  to  me,  that  we  did  the  same 
thing  in  many  contracts.  In  other  words,  there  were  not  cancella- 
tion clauses,  oecause  we  had  to  set  up  the  rule  of  what  profit  we 
would  allow  them,  it  not  being  provided  for  in  the  contract.  So 
the  rule  was  set  up  that  we  would  pay  them  a  percentage  on  the 
performance  of  the  canceled  contract.  In  other  words,  ii  the  con- 
tract was  three-fourths  completed  when  the  cancellation  occurred 
and  it  was  cost-plus  10  per  cent,  they  would  get  10  per  cent  on  that 
three-fourths.  For  instance,  that  enters  mto  the  Hog  Island 
settlement. 

The  Chairman.  With  reference  to  these  wood  ships,  Mr.  Gillcn, 
do  I  understand  you  to  say  that  contracts  were  awarded  for  the 
construction  of  ships — say,  for  instance,  a  yard  having  five  ways 
would  enter  into  a  contract  to  construct  five  ships — and  there  had 
been  a  promise  made  as  an  inducement  to  that  contract  that  when 
they  had  those  five  ships  constructed  they  would  get  five  more,  and 
after  that  five  more  ? 

Mr.  GiLLEN.  It  was  not  done  just  that  way. 

The  Chairman.  Were  contracts  made  for  15  ships? 

Mr.  GiLLEN.  No;  it  was  not  done  that  way.  Tnev  called  in  all 
the  people  that  had  an  idea  they  would  go  into  the  woo^  ship  business, 
and  at  that  session  Mr.  Hurlev  discussed  at  great  length  the  need 
of  the  building  of  these  ships.  When  the  question  came  up — how  are 
we  going  to  get  out  of  this  ?  If  we  go  into  this  new  business,  how  are 
we  going  to  get  our  monev  out  of  it?  Mr.  Hurley  pointed  out  that 
there  would  be  at  least  tliree  turns  of  the  wars,  and  said  to  them: 
''You  do  not  need  to  have  any  worry.  This  war  is  going  to  last 
three  or  four  years'' — I  forget  the  number  of  yeai-s,  but  that  they 
need  have  no  worry,  to  go  ahead  and  do  it. 

1  am  not  for  waste,  but  I  am  for  the  Government  paying  for  what 
it  needs  for  the  protection  of  the  people,  and  if  it  induces  people 
to  go  in  and  do  work  for  it  in  time  of  war  it  should  absorb  or  amortize 
the  losses  that  occur  when  the  war  stops.  That  is  one  of  the  burdens 
of  the  Government.  Judge  Payne  appeared  before  one  of  the 
Senate  committees  and  one  of  the  House  committees  and  went  over 
this  matter  at  great  length,  taking  practically  the  same  position  that 
I  am  taking  here,  that  relief  shouia  be  given  to  those  men. 

The  Chairman.  There  were  quite  a  number  of  wood  ship  builders 
who  got  more  than  one  turnover  of  the  ways^ 

Mr.  GiLLEN.  Well,  that  would  correct  itself,  you  know. 

The  Chairman.  Had  there  been  any  audit  or  appraisal  in  the  case 
of  wood  ship  contracts  ? 
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Mr.  GiLLEN.  I  think,  as  I  stated  yesterday,  on  the  settlements 
in  the  construction  division  they  woiud  audit  the  yard  books;  their 
own  books  would  not  give  reflection,  but  they  would  make  the 
individual  audit  of  the  yard  books. 

The  Chairman.  I  was  referring  to  the  time  that  these  five  prime 
cases  were  worked  up.  Had  there  been  definite  or  complete  audit 
and  appraisal  made  by  the  Shipping  Board  on  its  books  at  that  time  ? 

Mr.  GiLLEN.  Oh,  no;  they  coula  not.  The  answer  is  the  same, 
that  it  was  duo  to  the  physical  condition  of  the  books  there. 

The  Chairman.  Was  there  any  investigation  made  of  the  cancella- 
tion, construction,  and  claims  board  at  anv  time  while  vou  were 
there? 

Mr.  GiLLEN.  We  made  an  investigation.  Mr.  Raymond  Weins, 
who  had  been  my  assistant  for  a  number  of  years  in  my  private 
work,  and  I,  went  over  to  Philadelphia  about  January  1,  i920,  and 
we  made  a  number  of  careful  analyses  of  the  claimsL,  supply,  and 
sales.  Mr.  Wein  made  that  report  in  writing.  I  tried  to  get  in 
touch  with  the  report,  but  up  to  the  present  time  I  have  not  found  it. 

The  Chairman.  Can  you  give  us  any  information  as  to  the  condi- 
tion you  found  when  you  went  there,  as  to  the  records  of  the  number 
of  claims? 

Mr.  Gii-LEN.  The  claims  situation  was  in  a  very  bad  condition. 
They  had  not  at  that  time  made  a  tabidation  of  what  we  call  the  prime 
contracts — that  is,  the  first  contracts  made  between  the  Government 
and  a  shipbuilder  to  build  ships,  and  the  contracts  with  supply  men 
ffrowins:  out  of  those  contracts.  Thev  had  not  analyzed  them  as  to 
districts  or  sections,  and  there  were  blocked  up  under  the  s*n  stem 
that  they  were  then  using  over  there  about  600  or  700  small  claims. 
The  settlement  of  all  claims  from  $100  up  to  $10,000,000  was  finding 
its  way  through  the  system  they  had  over  before  this  board — ^I  forget 
how  many  members  there  were  on  it,  but  there  were  at  least  seven  or 
eight,  llie  examination  that  we  made  of  that  situation  showed 
that  this  big  board  would  sit  on  a  claim  of  $100,  $200,  or  $500,  and 
they  had  not  analyzed  the  kinds  of  claims  that  were  outstanding 
nor  had  they  analyzed  where  those  claims  were. 

In  other  words,  to  show  what  was  happening  there,  in  order  to  make 
a  settlement  the  auditing  department  had  to  work  more  or  less  in  har- 
mony with  the  supply  and  sales  department.  We  will  take  Crane  & 
Co.  of  Chicago,  i  do  not  know  how  many  contracts  Crane  had,  but 
he  had  a  great  many,  because  he  made  valves  and  fittings.  He 
would  get  these  different  orders  and  contracts.  Under  the  system 
they  were  following  they  did  not,  for  instance,  go  to  Crane  and  say, 
''Mr.  Crane,  give  us  a  list  of  the  contracts  you  have,''  or  "Mr.  Crane, 
here  from  our  books  is  a  list  of  all  our  contracts;  we  want  to  make  a 
settlement  with  you."  But  they  went  in  there  and  took  up  one  con- 
tract settlement  and  cleaned  it  up,  and  then  another  contract  settlement 
and  clean  it  up.  They  had  never  made  an  analysis  of  where  the  lia- 
bilities of  the  corporation  were,  or  estimated  the  amount  of  them.  It 
was  in  about  as  chaotic  condition,  so  far  as  an  analysis  of  the  situation 
was  concerned,  as  any  of  the  departments  of  the  Sliipping  Board. 

Now,  it  may  seem  that  I  am  severe  in  what  I  am  saying,  but  so  far 
as  I  am  concerned  I  can  not  understand  how  a  man  carrying  the  re- 
sponsibility for  a  large  affair  can  possibly  make  a  judgment  unless  he 
has  his  busness  charted  before  him.     In  other  words,  if  you  want  to 
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apply  big  principles  to  the  settlement  of  claims,  where  they  run  into 
almost  billions  of  dollars,  you  must  have  your  claims  charted  as  to 
where  they  are,  what  amounts  they  are,  what  machinery  you  have 
for  handling  them,  how  vour  machmerv  is  functioning,  and  whether 
there  is  any  place  along  the  line  where  this  situation  is^eing  held  up. 

Now,  they  had  first,  as  you  know,  the  choatic  condition  of  the  ac- 
counting and,  second,  they  had  not  providBd  the  proper  organization 
to  take  care  of  it. 

The  Chairman.  Did  they  establish  any  definite  principle  for  the 
adjustment  of  a  claim  ? 

Mr.  GiLLEN.  Oh,  in  the  construction  division  they  had  established 

3uite  a  few  principles.  There  were  a  number  settled  afterwards  by 
udge  Payne,  but  they  had  settled  ouite  a  few  principles,  and  the  set- 
tlements made  by  the  construction  aivision  were  in  error  in  some  part 
because  of  the  failure  to  have  certain  principles  well  defined,  but 
nowhere  or  to  no  extent  except  in  the  wood  ship  cases  that  have  been 
settled  was  there  an  error  in  tneir  settlements,  and  theyhad  not  made 
very  many  settlements  before  Judge  Payne  arrived.  The  records  are 
available;  we  have  made  estimates.  What  they  were  doing  over  there 
was,  they  were  having  the  whole  thing  blocked  in  some  way,  some- 
where before  it  arrived  at  the  terminal  station,  which  was  Philadel- 
phia. 

So  we  took  hold  of  that  situation,  and  I  think  it  was  within  30  or  60 
days  we  outlined  a  new  procedure  and  had  it  in  operation;  I  think  it 
was  by  the  1st  of  March  we  had  cut  that  board  do^oi  to  three  men, 
took  them  over  to  Washington,  where  they  were  in  close  contact  with 
Judge  Payne  and  his  machinery,  and  we  started  in  to  clean  the  situa- 
tion up.  In  other  words,  what  we  actually  did  was  to  force  the  dis- 
tricts outside  to  settle  all  the  small  claims,  claims  running  up  to  about 
$10,000.  There  were  very  many  of  those;  so  that  our  own  big  board 
'could  handle  the  big  cases  after  the  districts  had  worked  on  those  cases. 
And  they  have  gotten  so  far  along  towards  cleaning  those  claims  up 
that  if  you  had  a  large  matter,  or  any  matter  practically,  involving  a 
claim,  1  believe  within  two  days  you  could  get  a  hearing  on  that 
matter. 

In  other  words,  from  March  of  this  year  to  the  present  time  the 
claims  situation  on  requisitioned  huUs,  as  I  told  you  tne  other  day,  has 
been  cleaned  oflf  the  boards  with  the  exception  of  one  case;  all  the  big 
foreign  claims  and  big  tanker  claims  and  big  passenger  claims  are 
cleaned  oflf  the  board;  all  of  the  big  construction  claims  that  have 
matured  during  the  finished  policy  in  the  shipyards  are  to  all  practical 
purposes  cleaned  oflf  the  boards.  Now  I  unaerstand  there  are  about 
100  ships  more  to  be  completed,  some  one  of  the  boys  told  me  that  the 
other  day,  and  it  may  be  wrong,  but  might  I  point  out  to  you  this,  that 
there  will  be  not  much  trouble  in  the  settlement  of  those  cases,  be- 
cause those  are  practically  the  big  shipyards  that  took  big  contracts  and 
are  coming  through  on  a  very  long  haul,  and  the  records  of  those  cases 
are  in  pretty  good  shape,  and  there  will  not  be  much  question  of  can- 
cellation in  those  cases.  So  that  the  claims  generally  down  there  are 
pretty  nearly  cleaned  oflf  the  boards. 

The  Chairman.  Did  you  find  any  claims  there  against  the  Army  or 
Navy? 

Mr.  GiLLEN.  I  did. 
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The  Chairman.  What  were  they  for? 

Mr.  GiLLEN.  Along  in  November,  1919,  we  picked  up  the  fact 
that  there  was  a  large  unsettled  claim  with  the  Army.  CTol.  Abadie 
was  then  comptroller.  He  endeavored  to  find  from  his  records 
what  that  claim  consisted  of,  and  in  the  first  instance  he  reported 
back  that  it  could  be  but  very  little,  because  Congress  had  made  it 
the  law  that  the  Army  and  Navy  were  not  to  be  charged  with  charter 
hire  during  the  war,  but  after  he  got  digging  into  it  and  he  started 
to  get  his  accounts  up,  and  finally  did  get  an  account  up — if  you  will 
look  at  that  (showing  large  volume  oi  schedules)  you  will  see  what 
shape  it  is  in  here,  where  we  could  get  of  it — he  fotmd  that  there 
were  charges  running  somewhere  around  $200,000,000. 

Mr.  Kelley.  That  is  against  the  Army  and  Navy  ? 

Mr.  GiLLEN.  That  is  against  the  Army.  He  found  that  the  Navy 
owed  the  Shipping  Board  very  little  money,  and  it  must  be  said  to 
the  credit  of  the  Navy  and  of  its  auditing  department  that  it  paid 
its  bills  most  promptly  to  the  Shipping  Board,  and  its  dealings  with 
the  Shipping  Board,  from  the  standpomt  of  pajing  its  bills,  is  to  be 
highly  commended,  and  I  thi;ik  that  at  no  time  did  they  owe  us 
much  more  than  a  current  account,  while  I  was  there. 

With  the  Army  it  was  an  entirely  different  thing.  We  had  great 
trouble  with  the  Army;  we  could  not  get  anywhere  with  them. 
They  asked  us  to  furnish  them  an  account,  and  we  got  an  account  up. 
We  asked  them  to  please  let  us  have  a  reflection  of  it  from  their 
books;  we  never  got  it.  I  suggested  to  Judge  Payne,  when  we  found 
it  was  as  large  a  sum  as  this,  that  since  the  Shipping  Board  had 
expended  the  cash  money  we  should  be  reimbursed,  out  that  it  would 
cost  the  Government  somewhere  around  $300,000  for  the  Shipping 
Board  to  audit  out  these  charges,  and  possibly  the  same  amoimt 
over  to  the  War  Department,  and  I  suggested  to  the  judge  that  he 
ask  the  Secretary  of  War  if  it  would  not  be  a  nice  thing  if  we  can- 
celed all  of  those  charges  and  let  Congress  take  care  of  us  by  way  of 
appropriation,  and  take  it  out  of  tlicir  appropriation,  and  save  the 
money  and  the  time  and  the  waste,  because  the  Shipping  Board 
had  to  clean  these  things  off  and  get  somewhere,  and  if  we  clean  these 
off — the  moneys  had  been  actually  expended,  we  had  the  vouchers; 
it  was  just  a  question  of  a  department  fight  as  to  whether  we  had 
the  authority  and  whether  they  would  pay  us  back. 

For  instance,  we  would  let  them  take  ships  that  we  had  requisitioned 
on  the  high  seas,  ships  belonging  to  private  owners,  as  was  the  law. 
We  were  imder  contract  with  those  owners  to  deliver  back  their 
boats  or  to  pay  the  insurance  on  them.  The  Shipping  Board  car- 
ried its  own  insurance.  We,  under  our  contract  charter  hire,  were 
compelled  to  fix  the  damages  for  the  destruction  of  the  ship. 

They  had  appraisal  machinery  down  there,  and  it  was  very  good 
machinery,  too,  very  competent  men,  naval  architects  and  insurance 
men;  they  would  make  the  surveys  and  find  the  value  of  the  loss  of 
the  boat  submarined  in  the  service  of  the  Army.  Then  we  would 
have  to  pay  the  man  who  owned  the  boat.  We  would  do  it.  We 
would  then  send  the  notification  over  to  the  Army  and  they  would 
holU  a  regular  survey,  and  did  from  time  to  time,  on  the  boats  on 
whii?h  we  were  primarily  liable  under  contract  for,  on  the  theory 
that  they  had  an  appropriation  from  Congress  and  they  had  to  spend 
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that  very  carefully.  Thej  set  up  the  survey  and  appraisal  machinery, 
and  they  used  that  machinery  in  case  after  case,  where  we  gave  them 
the  boat  that  belonged  to  somebody  else,  and  the  primary  charter 
contract  was  upon  the  Shipping  Board  to  pay  the  damages;  and  in 
all  cases  we  dia  pay  the  damage,  and  then  when  we  would  send  out 
bills  over  there  they  would  not  come  through  and  take  care  of  those 
bills. 

The  Chairman.  They  would  use  their  survey  machinery,  but  would 
not  pav  the  bills? 

Mr.  CriLLEN.  They  would  pay  what  they  found  and  leave  us  in  the 
air  for  the  difference  we  had  paid.  Now,  that  w^as  one  cause  of 
trouble.  Then  during  the  war  they  were  not  to  pay  us  charter  hire; 
that  was  the  law,  but  they  were  to  pay  for  all  expenses  of  operating 
those  ships.  Well,  the  Shipping  Board  paid  for  the  expenses  of 
operating  the  ships,  and  therein  again  a  lot  of  the  trouole  arose, 
because  they  would  not  accept  the  vouchers  and  the  charges,  and  it 
was  just  one  department  taking  another  department's  bills  and 
playing  with  them,  while  the  taxpayer  paid  for  it. 

This  is  a  report  of  June  22,  1920,  Drought  pretty  well  down  to  date 
now.  It  is  from  the  chief  control  accountant,  Alonzo  Tweedale, 
"Charges  to  the  United  States  War  Department  by  the  United 
States  Shipping  Board  and  Emergency  Fleet  Corporation,  not  yet 
recovered  as  at  May  31,  1920." 

"Section  1,  charges  to  the  War  Department  from  the  Shipping 
Board  and  the  Fleet  Corporatipn  not  yet  recovered  as  at  May  31, 
1920,"  which  show  on  Exhibits  A  to  D,  and  the  supporting  schedules, 
of  which  the  following  is  a  summary: 

Exhibit  A,  disbursing  officers,  charges,  $6,800,000  plus. 

Exhibit  B,  owned  vessels,  lost  charges,  $14,000,000  plus. 

Exhibit  C,  division  of  construction  charges,  $50,700,000  plus,  and  in 
that  is  about  1 1  boats  that  were  built  by  the  Emergency  Fleet — trans- 
ports. Funds  appropriated  for  the  building  of  the  fleet  were  used  to 
build  those  boats,  and  we  have  charged  it  over  to  the  Army,  and  we 
have  requested  them  to  pay  for  that  building  for  their  account. 

The  Chairman.  They  also  have  an  appropriation  for  that  pur- 
pose 1 

Mr.  GiLLEN.  That  I  do  not  know.  I  suppose  they  have,  if  they 
ordered  the  work. 

Exhibit  D,  division  of  operations,  $136,585,000,  a  sum  total  of 
$208,243,795.72. 

The  Chairman.  That  is  exclusive  of  charter  hire,  which  was  not 
permitted  to  be  charged  ? 

Mr.  GiLLEN.  I  suppose  it  is.  But  let  me  go  ahead  and  give  you 
the  balance: 

Division  2,  comments  on  all  the  exhibits  in  the  order  above  follows. 

The  answer  will  come  directly.  The  $50,700,000  plus  item  on 
construction  is  divided  into  three  classes:  Charges  based  on  executive 
orders,  $3,860,000;  estimated  charges  for  ship  construction,  schedule 
2,  $32,769,000;  the  third  item,  estimated  charges  for  the  conversion 
of  cargo  vessels  into  troop  ships,  schedule  3,  $14,000,000. 

The  $14,000,000  charge  is  further  explained  by  this  language: 
''The  chaises  for  conversion  of  cargo  vessels  into  troop  ships,  amount- 
ing to  $14,106,848.49,  represents  the  estimated  cos*^^  of  charges  and 
extras  due  to  changes  in  design  ordered  by  the  War  Department.'' 
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The  item  of  $136,000,000  plus  is  explained  in  the  following  language: 
''Division  of  operations,  charges  $136,500,000  plus.  The  following  is 
a  condensed  summary  of  the  charges  of  the  division  of  operations 
against  the  War  Department,  showing  the  character  of  the  charges 
and  the  status  of  the  billing,  and  more  fully  detailed  on  Exhibit  D." 

This  is  a  very  fine  analysis  of  the  claims  of  the  Shipping  Board 
against  the  War  Department.  Whether  you  want  it  to  go  in  as  part 
of  your  record,  or  what  you  want  done  with  it,  I  do  not  know. 

The  Chairman.  Has  it  been  printed  in  document  form,  do  you 
know? 

Mr.  GiLLEN.  It  has  not;  no.  It  is  a  pretty  heavy  record  to  put 
into  your  record. 

Mr.  Steele.  I  think  probably  a  summary  of  it  will  be  sufficient. 

Mr.  GiLLEN.  Before  you  decide  on  whether  to  take  this  in,  I  would 
like  to  say  something  further.  You  notice  it  is  dated  June  22,  1920; 
some  water  has  gone  over  the  dam  since  then. 

Mr.  Steele.  This  matter  has  never  been  adjusted,  has  it? 

Mr.  GiLLEN.  Not  yet. 

The  CuAiRMAN.  Mr.  Gillen,  ^''ou  said  that  this  was  dated  June  22, 
1920. 

Mr.  GiLLEN.  Yes,  sir. 

The  Chairman.  I  believe  there  was  something  further  to  which 
you  wished  to  direct  our  attention. 

Mr.  GiLLEN.  This  is  one  of  the  matters  that  I  gave  my  special 
attention  to.  In  other  words,  I  drove  very  hard  to  get  the  Army  to 
straighten  out  these  accounts.  Ma  Frank  Hines,  who  is  now  a 
brigadier  general,  held  up  and  retarded  that  account  for  months  and 
months  and  months.  I  don't  believe  that  the  Secretary  of  War  is 
in  a  large  way  personally  to  blame,  but  Gen.  Hines  took  a  special 
delight  m  blocking  the  Shipping  Board.  But  a  very  fortunate  thing 
happened;  he  left  the  Army  and  became  interested  in  one  of  the 
Shipping  Board  operating  companies,  and  overnight  he  was  a  sup- 
plicant before  Admiral  Benson,  having  quit  the  Army,  and  then 
things  began  to  open  up  over  there. 

It  was  pointeti  out  to  the  War  Department  in  June  and  July, 
before  I  left  there,  by  Admiral  Benson,  in  a  very  forcible  way,  that 
we  had  to  have  some  payments  on  account.  I  am  informed  that  in 
September  they  made  a  payment  of  either  $30,000,000  or  $40,000,000 — 
I  believe  it  was  $30,000,000 — and  if  it  were  not  for  the  fact  that 
they  had  made  that  payment  of  $30,000,000  the  Shipping  Board  and 
the  Emergency  Fleet  would  have  $20,000,000  left  of  their  appropri- 
ations, cash  on  hand,  to  operate  on,  with  a  big  construction  program 
still  on. 

Now  going  back  a  minute,  to  get  the  reflection  of  this,  Judge  Payne 
left  the  1st  of  March,  1920.  Application  had  been  made  for  an  addi- 
tional appropriation  from  Congress  for  the  building  program,  and 
after  our  financial  situation  was  carefully  worked  out,  as  carefully  as 
we  could  work  it  out,  we  saw  what  our  future  commitments  were, 
Judge  Payne  decided  that  he  would  not  ask  for  any  appropriation 
from  Congress.  He  had  in  mind  this  claim  that  was  commg  to  him; 
and  he  left,  and  Chairman  Good  called  for  a  representative  of  the 
Shipping  Board  to  go  up  there,  and  I  went  up  and  1  outlined  to  Chair- 
man Good,  frankly,  some  of  these  things  that  you  have  heard  here  in 
the  last  day  and  a  half,  and  I  pointed  out  to  him  that  we  should  not 
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be  given  any  appropriation,  we  should  be  compelled  to  collect  our 
receivables  in,  and  that  I  believed  there  were  enough  receivables 
there  to  run  the  Emergencjr  Fleet  and  Shipping  Board,  with  what  cash 
we  then  had,  up  to  the  time  that  Congress  would  go  in  session  in 
December. 

There  was  considerable  criticism  of  me  by  some  of  the  members  of 
the  Appropriations  Committee  to  some  of  the  members  of  the  Senate 
Commerce  Committee  and  especially  to  Senator  Jones,  because  I  had 
honestly  and  fearlessly  pointed  out  the  conditions,  and  said,  ^*No  ap- 
propriation, and  this  is  the  situation."  Senator  Jones  afterwards  re- 
sented, apparently  very  deeply,  the  fact  that  I  had  talked  so  frankly 
before  the  Appropriations  Committee,  in  which  I  analyzed  the  person- 
nel and  the  situation.  Now  you  know  what  the  appropriation  bill 
was ;  it  denied  us  any  moneys  and  it  compelled  us  to  get  after  funds  just 
like  this,  and  the  situation  was  pointed  out  to  the  War  Department  as 
early  as  June,  the  latter  part  of  May,  that  if  we  did  not  have  this  money, 
from  them  we  would  not  have  enough  to  run  to  December  1  or  De- 
cember 6,  whenever  Congress  met,  and  it  seemed  to  have  had  some 
influence,  because  they  got  a  lump  sum  of  either  thirty  or  forty  million 
dollars,  a  pajTnent  on  account,  if  you  please,  not  payment  as  they  had 
paid  heretofore,  by  paying  as  against  vouchers,  but  they  have  paid 
against  vouchers  that  have  not  been  passed  in  their  department. 

The  Chairman.  Was  there  any  claim  there  against  the  Food  Ad- 
ministration ? 

Mr.  GiLLEN.  There  was. 

The  Chairman.  How  much  was  that  claim,  if  you  know? 

Mr.  GiLLEN.  I  can  not  from  this  statement  here  get  the  facts,  but 
I  can  give  you  approximately  the  situation.  As  you  know,  the 
Food  Administration  used  quite  a  number  of  the  Shipping  Board 
ships  to  carry  food  and  grain  across  the  water  during  the  war  and  the 
Food  Administration  made  a  demand  upon  the  Shipping  Board  that 
since  they  were  carrying  food  for  stricken  Europe  the  Shipping  Board 
should  not  make  a  pront  out  of  the  transaction;  and  Mr.  Stevens — 
Ray  Stevens,  the  commissioner — had  this  particular  matter  in  hand, 
and  it  was  taken  up  with  the  President,  and  it  was  pointed  out  that 
we  were  making  these  big  profits  on  the  Shipping  6oard  boats,  and 
that  a  reduction  should  be  made  in  the  freight  rates — -I  think  it  was 
suggested  25  per  cent. 

And  when  the  Food  Administration  finally  got  around  to  settle  its 
balance  with  the  Shipping  Board  there  was  approximately  fifteen  and 
one-half  million  dollars  that  they  cut  out  of  our  bill.  There  was  no 
record  gathered  of  the  boats  that  we  had  given  them,  of  the  expenses 
that  had  been  incurred,  and  I  started  a  crew  of  men  to  work  on  it  in 
Col.  Abadie's  office  in  November — that  was  the  little  ^'nigJt''  organi- 
zation that  I  set  up  to  go  into  the  big  matters — and  in  February,  1920, 
the  first  report  came.  At  once  Mr.  Ray  Stevens,  commissioner,  took 
the  position  th|it  they  did  not  owe  us  anything,  after  we  got  thi^ 
report  together.  lie  had  never  done  a  dav's  work  on  it,  and  he  never 
did  a  day's  work  on  getting  up  any  analysis  of  accounts.  He  was 
very  friendly  with  Mr.  Hoover,  they  were  great  friends,  and  he  took 
the  position  that  the  President  had  intervened. 

Then  I  produced  the  figures  to  show  that  on  our  general  statement 
as  we  then  had  it — we  were  in  shape  to  know  something  about  the 
profits — the  way  to  figure  the  profits  of  our  boats  was  to  take  our 
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entire  fleet,  like  any  big  corporation.  You  might  make  a  profit  on 
10  or  20  or  30  boats  in  a  trade  over  here,  but  the  profit  would  be  on 
our  entire  fleet,  and  that  our  gross  freight  rates  would  have  to  sustain 
all  along  the  line  to  take  care  of  the  profits,  and  1  showed  him  there 
was  no  such  animal  as  25  per  cent  profit. 

The  board  passed  a  resolution — there  were  some  other  disputed 
items  in  there,  of  demurrage — after  some  argument  it  was  determined 
by  resolution  that  Mr.  Stevens  be  instructed  to  make  a  trade,  for,  I 
t6ink  either  eleven  and  one-half  or  thirteen  million  dollars.  Now, 
he  had  nothing  to  do  with  digging  up  these  records  or  getting  them  in 
shape,  and  he  did  not  have  a  financial  mind  nor  an  analytical  mind; 
and  he  went  over  and  made  a  trade  for  nine  million  and  a  half  of 
dollars.  I  did  not  know  anything  about  it,  and  it  was  one  of  the 
things  that  I  took  special  interest  in.  I  took  it  up  with  Admiral 
Benson,  and  the  admiral  said,  ''Well,  I  reo;ret  it,  it  happeiied  just  as 
I  came  here,  and  the  power  was  given  to  nim  to  settle  on  one  basis 
and  he  came  back  and  said  he  could  only  settle  for  nine  and  a  half 
million  dollars,  and  the  settlement  was  made." 

However,  the  Comptroller  of  the  Treasury  got  into  it,  and  sir^ce 
has  refused  to  accept  the  settlement,  and  he  says  that  the  Shipping 
Board  has  no  right  to  make  a  compromise  of  that  bill  in  that  manner, 
and  give  away  the  property  or  the  moneys  appropriated  by  Congress. 

The  one  thing  tnat  Judge  Payne  tried  to  impress  on  everybody, 
commissioners  as  well  as  on  the  State  Department,  the  Army  and  the 
Navy,  was  that  the  funds  appropriated  for  the  Shipping  Board 
Emergency  Fleet  Corporation  must  be  used  according  to  law,  and 
that  the  other  departments  could  not  use  our  appropriations  and 
thus  avoid  the  law,  and  if  it  were  to  be  done  it  must  be  done  by  con- 
gressional action,  such  as  for  instance  having  Congress  say  that  the 
Army  did  not  owe  us  anything  and  give  us  an  appropriation  in  lieu 
thereof.  In  other  words,  if  you  watch  and  look  over  the  accounts 
you  will  find  that  the  Army  worked  the  Shipping  Board  and  worked 
them  heavily;  you  will  find  that  the  Food  Administration  did  like- 
wise; and  when  the  question  came  up  on  the  foreign  claims  in  the 
State  Department,  we  took  the  position  that  we  would  not  pay  one 
dollar  found  by  the  State  Department,  that  it  was  the  duty  of  thp 
State  Department  if  it  found  on  any  of  these  foreign  claims,  to  take 
the  claim  to  Congress  and  have  Congress  in  due  course  pay  it.  Judge 
Payne  took  that  position  with  the  Secretary  of  State,  and  we  began 
to  harden  up  that  institution  and  stop  the  other  departments  from 
coming  in  and  using  up  our  appropriation. 

The  Chairman.  From  the  onipping  Board  standpoint,  Mr.  Gillen, 
is  there  any  reason  why,  if  Shipping  Board  vessels  are  used  by  the 
Navy  and  paid  for  by  the  Navy  irom  its  appropriation,  the  Army  or 
the  Food  Administration  or  any  other  Government  department  should 
not  also  refund  or  pay  the  Shipping  Board  ? 

Mr.  Gillen.  Except  where  by  statute  they  are  relieved. 

The  Chairman.  I  mean,  except  it  is  under  authorization  by 
Congress. 

Wr.  Gillen.  No,  sir. 

The  Chairman.  Do  you  have  any  approximate  figure  as  to  how 
much  the  Navy  paid  the  Shipping  IJoard  ? 

Mr.  Gillen."  I  could  not  give  it,  but  I  will  say  that  they  promptly 
took  care  of  their  bills. 


SHIPPING  BOABD  OPERATIONS.  2429 

The  Chairman.  Was  it  any  considerable  sum  ? 

Mr.  GiLLEN.  Oh,  yes;  they  had  quite  a  few  of  our  boats,  and  quite 
a  few  transactions;  but  it  did  not  run  as  heavy  as  the  Army,  be- 
cause the  Army  took  care  in  the  main  of  the  transportation  of  men 
and  material  overseas. 

The  Chairman.  Did  the  Shipping  Board  build  or  operate  or  com- 
mandeer or  requisition  any  refrigerator  boats  ? 

Mr.  GiLLEN.  It  did. 

The  Chairman.  How  many  ? 

Mr.  GiLLEN.  I  could  not  tell  you  how  many,  it  had  built  some 
refrigerator  boats.  , 

The  Chairman.  Has  it  operated  them  ? 

Mr.  GiLLEN.  Yes. 

The  Chairman.  What  do  you  know  about  that  matter? 

Mr.  GiLLEN.  Well,  one  thing,  while  I  was  on  the  Shipping  Board 
I  have  kept  away  from  the  division  of  operations,  because  I  felt  that 
there  was  enough  work  there  to  get  this  big  back  stuff  cleaned  off, 
and  the  establishment  of  principles  with  reference  to  all  of  the  war 
wastage  that  was  there,  so  that  the  Shipping  Board  itself  could 
function  as  the  law  provides,  and  let  it  handle  the  boats  and  handle 
the  laws  in  relation  thereto.  Consequently  I  endeavored  to  keep 
away  as  far  as  I  could  at  all  times  from  the  question  of  operations, 
except  where  I  was  called  in;  for  instance,  on  making  the  agreement 
with  the  operators  I  was  called  in  there,  and  I  was  called  in  on  the 
tanker  cases,  and  I  have  been  called  in  now  and  then;  not  that  Judge 
Payne  did  not  want  me  to  do  it,  or  Admiral  Benson,  but  I  felt  that  I 
could  do  a  greater  work  by  getting  wastage  cleared  off . 

The  refrigerator  boats  that  we  owned  were  not  given  to  refrigerator 
operators;  m  other  words,  they  were  given  to  some  of  those  operators 
that  had  never  had  any  experience  in  shipping,  and  they  would  load 
the  refrigerator  boats  down,  we  will  say,  with  meat  or  refrigerated 
cargo,  and  when  they  would  come  to  take  the  return  cargo  they 
would  load  it  with  stuff  that  woujd  smash  the  refrigeration  all  to 

Eieces.  I  think  there  is  hardly  a  case  of  a  round  trip  of  a  refrigerator 
oat  that  she  did  not  come  back,  when  we  took  out  the  return  cargo, 
in  bad  shape.  You  can  get  the  record.  There  are  not  very  many 
of  them;  1  think  there  are  only  five  refrigerator  ships.  A  young 
man  came  in  to  me  from  New  York,  who  was  in  the  refrigerator 
business,  and  he  pointed  out  to  me  that  he  had  asked  for  an  allocation 
of  refrigerator  boats  and  he  could  not  get  the  boats,  and  he  told  me 
that  someone  else  had  gotten  them.  He  told  me  how  the  rates  had 
been  cut  under  him  on  meat,  and  how  it  was  ruining  him;  that  his 
had  been  one  of  the  pioneer  companies  buying  boats  from  the  Ship- 
ping Board,  and  yet  they  did  not  give  him  consideration,  but  they 
gave  these  boats  to  an  operator  who  had  no  money  in  the  business. 

The  Chairman.  Did  he  say  when  this  was  done  ? 

Mr.  GiLLEN.  Oh,  yes;  you  can  get  the  record.  So  much  passed 
by  there.  I  will  give  you  enough  so  you  can  look  it  up.  I  will  give 
you  briefly  the  story.  I  said,  ^^Come  with  me,''  and  went  upstairs 
to  the  admiral. 

The  Chairman.  Admiral  Benson  ? 

Mr.  GiLLEN.  Admiral  Benson;  and  the  admiral  gave  him  a  fine 
session  and  put  an  order  in  that  if  refrigerator  boats  could  not  be 
run  economically  without  ruining  them  on  the  return  voyage  they 
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should  be  laid  up,  and  that  refrigerator  operators  should  handle  those 
boats.  As  the  admiral  said,  '*  I?  I  am  in  the  business  of  hauling  lime 
and  cement,  I  won't  use  a  Packard  automobile  for  that  purpose,  but 
I  will  get  a  truck  for  that  purpose." 

And  I  want  to  stop  just  for  one  minute  and  say  this  as  to  Admiral 
Benson :  In  my  life,  in  the  meeting  of  men,  I  have  never  met  a  finer, 
stronger,  cleaner,  more  courageous  character  than  Admiral  Benson, 
and  it  has  been  a  wonder  to  me  that  he  has  done  as  well  as  he  has 
done  there,  without  proper  accounting  and  without  an  organization 
of  a  board  about  him,  struggling  with  big  principles  in  a  pioneer 
business  twice  the  size  of  the  United  States  Steel  Corporation;  and 
never  did  I  go  to  Admiral  Benson  with  an  important  matter  but 
what  Admiral  Benson,  when  it  was  analyzed,  or  where  he  could  see 
it,  acted  at  once. 

I  want  to  say  further  that  he  has  the  best  knowledge  of  operating 
ships  of  any  man  that  I  met  in  connection  with  the  board,  from  the 
time  I  came  to  the  time  I  left.  Judge  Payne  had  very  little  knowl- 
edge of  the  business  of  operating  ships  or  navigation.  He  never  had 
much  of  an  occasion  to  use  it,  because  of  that  terrific  condition  that 
was  there  that  he  was  trying  to  clean  out  of  the  way,  so  that  some- 
one-could  come  in  with  a  free  hand  to  operate  the  fleet.  Admiral 
Benson's  life  has  been  spent  on  the  sea;  ne  knows  boats  from  stem 
to  stern;  he  knows  the  ports  of  the  world;  he  knows  the  trade  routes 
of  the  wotld,  and  for  the  first  time  when  Admiral  Benson  came  onto 
the  board  did  I  hear  real  shipping  matters  discussed  in  an  intelligent 
way.     He  began  to  check  the  operating  end  of  the  Shipping  Board. 

The  Chairman.  Mr.  Gillen,  did  you  make  anv  incjuiry  into  the 
matter  of  cost-plus  contracts  awarded  by  the  Snipping  Board  and 
the  matter  of  exorbitant  profits  or  large  profits  accruing  to  con- 
tractors under  the  policy  adopted  ? 

Mr.  Gillen.  I  did. 

The  Chairman.  Did  you  make  anv  study  of  the  cost-plus  plan  with 
relation  to  the  war  program  of  the  Government,  and  did  you  prepare 
a  pamphlet  upon  it  ? 

Mr.  Gillen.  I  did. 

The  Chairman.  I  hand  you  a  pamphlet  dated  May  14,  1917,  and 
ask  you  if  that  is  the  document  you  prepared  ? 

Mr.  Gillen.  It  is. 

The  Chairman.  Will  you  state  how  you  came  to  prepare  that  doc- 
ument and,  briefly,  what  it  contains  with  reference  to  that? 

Mr.  Gillen.  As  president  of  the  Mitchell  Wagon  Co.,  and  as  one 
of  the  managing  directors  of  the  Mitchell-Lewis  Motor  Co.,  we  had 
and  operated  for  three  j^ears  while  I  had  charge  of  those  properties, 
a  cost-plus  contract  between  the  motor  company  and  the  wagon 
company  for  the  manufacture  of  bodies.  We  got  that  contract,  or 
the  basic  principles  of  that  contract,  from  John  Deer  &  Co.,  a  big 
farm  implement  house  that  has  many  subsidiary  companies,  and  it 
becomes  necessary  for  them  to  contract  with  these  subsidiary  com- 
panies. I  had  also  had  experience  during  this  period,  while  we  were 
running  cost  plus,  to  learn  what  the  elementary  principles  of  it  were 
and  what  should  ne  put  in  in  order  to  protect  one  contracting  under 
cost  plus,  and  while  we  were  operating  under  these  contracts  I  was 
either  bidding  or  endeavoring  to  get  contracts  with  the  French  Grov- 
ernmcnt,  the  British  Government,  the  Italian  Government,  and  the 
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Russian  Government,  and  I  saw  how  they  were  placing  their  con- 
tracts in  this  country,  and  I  saw  what  would  occur  in  the  event  that 
we  went  to  war  in  this  country  under  the  competitive  system. 

When  the  war  broke  out,  along  in  the  last  week  of  April,  of  the  first 
month  of  the  war,  I  received  a  request  to  come  to  Washington  and 
join  a  little  committee  of  seven  men,  who  spent  a  week  preparing  for 
the  program  and  the  things  to  be  discussed  by  the  representatives  of 
the  States  of  the  Union  that  had  been  called  in  session  in  Washington, 
in  order  to  stir  up  their  states  for  war  purposes. 

The  Chairman.  What  representatives  oi  the  States  ? 

Mr.  GiLLEN.  I  think  there  was  a  governor  and  one  representative 
from  each  of  the  States.  They  arrived  in  Washington  I  tnink  the  1st 
of  May,  within  less  than  30  days  after  this  war  had  started,  and  I  met 
Mr.  Howard  CoflBn  for  the  first  time.  He  had  laid  out  a  plan  of  in- 
dustrial mobilization,  called  the  "Coffin  plan."  I  had  laid  out  a  plan 
called  the  ''Gillen  plan,''  the  basic  principles  of  which  were  adopted 
in  the  War  Industries  Board  plan  of  organization. 

On  the  Friday  night  of  the  week  in  which  we  had  our  session,  Mr. 
CoflBn  invited  me  to  go  to  dinner  with  him,  and  while  there  he  pointed 
out  to  me  the  troubles  that  the  Advisory  Council  of  Defense  was  hav- 
ing on  its  contracts,  under  the  competitive  system  of  letting  contracts 
then  in  vogue  w*ith  the  Army  and  the  Navy  and  the  different  depart- 
ments of  tne  Government;  and  he  gave  as  an  illustration  that  the 
Government  was  in  the  market  for  40,000  wagons,  and  that  the  total 
of  the  competitive  bids  that  had  come  to  the  Government  amounted 
to  some  300,000  wagons,  there  being  28  contracting  wagon  manufac- 
turers, and  they  produced  bids  of  about  300,000. 

He  then  pointed  out  that  the  wagon  manufacturers  had  to  go  into 
the  market  to  cover  these,  for  steel  and  paint  and  lumber  and  every- 
thing else;  and  thus  the  Government  was  bidding  in  the  market  for 
300,000  wagons,  so  far  as  material  was  concerned.  He  then  pointed 
out  many  oth.er  things  that  the  Government  would  need,  and  that  a 
terrific  drive  up  in  price  would  occm*  in  all  the  materials  in  this  country 
by  using  the  system  of  competitive  bidding.  I  said  to  him:  *^Mr. 
OoflSn,  there  is  a  very  simple  remedy  for  that."  He  again  pointed  out 
to  me  that  he  did  not  know  where  they  could  get  the  force  of  men  in 
the  Army  and  the  Navy  and  the  then  Shipping  Board  which  was 
starting,  and  the  aircraft,  which  they  had  in  mind,  to  get  the  neces- 
sary i^rce  of  men  to  take  care  of  competitive  bidding.  That  was  not 
an  easy  thing  to  handle,  to  take  care  of  the  specifications,  unless  men 
are  clever  in  the  placing  of  bids  with  responsible  people,  because  irre- 
sponsible men  will  over-bid,  when  they  do  not  have  the  neccvssary 
facilities;  and  there  are  a  number  of  other  very  vital  things  to  be 
looked  at.  I  said  to  him,  "All  that  can  be  eliminated  in  all  depart- 
ments of  the  Government  by  the  cost-plus  system."  He  askea  me 
what  the  cost  plus  meant,  and  I  pointed  out  what  cost-plus  was  and 
what  might  be  done  under  cost  plus. 

In  other  words,  that  if  they  had  proper  principles  in  effect,  which 
could  be  put  in  over  night,  that  all  they  would  have  to  know  would 
be  the  amount  of  material  necessary ;  that  they  could  call  in  the  group 
of  manufacturers,  as  I  pointed  out  to  him  and  as  he  afterwards  tested 
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days.  You  can  put  your  40,000  requirements  on  the  board  and  can 
ask  these  men  to  apportion  and  distribute  the  orders  amon^  their 
plants  and  thus  not  oisturb  the  wagon  industry,  as  such,  nor  aisturb 
the  market  for  material  beyond  the  requirement  for  the  40,000/'  I 
added,  "  Then,  too,  these  men  know  just  where  to  get  that  material." 
I  then  gave  him  the  name  of  Mr.  Ed  Parsonage,  of  the  John  Deere 
Co.,  to  get  the  wagon  men  together. 

He  then  asked  me  if  I  would  prepare  my  suggestions  on  cost  plus. 
In  the  week  I  had  been  m  Washington  I  had  picked  up  a  great  deal  of 
information  in  reference  to  contracts  let;  plans  of  the  Government  in 
reference  to  the  purchasing  of  raw  material;  in  reference  to  the  ship- 
building program;  in  reference  to  the  Army  program,  because  we  had 
sessions  with  the  officials  of  the  Government  who  had  charge  of  those 
matters,  and  everything  was  put  on  the  boards  before  us  \TOile  there. 

I  went  home  on  Saturday  and  wrote  out  the  cost  plus  plan,  and  on 
May  14  put  20,000  in  the  mail.  I  sent  one  to  every  Army  and  Navy 
officer  from  the  rank  of  lieutenant  up,  to  every  United  States  Senator 
and  to  every  Congressman,  to  all  the  executive  officers  of  the  Gov- 
ernment, to  about  3,000  manufacturers,  to  all  the  war  organizations, 
and  to  individuals  who  were  at  Washington  doing  war  work.  Within 
seven  days  after  the  issuance  of  that  pamphlet,  the  Government,  in 
all  its  departments,  went  to  work  on  cost  plus — but  they  never  put 
the  simple  elementary  protective  provisions  that  should  have  gone 
into  a  Government  contract,  provisions  which  any  lawyer  who  had 
experience  in  cost  plus  could  have  WTitten  into  a  contract.  Two 
small  paragraphs  that  would  have  saved  the  Government,  not  mil- 
lions— and  it  may  seem  as  though  I  am  using  figures  carelessly — but, 
without  question,  they  would  have  saved  the  Government  some  bil- 
lions of  dollars,  because  contracts,  that  were  made  by  the  Army,  the 
Navy,  aircraft,  and  the  Shipping  Board,  were  wide  open  and  did 
not  protect  the  Government  and  allowed  costs  to  soar. 

The  Chairman.  Now,  Mr.  Gillen,  with  reference  to  Shipping 
Board  contracts,  will  you  state,  if  you  know,  how  many  different 
kinds  of  contracts  they  entered  into,  as  you  learned  from  your 
inquiry. 

Mr.  Gillen.  May  I  make  an  illustration  first,  before  I  give  the 
contracts  ? 

The  Chairman.  Perhaps  you  prefer  to  state  what  was  left  out  of 
those  contracts,  and  then  you  can  give  us  the  different  kin^  of 
contracts. 

Mr.  Gillen.  I  have  written  it  out,  so  that  it  may  not  be  left  to 
loose  language. 

The  Chairman.  Have  you  it  prepared  there  ? 

Mr.  Gillen.  Yes,  sir;  1  have  it  prepared. 

The  Chairman.  If  you  can  give  us  that,  all  right. 

Mr.  Gillen.  I  will  do  so. 

The  Chairman.  Perhaps  vou  can  just  give  us  the  gist  of  it,  and 
if  so,  you  may  do  so,  and  tnen  you  may  put  it  in  the  record  in  full 
afterward. 

Mr.  Gillen.  No,  I  prefer  to  give  it  right  to  you  as  I  have  prepared 
it,  so  that  it  may  be  definite. 

The  Chairman.  All  right.  If  you  will  read  the  statement  we  will 
be  glad  to  have  it,  and  you  may  row  ])roceed. 
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Mr.  GiLLEN.  The  great  bulk-  of  contracts  let  by  the  Emergency 
Fleet  was  on  the  basis  of  cost  plus,  used  in  one  form  or  another. 
Under  these  contracts 'but  very  little  protection  was  given  to  the 
Goveniment  because  of  the  failure  to  understand  the  underlying 
principles  of  cost  plus.  In  other  words,  it  will  now  be  noted  that  the 
Shipping  Board  made  different  kinds  of  contracts  with  different  cor- 
porations. They  did  not  have  one  form  of  contract  covering  a  given 
product,  with  some  changes  as  to  the  different  conditions,  as  to  ex- 
pansion of  plant,  or  the  buying  of  equipment.  I  mean  that  they  had 
six  different  forms  of  contracts  under  which  the  contractor  was  paid 
for  service  in  building  ships. 

A  simple  illustration  will  make  comments  which  follow  perfectlv 
clear:  If  one  were  contracting  for  1,000  motor  cars,  the  cost  of  which 
to  the  producer  was  81,000  each,  and  a  profit  of  10  per  cent  was  to 
be  allowed  thereon,  it  will  at  once  appear  that  the  10  per  cent  profit 
is  for  the  service  of  producing  the  1,000  cars  and  should  be  10  per 
cent  on  81,000,000,  or  $100,000.  Now,  if  the  producing  manufac- 
turer afterwards  is  compelled  to  pay  higher  wages  to  his  labor  and  is 
compelled  to  pay  higher  rates  of  transportation  to  the  railroad  com- 

ganies,  and  is  compelled  to  pay  larger  prices  for  material,  then  the 
rovernraent  should  absorb  tnose  additional  expenses,  but  no  addi- 
tional percentage  of  profit  to  the  contractor  should  be  allowed  on 
those  additional  elements.  In  a  word,  if  the  1,000  motor  cars  finally 
cost  the  producer  82,000  a  piece,  or,  $2,000,000,  the  contractor  gives 
no  greater  service  and  should  not  be  entitled  to  receive  10  per  cent 
on  $2,000,000,  or  $200,000  profit. 

Cost-plus  was  adopted  overnight  by  the  Army,  Navy,  Shipping 
Board;  and  aircraft  in  all  the  purchases  that  were  made,  and  while 
in  a  few  cases  they  did  not  allow  the  contractor  the  10  per  cent  profit 
on  additional  wage  reimbursement,  yet,  in  nearly  all  cases  the  Govern- 
ment did  allow,  by  contract,  the  10  per  cent  profit  on  excess  railway 
transportation,  excess  cost  of  material,  and  in  a  great  number  of 
cases  allowed  the  contractors  to  increase  their  administrative  and 
overhead  expenses  by  paying  large  salaries  and  bonuses  to  the  ad- 
ministrative officers,  and  paid  not  only  the  increases,  but  a  profit 
thereon. 

The  contracts  as  made  did  not  protect  the  Government.  There 
was  no  settled  policy  under  which  one  set  of  contracting  prices  was 
established  for  people  building  ships  for  the  Government.  In  a 
word,  a  general  principle  was  not  established  which  was  available  to 
all  parties  contracting  with  the  Emergency  Fleet  Corporation,  and 
which  all  could  understand,  and  which  would  protect  the  Government. 
This  is  also  true  as  to  the  rule  of  amortization  and  cancellation 
damages.  The  most  simple  protective  provisions,  which  are  well 
known  imder  cost-plus,  were  not  put  into  their  contracts. 

However,  in  the  early  part  of  October,  1919,  the  accounting  de- 
partment of  the  Emergency  Fleet  endeavored  to  correct,  by  refine- 
ment and  interpretation,  these  contractual  defects  that  were  in  those 
contracts,  and  have  been  able  to  coiTect  to  some  material  extent  the 
profit  paid  on  increased  wages,  but  have  never  been  able  to  correct 
the  profit  paid  on  increased  costs  of  material,  railway  transportation, 
and  the  excesses  that  occurred  in  the  early  period  on  overhead  charges, 
as  well  as  to  amortization  and  cancellation  charges.     On  the  direct 
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cost-plus  contracts,  no  release  can  be  given  to  the  Government  even 
on  the  profit  on  increased  labor  costs. 

Cost-plus  contracts  of  the  Emergency  Fleet  Corporation  are  set 
up  into  six  classes.  As  an  evidence  that  there  was  no  well-settled 
policy  which  apphed  a  single  principle,  so  that  all  contractors  would 
DC  treated  aliKe,  and  the  Government  receive  its  protection,  the 
following  types  of  contracts  were  entered  into  by  the  Emergency  Fleet: 

(1)  Cost  plus  fixed  percentage. — ^Examples:  Contract  No.  151,  dated  December  14» 
1917,  with  the  New  York  Shipbuilding  Co.,  for  three  transports,  at  cost  plus  10  per 
cent.  Contract  No.  182,  dated  December  31,  1917,  with  the  Bethlehem  Shipbuild- 
ing Corporation,  for  two  transports  at  cost  plus  10  per  cent. 

Under  these  two  contracts,  the  agent  received  a  profit  on  increased 
wage  cost. 

(2)  Cost  plus  fixed  fee. — ^Examples:  Contract  No.  11  W.  H.  dated  June  4,  1917,  with 
Sanderson  &  Porter,  for  10  wooaen  hulls,  at  cost  plus  fixed  fee  of  $20,000.  Contract 
No.  14  W.  H.  dated  June  3, 1917,  with  the  Foundation  Co.,  for  10  wooden  hulls  at  cost 
plus  a  fixed  fee  of  120.000. 

The  agent  enjoyed  no  profit  on  increased  wage  costs  under  this 
class  of  contract. 

(3)  Cost  plus  fixed  fee  and  half  savings. — Eltamples:  Contracts  Nos.  177,  178,  179, 
183,  184,  191,  and  196,  with  the  Bethlehem  Shipbuilding  Corporation,  all  under  date 
of  December  31, 1917,  for  steel  ships,  to  be  built  at  actuafcost  plus  a  fixed  fee  for  each 
hull  and  plus  half  the  savings  unaer  an  estimated  or  basis  price. 

There  were  a  number  of  other  similar  contracts  with  the  Bethlehem 
Shipbuilding  Corporation  and  with  other  shipbuilders. 

Under  this  class  of  contract  the  agent  did  not  receive  any  profit 
on  increased  wage  cost,  although  increased  wage  cost  and  changes 
and  extras  were  added  to  the  basic  price  to  make  up  a  revised  price. 
The  contractor  received  half  the  amount  by  which  the  actual  cost 
fell  short  of  the  revised  price.  However,  this  gave  no  profit  to  the 
contractor  on  the  increased  wage  cost  or  other  increases,  as,  naturally, 
his  actual  cost  was  increased  by  wage  increases  in  exactly  the  same 
.amounts  as  the  basic  price  was  increased. 

But  many  contracts  were  let  under  that  method  of  cost  plus  and 
fixed  fee  plus  half  savings.  But  at  that  time  in  the  Emergency 
Fleet  Corporation  no  one  liad  the  abiUty  to  foresee  the  cost  of  ship 
construction.  How  could  anyone  make  an  estimate  of  costs  that 
would  stand  anywhere  near  true  on  the  building  of  those  ships? 
There  was  left  wide  open  the  trading  ship  corporation  on  the  one  hand, 
well  knowing  ship  practices  and  costs,  witn  the  man  on  the  other 
hand  fixing  the  base  price,  on  which  they  would  get  a  fixed  fee,  and 
then  if  they  made  any  savings  on  that  fixed  price,  they  would  get 
half  of  them.  That  was  the  third  form.  How  it  has  worked  out  I 
do  not  know.  It  might  be  interesting  to  test  these  particular  cases 
and  see  how  they  did  work  out. 

(4)  Cost  plus  profit  sharing  with  sliding  fees. — ^Examples:  Contract  No.  83,  American 
International  Shipbuilding  Corporation,  dated  September  13, 1917,  with  supplemental 
contracts  for  a  total  of  180  nulls. 

That  is  the  great  Hog  Island  case.  Judge  Payne  took  the  minimum 
fee  and  told  them  if  they  would  accept  the  minimum  and  throw 
everything  else  out  he  would  settle  with  them.  He  said,  **The 
balance  oi  your  work  is  canceled,  as  to  materials  on  hand  in  your 
yard,  and  work  you  have  done,  and  we  will  give  you  the  mininnim 
fee  on  that."     And  may  it  be  said  for  the  omcials  of  the  American 
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International  Shipbuilding  Corporation  that  they  made  the  con- 
cessions which  they  had  in  their  contract  and  accepted  the  settle- 
ment which  Judge  IPayne  outlined.  And  he  handlea  that  particular 
matter  himself  and  took  out  the  defects  that  were  written  into  that 
contract  originally.  So  in  that  particular  matter  it  was  cleared 
afterwards  by  the  settlement. 

Contract  No.  86,  with  the  Submarine  Boat  Corporation,  dated 
September  14,  1917,  for  50  hulls. 

The  Submarine  Boat  Corporation  case  was  settled  by  Judge 
Payne,  and  he  sold  to  them  all  the  materials  in  the  yards  and  the 
eauioment  that  was  contracted  for  boats  and  made  a  settlement 
wnich,  with  the  falling  prices  for  ships,  was  a  very  generous  one  for 
the  Shipping  Board.  In  other  words,  he  got  them  to  take  and 
complete  the  program. 

lender  this  class  of  contract  the  agent's  fees  were  not  fixed  abso- 
lutely. For  instance,  under  the  supplemental  contracts  with  the 
American  International  Shipbuilding  Corporation,  dated  October 
23,  1917,  for  70  ships,  there  was  a  basic  price  of  $1,650,000.  The 
contract  provided  for  a  normal  fee  of  $82,500  and  a  minimum  fee 
of  $65,000,  but  the  normal  fee  was  to  be  reduced  by  liquidated 
damages  for  delayed  delivery  or  increased  by  premium  for  early 
delivery,  the  increase  or  decrease  being  limited  to  $17,500  per  vessel. 
Also,  any  savings  below  the  basic  price  as  revised  by  the  addition  of 
increasea  wage  costs  and  changes  and  extras  were  to  be  divided  into 
three  parts,  of  which  the  owner  was  to  have  one  part,  the  agent  one 
part,  and  the  third  part  was  to  be  divided  among  the  shipouilding 
employees. 

Unaer  this  type  of  contract  the  agent  did  not  receive  any  profit 
on  increased  wage  cost. 

(5)  Cost  plus  fixed  fet  mth  profit  sharing  and  loss  sharing. — Examples:  Contract  No. 
170,  dated  December  24,  1917,  with  the  National  Shipbuilding  &  Dry  Dock  Co.;  con- 
tract No.  87,  with  the  Merchants  Shipbuilding  Corporation. 

Under  these  contracts  there  was  a  fixed  fee,  which  was  to  be 
increased  by  one-third  of  the  savings  or  reduced  by  one-half  of  the 
costs  in  excess  of  a  basic  price,  provided,  however,  that  in  no  event 
was  the  reduction  for  excess  cost  to  bring  the  fee  below  a  stated 
minimum. 

Under  this  class  of  contract  the  agent  did  not  receive  any  profit 
on  increased  wage  cost. 

(6)  Actual  costy  profit  sharing,  with  full  penalty  for  eicess  costs. — Examples:  Contract 
No.  60  WII,  dated  Jiily  26,  1917,  with  J.  H.  Mendel  Engineering  &  Construction  Co., 
under  which  the  Fleet  (Corporation  was  to  pay  actual  costs,  fixed  fee  of  $10,000  per 
hull,  one-half  savings  under  $280,000,  but  in  case  cost  exceeded  $290,000- -plus  in- 
creased cost  of  materials,  wages,  changes,  and  extras — no  foe  was  to  be  paid. 

Under  this  class  of  contract  the  agent  did  not  receive  profit  on 
increased  wage  cost. 

Increased  freight  payments  are  interwoven  in  the  cost  of  materials, 
and  it  is  impossible  to  estimate  the  amount  of  excess  profit  on  this 
item — that  is,  cost  plus  contracts.  In  my  opinion  there  was  no 
other  method  left  of  contracting  to  the  Government  than  cost  plus. 
Likewise,  it  is  impossible  to  estimate  the  amount  of  excess  profit 
paid  through  the  abuse  in  overhead  charges,  by  increased  ofiiccrs' 
sdaries  for  administrative  work.  The  estimated  cost  of  ships  built 
under  the  contracts  listed  as  cost  plus  is  about  $949,000,000.     The 
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cost  of  the  ships  recjuisitioned  on  the  ways  is  about  $520,000,000. 
To  finish  the  requisitioned  boats  cost  the  Government  somewhere 
around  $260,000,000,  making  a  total  of  cost  plus  of  approximately 
$1,209,000,000. 

In  the  emergency  in  which  the  nation  found  itself,  there  was  no 
other  method  of  contracting  left  to  the  Government  than  cost  plus. 

Very  early  in  the  war,  in  April,  1917,  Mr.  Howard  Coffin,  then  on 
the  advisory  board  of  the  Council  of  National  Defense,  discussed  this 
feature  with  me,  and  pointed  out,  as  an  example,  that  the  Govern- 
ment was  in  the  market  for  some  40,000  wagons  by  competitive  bids, 
and  that  the  bids  received  on  wagons  would  run  between  300,000 
and  400,000  from  the  wagon  manufacturers  of  America  which  meant 
that  the  Government  was  actually  in  the  market  for  from  300>000  to 
400,000  wagons,  in  so  far  as  the  call  on  material  was  concerned,  and 
if  competitive  bidding  was  indulged  in  by  all  the  departments  of  the 
Government  which  were  placing  contracts,  prices  on  all  materials 
would  rapidly  mount,  due  to  (a)  the  false  call  on  the  market  made 
by  competing  individuals  in  the  groups  of  manufacturers  supplying 
war  materials;  and  then,  too  (6)  that  there  was  not  enough  men  avail- 
able in  Washington,  nor  was  the  time  available,  to  place  bids  on  a 
competitive  basis. 

I  suggested  cost  plus  as  a  remedy.  It  was  a  well  known  practice 
obtaining  among  big  manufacturing  companies,  which  have  subsid- 
iary companies,  and  if  the  simple  protective  provisions,  as  pointed 
out  and  aetermined  in  American  buisness  practice,  had  been  adopted 
and  put  into  the  Army  contracts,  the  Navy  contracts,  the  aircraft 
contracts,  and  the  Shipping  Board  contracts,  untold  millions  would 
have  been  saved  to  the  Government  and  increasing  prices  would 
have  been  somewhat  retarded. 

An  examination  by  your  committee  of  the  men  who  placed  the 
original  Shipping  Boar^  contracts,  as  to  their  prior  experience  and 
knowledge  of  cost  plus  at  the  time  they  made  the  contracts,  will  show 
the  want  of  information  that  existed,  and  from  which  much  of  the 
chaos  and  excess  cost  on  the  part  of  tlie  Government  occurred.  I 
want  it  understood  that  I  have  no  personal  criticism  of  the  men  who 
naade  those  contracts,  for  I  do  not  believe  there  was  any  fraud  or 
direct  negligence  on  their  part,  but  the  criticism  is  directed  rather  at 
the  legal  sections  of  the  Army  and  Navy  departments.  They  had 
not  developed  the  proper  machinery  of  contracts  to  protect  the 
Government's  interests  prior  to  our  entry  into  the  war,  when  great 
contracts  had  to  be  made. 

The  Chairman.  You  say  legal  sections  of  the  Army  and  Navy 
departments? 

Mr.  GiLLEN.  I  am  wrong  in  stating  that.  It  was  an  administrative 
piece  of  work  that  should  Iiave  been  jprepared  before  war  and  been  in 
readiness  for  all  departments  of  the  Government. 

The  Chairman.  But  how  about  the  Shipping  Board? 

Mr.  GiLLKN.  When  a  great  crisis  occurs  like  did  occur,  men  left 
their  businesses  and  went  to  Washington  for  a  dollar  a  year.  Whoever 
selected  those  men  picked  the  best  men  they  could  find,  and  t^iose  men 
conscientiouslv  attacked  the  problem  of  putting  those  great  con- 
tracts over.  It  is  not  a  fair  criticism  of  a  man — and  I  can  not  teU 
you  now  who  made  those  contracts — to  say  that  he  should  have  known 
the  underlying  principles  of  cost  plus  if  he  had  never  had  experience 
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in  cost  plus.  It  is  technical,  and  only  those  who  have  had  experience, 
and  who  have  operated  under  such  contracts,  know  where  the  loop- 
holes are.  It  was  the  duty,  in  my  judgment,  of  the  Army  and  Navy 
to  have  had  prepared  for  the  protection  of  the  Government  proper 
forms  of  contracts  that  would  permit  over  night  the  mobilization  of  the 
industries  of  this  country,  on  the  one  hand,  and  methods  of  con- 
tracting for  the  products  of  these  industries  on  the  other  hand.  And 
if  that  had  been  done 

The  Chairman  (interposing).  We  have  no  jurisdiction  over  the 
Army  and  Navy  contracts. 

Mr.  GiLLEN.  I  appreciate  that. 

The  Chairman.  What  we  want  is  in  reference  to  Shipping  Board 
contracts. 

Mr.  GiLLEN.  I  appreciate  that. 

The  Chairman,  i  ou  say  the  legal  division  of  the  Army  and  Navy. 
What  we  want  to  know  is,  -what  division  of  the  Shipping  Board 
should  have  been  familiar  with  these  protective  provisions  in  con- 
tracts, so  that  they  might  have  been  included  in  them  when  drawn. 

Mr.  GiLLEN.  The  contracting  section  of  the  Shipping  Board,  which 
undoubtedly  then  was  the  general  managier,  plus  legal  counsel,  who 
could  draw  the  contracts,  because  business  men,  as  we  all  know 
very  well,  can  not  draw  contracts,  but  they  can  point  out  the  things 
that  should  be  protected. 

The  Chairman.  You  mean  the  general  manager  of  the  Emergency 
Fleet  Corporation,  I  assume. 

Mr.  GiLLEN.  I  imagine  he  would  be  the  man,  who  would  have 
charge  of  it,  though  I  nave  never  looked  back  to  see  who  made  those 
contracts. 

The  Chairman.  You  may  complete  your  statement. 

Mr.  GiLLEN.  Mr.  Coffin  requested  me  to  draw  up  the  principles  of 
cost-plus  and  submit  them  to  him,  and  on  May  14,  1917, 1  did  so  in  a 
printed  pamphlet  and  mailed  out  20,000  copies,  sending  a  copy  to 
each  officer  in  the  Army  and  Navy,  all  Government  officials,  and  the 
members  of  all  the  War  Boards  in  Washhigton.  Within  a  week 
thereafter,  cost-plus  in  some  form  or  other,  became  the  prevailing 

frinciple  upon  which  contracts  were  subsequently  made,  out  again 
point  out — the  simple  protective  provisions  clearly  set  forth  and 
already  adopted  by  the  large  manufacturing  institutions  of  this 
country  were  not  inserted  in  those  contracts  in  any  of  the  depart- 
ments of  the  Goveriiment. 

An  illustration  of  how  proper  cost-plus  would  work  out  is  shown 
ill  the  case  of  the  American  fehipbuilaing  Corporation  of  Cleveland, 
owned  by  the  Rockefeller  interests.  In  other  words,  I  have  been 
informed  it  is  owned  principally  by  John  D.  Rockefeller  and  his 
associates.  That  was  stated  to  me  m  Washington  by  the  men  who 
are  interested.  Upon  the  request  of  the  owners  of  that  American 
Shipbuilding  Corporation,  a  resolution  was  passed  by  their  board 
of  directors  to  the  effect  that  their  corporation  would  not  be  per- 
mitted to  make  over  10  per  cent  profit  on  war  work.  On  October  1, 
1919,  when  I  arrived  in  Washington,  Judge  Payne  turned  over  to 
me  that  case  for  settlement.  Under  cost  plus  contracts  which  they 
had,  the  American  Shipbuilding  Corporation  were  entitled  to 
$157,000,000.  They  requested  that  their  contracts  be  changed  to 
lump  sum  and  they  offered  to  return  to  the  Government  approxi- 
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mately  $7,000,000  for  all  excess  railway  charges;  $8,000,000  for 
excess  wage  increases  paid  under  the  Macy  award;  $7,000,000  for 
amortization  of  plants;  and  $3,000,000  for  depreciation — all  of  which 
they  were  entitled  to  under  the  contract  made  by  them  with  the 
United  States  Government — a  total  of  $25,900,000.  The  difference 
in  the  amounts  is  due  to  my  not  having  the  records  before  me.  It 
was  the  most  unusual  position  taken  by  any  contractor  with  a  legal 
binding  contract  on  the  Government. 

A  new  contract  for  a  lump  sum,  retroactive  in  its  nature,  was 
entered  into  with  them  after  they  had  made  a  deduction  of 
$25,900,000.  It  will  be  noted  in  this  settlement  that  they  did  not 
ask  for  any  profit  on  wage  increases,  nor  on  railway  transportation, 
and  in  addition  to  this,  they  gave  up  all  of  the  increased  wages  that 
they  had  paid,  and  all  of  the  increased  railway  transportation, 
together  with  amortization  and  depreciation. 

In  my  judgment,  had  proper  cost-plus  contracts  been  drafted 
many  of  the  other  large  contracts  would  have  been  materially  cut, 
and  this  applied  not  only  to  the  Shipping  Board,  but  to  the  other 
departments  of  the  Government  as  well.  The  percentage  of  saving 
would  have  decreased  as  the  contracts  decreased  in  amount. 

Mitchell  Wagon  Co., 

JRacinef  Wis.,  May  14,  1917, 

A  simple  and  practical  remedy  for  establiflhing  the  base  cost  and  the  profits  of 
American  producers  and  supplies  of  war  goods  to  the  Government,  with  the  considera- 
tions which  control  cost  and  profit.  Drawn  from  actual  experience  had  in  furnishing 
war  supplies  to  the  Allies  and  from  actual  operating  conditions  existing  in  manufac- 
tiuring  and  supplying  in  this  country.  Under  the  application  of  the  remedies  set 
forth  herein  this  Nation  will  save  hundreds  of  millions  of  dollars  annually  and  at  the 
same  time,  with  justice  and  fairness  to  all,  help  stabilize  and  keep  normal  l}ie  economic 
conditions  in  this  country. 

This  plan  is  respectfully  submitted  in  the  hope  that  it  will  draw  forth  from  the 
executive  officers  of  this  Government;  from  the  members  of  the  National  Council 
of  Defense;  of  the  advisory  board  and  their  subcommittees;  of  the  General  Staff  of 
the  Army;  of  the  Quartermaster's  Department;  from  the  governors  and  the  members 
of  the  State  councils  of  defense;  our  editors,  business  men,  farmers,  and  working  men, 
such  publicity  and  welcome  criticism  to  the  writer  to  the  end  that  its  principles  may 
be  strengthened  or  modified  for  the  benefit  of  our  Government,  and  that  the  sugges- 
tions and  criticisms  may  avail  in  presenting  to  the  National  Council  of  Defense  and 
advisory  board  the  best  thought  of  this  Nation  on  this  subject  to  the  end  that  justice 
may  be  done  to  the  Nation,  to  the  producer,  and  supplier,  and  to  the  one  hundred 
ten  millions  of  men,  women,  and  children  living  in  domestic  life  in  this  Nation. 

Martin  J.  Gillem. 

To  the  National  Council  of  Defense;  Advisory  Board;  Qimrtermaster  8  Department  of  the 
Army  and  Navy;  and  Ameriran  business  men: 

The  writer  fully  appreciates  the  great  biurden  that  has  been  thrown  upon  the 
National  Council  of  Defense,  its  advisory  board,  and  the  Quartermaster  Depsurtment 
of  the  Army  and  Navy  within  the  last  30  days  by  the  sudden  declaration  of  war  and 
the  great  unpreparedness  of  this  country,  and  that  it  will  take  some  months  to  perfect 
their  organizations  to  accomplish  telling  results  in  supplying  the  Army,  Na\'y,  and 
our  allies;  that  the  actual  conditions  under  which  the  aoove  bodies  are  now  laboring 
have  forced  them  to  reach  out  and  get  supplies  where  most  available  with  the  least 
loss  of  time,  and  that  they  have  not  had  the  opportunity  to  command  uniformity  in 
their  price  establishment.  Thus  anything  that  is  said  in  this  conununication  is  not 
critical.  The  writer  has  only  the  highest  commendation  for  the  magnificent  and 
effective  work  done  by  the  National  Council  of  Defense;  the  Quartermaster  Depart- 
ment of  the  Army  and  Navy,  and  by  the*ad\Tsory  board  and  its  committees  to  aate. 

CONSIDERATIONS    BEARING    ON   THE    ESTABLISHMENT   OF   PRICES. 

The  first  consideration  in  establishing  the  price  which  the  Government  should  pay 
for  its  and  the  Allies  war  supplies  is  a  price  sufficient  in  amount  that  will  not  impede 
the  most  rapid  production  of  goods  to  meet  governmental  requirements  at  a  fair 
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profit  to  the  producer  with  the  thought  ever  uppermost  that  the  Government  and  Allies 
should  be  treated  as  the  most  favored  customer  of  the  producer  or  supplier. 

The  second  consideration  is  the  careful  placing  of  all  orders  by  the  Government  in 
each  producing  or  supplying  group  so  as  not  to  upset  the  economic  conditions  sur- 
rounding (a)  each  group  of  war  supply  producers,  (6)  their  employees,  (c)  the  price 
of  raw  material  used,  and  {d)  economic  saving  of  all  transportation. 

As  an  illustration:  The  placing  of  orders  for  shoes:  At  the  time  of  the  breaking  out 
of  the  war  we  were  supplymg  shoes  for  one  hundred  ten  millions  of  men,  women,  and 
children  and  a  certain  amount  for  export.  By  the  call  to  arms  the  country  will  be 
compelled  to  produce  for  the  above,  which  mcludes  the  three  million  which  will 
eventually  be  called  out,  who  will  possibly  use  four  to  five  times  as  many  shoes  as 
were  used  in  domestic  life  by  them. 

If  they  use  five  times  the  increased  national  production  of  shoes  will  be  somewhere 
about  12  per  cent  of  the  normal  production,  but  it  will  be  along  the  lines  of  the  heavy 
shoes  that  are  manufactured  within  the  shoe  group,  to  which  possibly  75  per  cent  of 
the  machinery  now  in  iise  in  the  country  can  be  adapted,  which  means  that  the 
increase  of  production,  if  placed  uniformly  over  the  entire  shoe  group  of  this  country 
on  the  above  75  per  cent  oasis,  would  mean  a  national  increase  of  about  16  per  cent^ 

This,  of  course,  is  not  practical  in  all  cases,  but  in  a  very  large  way  it  can  be  applied 
in  the  shoe  group  across  this  country  in  those  large  economic  belts  where  the  soldiers 
are  being  mobilized  and  where  many  of  them  will  be  held  in  camps  for  a  very  long 
period. 

Take  the  city  of  Milwaukee,  where,  I  am  informed,  a  short  time  ago  a  war  order  for 
60,000  pairs  of  shoes  had  been  placed  with  a  moderate  sized  shoe  factory.  While  there 
are  about  15  other  shoe  factories  in  that  city  that  could  have  taken  their  production 
of  4,000  pairs  apiece,  assuming  they  have  the  same  production  capacity.  The 
increased  production  to  each  of  the  five  would  not  be  large;  it  would  not  upset  the 
shoe  labor  market  in  that  city,  nor  cause  a  general  increase  in  the  price  oi  manu- 
facturing shoes  in  that  market  and  equally  so  across  the  United  States.  In  a  word, 
all  shoes  which  can  be  made  across  the  United  States  in  the  big  economic  belts  should 
be  made  there  and  as  close  to  the  leather  markets,  near  the  packing  houses,  and  big 
tanneries,  and  the  increased  production  will  be  so  small  that  it  will  not  upset  eco- 
nomic conditions  surrounding  each  paid  group  and  much  money  will  be  saved.  Con- 
sideration, of  course,  must  be  given  to  the  great  producing  centers  of  shoes,  such  as 
about  Boston.  St.  Louis,  Cincinnati,  and  like  centers,  which  provide  great  quantities 
of  shoes  for  their  surrounding  economic  belts.  The  increased  price  caused  by  the 
abnormal  changes  made  by  placing  the  orders  with  a  few  rather  than  all  members  of 
the  group  drives  up  the  general  cost  of  shoes  for  the  one  hundred  ten  millions  of  men, 
women,  and  children  beyond  normal  increases. 

Another  illustration.  Take  wa^ns;  assume  that  for  the  next  12  months  the  Gov- 
ernment will  require  about  70,000  units.  A  preliminary  order  for  8,000  was  at  hand 
two  weeks  ago.  There  are  about  10  big  wagon  factories  besides  those  of  the  South- 
eastern States.  The  Army  specifications  have  already  been  standardized  to  meet 
the  factory  tool  equipment  and  the  raw  material  markets  of  this  country.  The  placing 
of  the  wagon  orders  with  two  or  three,  or  possibly  four,  of  the  big  wagon  companies 
would  cause  those  companies  to  go  out  into  the  open  market  for  raw  material  besides 
the  stocks  they  have  at  hand  and  will  compel  them  to  buy  in  many  instances  from 
the  yards  of  the  other  wagon  manufacturers.  Prices  will  shoot  up  over  night.  Nor- 
mally the  wagon  manufacturers  of  this  country  produce  250,000  wagons  and  nearly 
every  wagon  company  can  build  the  Army  wagon  under  the  standardized  specifica- 
tions. 

A  large  amount  of  useless  transportation  on  raw  stock  and  on  the  shipping  of  the 
finished  product  to  far  removed  points  and  increased  prices  not  only  to  the  Govern- 
ment, but  to  the  farmers  who  use  annually  250,000  wagons  will  occur,  and  thus  the 
wagon  group  would  not  have  its  economic  conditions  materially  changed  when  the 
orders  are  spread  over  the  group.  The  increased  production  could  be  absorbed  with- 
out such  marked  economic  changes.  The  writer  appreciates  there  will  be  many 
instances  where  this  can  not  be  applied,  but  is  suggesting  the  principles  so  that  they 
may  be  applied  where  possible. 

The  third  consideration  is  the  establishment  of  a  committee  on  specifications  and 
information,  whose  duty  it  is  to  immediately  notify  the  units  in  each  group  with 
(a)  the  rules  under  which  inspection  of  goods  is  made;  the  method  of  cancellation  of 
orders;  payments,  supply  of  raw  material,  etc.,  and  (6)  a  brief  but  technical  descrip- 
tion of  the  specifications  and  requirements,  immediate  and  for  the  year  of  the  Gov- 
ernment in  that  particular  group  spread  across  the  country,  and  have  on  file  in  at  least 
eight  of  the  principal  quartermasters  departments  across  the  country  a  copy  of  the  spec- 
fications  ana  blue  prints  of  the  things  required  by  the  Government  which  do  not  dis- 
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close  any  of  the  secrets  of  manufacturing  which  they  wish  to  withhold.  During  the 
placing  of  orders  for  the  first  year  and  a  half  by  the  French,  English,  and  Russian 
Governments  in  this  country,  the  following  conditions  caused  the  Allies  to  pay  very 
heavy  and  unnecessary  exactions  in  the  way  of  profits: 

First.  The  failure  of  the  French,  British,  and  Russian  Governments  to  publicly 
and  directly  so  arrange  that  the  American  producers  could  get  and  keep  in  touch  in 
this  country  with  their  duly  authorized  buying  commissioners,  t(^ether  with  a  brief 
description  of  their  specifications  and  the  amounts  required.  Because  of  this  failure 
on  their  part  they  were  forced  to  purchase  in  a  very  limited  market.  The  policy  of 
the  French  commission  developea  finally  into  buying  from  only  two  sources  of  sup- 
plies within  a  given  group  of  manufacturers  or  suppliers,  which  caused  them  to  pay 
profits  from  thirty  to  one  hundred  per  cent.  The  British  Government  later  corrected 
this  condition  in  a  limited  degree,  as  did  the  French,  by  buying  through  J.  P.  Morgan 
&  Co.,  but  even  thereafter  their  orders  were  placed  in  a  very  limited  field  because 
they  were  mostly  placed  as  near  the  eastern  coast  as  possible  in  order  to  save  transpor- 
tation chaises.  The  result,  however,  was  a  small  saving  in  freight  but  excessive 
profits  totaling  many  times  the  freight  bill. 

Second.  The  French,  British,  and  Russian  Governments  required  impractical 
guaranties  on  their  goods  similar  to  the  ones  employed  by  our  Government  before 
this  war  when  it  M^as  purchasing  for  30,000  troops  in  a  limited  market  which  it  had 
created  through  the  arbitrary  specifications  of  the  Army  and  Navy.  The  early 
guaranty  of  the  Allies  was  so  rigid  and  so  out  of  harmony  with  the  customs  of  guar- 
anties prevailing  in  this  country  in  the  big  American  market  that  many  high-grade 
manufacturers  did  not  take  any  orders  and  those  that  did  added  a  good  sized  percentage 
to  their  cost  so  as  not  to  have  a  loss. 

The  remedy  for  this  is  to  have  inspectors  who  have  been  trained  in  each  line  of 
goods  that  is  purchased,  inspect  supplies  (a)  while  they  are  being  manufactured  and 
(6)  when  finisned  and  before  shipped.  War  use  is  the  hardest  use  goods  can  be  put  to 
and  no  manufacturer  can  reasonably  be  expected  to  guarantee  them  without  being 
protected,  for  in  the  ultimate,  the  Government  must  pay  for  the  goods  it  requires, 
of  the  kind  it  specifies  working  under  actual  war  conditions.  The  perils  to  goods 
in  war  conditions  are  so  unlike  those  under  peace  conditions  that  this  risk  should  be 
taken  over  by  the  Government — ^it  should  be  furnished  with  honest  and  well-made 
goods  and  it  should  get  this  through  its  inspectors  before  the  goods  are  shipped.  By 
assuming  this  risk  the  Government  saves  millions  of  dollars,  for  if  it  does  not  accept 
this  risk  it  must  pay  the  manufacturer  for  carrying  it,  and  since  it  is  of  such  a  doubtful 
nature  the  manufacturer  will  try  to  fix  a  percentage  that  will  fully  protect  him. 
Then  too  under  the  remedy  provided  below  all  opportunity,  desire,  and  incentive  to 
cheat  and  defraud  is  removed. 

I  am  informed  that  on  the  war  supplies  f urnish^ad  by  the  American  manufacturers 
the  French,  British,  and  Russian  Governments  did  not  have  occasion  to  insist  on 
collection  but  in  few  instances,  and  thus  the  American  manufacturers  received  an 
additional  profit  to  the  extent  of  the  percentage  for  guaranteeing  protection  that 
they  added  to  their  goods  and  in  general  it  would  work  out  the  same  with  our  own 
Government.  Fraud  in  manufacturing  goods  should  be  sternly  punished  by  imprison- 
ment and  heavy  confiscatory  fines. 

Third.  The  fear  of  the  cessation  of  hostilities  or  the  change  of  war  needs  by  the 
Allies  added  another  contingent  liability  which  each  manufacturer  charged  to  the 
Allies  in  a  percent^e  on  its  goods.  Our  Government  should  agree  to  stand  all  loss 
to  the  suppliers  ana  manufacturers  upon  orders  duly  given  in  case  of  the  cessation 
of  war  in  the  change  of  orders  given  by  the  Government  under  some  equitable  and 
businesslike  arrangement  that  can  readily  be  furnished.  Unless  this  is  done  reason- 
ably and  equitably  the  manufacturer  and  supplier  must  add  additional  charges  to 
protect  him  from  loss  in  this  regard.  Again,  m  the  ultimate  whatever  loss  must  be 
taken  from  these  causes  must  be  assumed  by  the  Government. 

In  open,  hard  competition  among  seven  competitors  on  a  certain  war  order  for 
France  'in  which  the  writer  was  personally  interested),  the  above  elements  caused  the 
American  manufacturers  who  were  bidding  to  so  price  their  goods  that  the  French 
Government  was  compelled  to  pay  for  a  certain  order  of  goods  that  cost  the  manu- 
facturer $112,000  the  sum  of  ?216,000,  or  a  profit  of  $104,000,  which  was  almost  100 
per  cent  of  the  cost  price. 

All  of  the  above  elements  of  doubtful  liability  to  the  manufacturer  and  supplier 
can  he  easily  eliminated  by  our  Government  with  a  tremendous  saving  to  it. 

The  fourth  consideration  goes  to  the  merits  of  the  varying  amounts  or  percentages 
of  profit  to  the  producers  or  suppliers  from  the  standpointof  justice  to  our  Government 
and  the  economic  welfare  not  only  of  the  men  who  sell  to  the  Government  but  to  the 
Nation  at  large  as  it  is  affected. 
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Under  this  section  each  class  must  be  treated  differently  in  the  amount  of  percentage 
of  profit  allowed. 

First  clasis  (a)  Those  group  of  manufacturers  or  suppliers  who  do  wholly  a  domes- 
tic businesB  ana  as  a  group  tumish  the  needs  for  the  110.000,000  men,  women,  and 
children  of  this  country  and  take  on  a  percentage  of  war  business  in  their  particular 
lines  or  similar  lines  to  which  their  machinery  can  be  adapted,  like  shoes,  clothing, 
wa0>ns,  woolen,  cotton,  and  other  fabric  manufacturers,  harness  making,  motor  truck 
and  its  accessory  plants,  lumber,  machinery,  foundries,  meats,  foodstuSs,  etc. 

(6)  The  great  groups  of  producers  and  suppliers  for  the  domestic  needs  in  arts, 
•ciencee,  and  commerce  of  natural  products  coming  from  the  mines  and  wells,  such  as 
metals,  minerals,  and  oils,  who  take  on  additional  orders  for  war. 

(c)  The  great  groups  of  producers  and  suppliers  of  raw  materials,  such  as  leather, 
lumber,  steel,  cotton,  wool,  etc.,  who  supply  the  domestic  needs  of  the  Government 
and  are  now  called  to  furnish  supplies  to  manufacturers  who  accept  large  war  orders 
for  the  Government. 

Second  class:  Those  manufacturers  who  are  and  have  been  in  the  exclusive  busi- 
ness of  manufacturing  war  supplies. 

Third  class:  The  suppliers  and  producers  of  natural  products  of  which  there  is  a 
limited  supply  and  which  require  investments  which  will  be  of  little  value  after  the 
war  is  over. 

Fourth  class:  Those  producers  or  suppliers  who  are  compelled  to  build  new  plants 
and  make  new  investments  to  take  care  of  new  Army,  Navy,  or  national  needs  of 
which  there  is  not  an  ample  supply  in  this  country — a  good  example  is  ship  building. 

The  fifth  consideration:  The  American  manufacturers  and  suppliers  should  give 
to  the  Government  the  same  degree  of  material  patriotism  that  is  required  of  the 
enlisted  and  drafted  men  and  women  for  Army,  Navy,  and  Federal  services.  The 
profits  granted  to  them  should  not  permit  of  the  cry  **pq,cketbook  patriotism"  nor 
ahould  there  be  created  the  opportunity  for  the  so-called  *'war  brides"  from  unusual 
profits. 

The  American  business  man  has  been  given  the  opportunity  to  show  his  patriotism 
for  the  country  in  as  large  a  manner  as  he  could  ask.  The  banking  and  investment 
houses  of  this  country  patriotically,  for  a  number  of  weeks  before  the  war  loan  was  put 
out,  stopped  their  vast  and  expensive  organizations  from  placing  before  the  public 
new  offermgs,  and  then  turned  their  entire  organizations  from  one  end  of  this  country 
to  the  other  to  aid  in  handling  the  $7,000,000,000  loan  without  cost  to  the  Government. 
They  fall  within  the  first  class  under  consideration  four  above,  for  they  will  make  their 
profits  out  of  the  domestic  banking  transactions  for  which  their  companies  and  their 
oi:ganizations  were  builded. 

Another  illustration  is  that  of  the  Chicago  packers  who  furnished  the  preliminary 
oitler  for  shoe  leather  to  the  Government  at  a  modified  price  as  to  delivery,  so  as  to 
expedite  the  early  need  of  Army  shoes.  They  fall  within  the  first  class  under  con- 
doeration  four  above. 

Another  illustration  is  that  which  appeared  in  the  advertisement  of  the  Bethlehem 
Steel  Co.  a  few  months  ago,  where  they  made  an  offer  to  the  Government  to  furnish 
supplies  at  cost-plus,  as  I  now  remember,  either  5  or  6  per  cent  profit.  They,  too,  fall 
somewhat  within  the  first  class  under  the  fourth  consideration  above,  but  since  the 
war  has  started  it  looks  as  though  they  have  or  will  move  largely  into  the  second  class 
under  consideration  four  above. 

Many  other  illustrations  of  the  truly  patriotic  business  man  are  at  hand.  It  is  the 
manufacturing  and  supplying  ''slacker"  that  the  Government  must  be  protected 
against. 

The  sixth  consideration:  Every  American  manufacturer  and  supplier  engaged  in 
domestic  business,  who  is  so  fortunate  as  to  be  within  the  group  which  receives  war 
orders  from  the  Government,  will  during  the  war  receive  a  portion  of  his  factory  over- 
head expenses  and  a  profit  much  in  the  nature  of  governmental  insurance  or  subsidy, 
while  (as  has  been  the  case  with  England,  France,  and  Germany)  a  large  percentage 
ci  the  balance  of  the  manufacturers  and  suppliers  in  this  country  will  be  forced  to 
limit  their  activities,  and  some  of  them  will  be  absolutely  proscribed  so  as  not  to  use 
labor  and  material  which  is  necessary  and  which  must  be  diverted  to  war  purposes. 

One  can  readily  understand  how  our  Government  must  quickly  and  sternly  divert, 
for  instance,  steel  products  and  their  accessories  from  domestic  uses  to  war  purposes 
ior  making  munitions,  machinery  and  equipment  for  railroads,  for  ^rm  implement 
purposes,  and  the  like  at  whatever  economic  sacrifice  to  the  other  less  fortunate 
l^ups.  Thus  the  burden  falls  on  the  latter  class  to  carry  their  business  through  war 
times  without  governmental  aid  and  under  heavy  restriction.  In  England  there  is 
to-day  a  list  of  over  50  occupations,  trades,  businesses,  and  groups  in  which  men  from 
18  to  56  yeara  are  not  allowed  to  be  employed.  In  that  class,  too,  their  wants  for  raw 
materiab  and  supplies  are  made  secondary  to  the  needs  of  the  Government,  which  in 
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itself  is  a  very  hard  and  distressing  burden.  It  must  also  be  kept  in  mind  that  the 
agricultural  classes,  the  war  suppliers,  and  labor  generally  will  not  be  cut  in  price  or 
injured  in  their  groups  and  occupations. 

This  being  so.  they  should  not  unduly  profit  on  the  supplies  they  furnish  to  our 
Government  ana  the  Allies  to  whom  we  are  furnishing  the  sinews  of  war,  while  their 
less  fortunate  fellow  manufax^turers  and  suppliers  are  being  unduly  limited  by  con- 
ditions over  which  neither  they  nor  the  Government  have  control.  It  makes  no 
difference  whether  the  burdens  of  proscription  and  limitation  come  by  fiat  of  law  or 
indirectly  by  the  orders  of  the  Government  placed  in  its  efforts  to  take  care  of  its  war 
needs  of  its  citizens.  The  great  moral  fact  of  justice  remains  that  this  must  not  be  a 
war  of  profit,  and  prices  must  be  curbed  and  kept  as  normal  as  is  possible  during  the 
economic  changes  that  the  country  is  now  passing  through. 

REMEDY  OR  APPLICATION  OF  PRINCIPLES  TO  THE  ABOVE  CONSIDERATIONS  IN  ORDER  TO 
ESTABLISH  THE  PRICE  OUR  GOVERNMENT  SHOULD  PAY  FOR  ITS  WAR  MATERIALS  AND 
THE  PROFIT  TO  BE  ALLOWED  TO  THE  MEMBERS  OP  THE  CLASSES  SET  FORTH  IN  CON- 
SIDERATION FOUR. 

Remedy  1. — Under  the  first  class  set  forth  in  the  fourth  consideration  on  page  7, 
the  Government  should  pay  the  manufacturer's  or  supplier's  cost  plus  5  per  cent 
profit.  Each  of  the  manufacturers  and  suppliers  of  the  three  divisions  of  that  class 
should  furnish  to  the  Government  a  statement  of  his  costs  as  taken  from  his  cost  rec- 
ords under  the  oath  of  the  president,  treasurer,  and  the  man  in  charge  of  his  cost 
department.  In  that  statement  there  should  appear  (a)  the  actual  cost  of  the  raw 
material  going  into  the  manufactured  article  with  the  freight,  handling  and  carryinff 
charges  set  forth  which  constitutes  the  cost  of  his  raw  material.  (6)  The  estimated 
direct  labor  to  be  expended  on  the  order,  {z)  The  estimated  overhead  containing 
such  items  as  power,  insurance,  taxes,  depreciation,  repairs,  general  factory  expense, 
pattern  expense,  and  such  labor  overhead  expenses  as  have  been  customary  according 
to  the  records  of  the  books  and  files  of  the  different  groups  of  manufacturers  and 
suppliers. 

These  items  will  constitute  the  cost  basis  upon  which  the  percentage  of  profit  is  to 
be  given.  As  the  termination  of  the  contract  with  the  Government  the  supplier  or 
manufacturer  will  furnish  under  oath  of  its  president,  treasurer,  and  cost  man  a  state- 
ment showing  the  actual  cost  of  labor,  material,  and  overhead  itemized  by  the  same 
method  and  comparable  with  the  submitted  preliminary  estimate.  If  the  cost  has 
been  less  the  Government  shall  have  an  advantage  by  way  of  a  rebate — if  it  has  been 
more  the  Government  shall  pay  the  additional  charge  to  the  manufacturer  or  supplier. 
Tlie  contract  shall  be  made  with  the  supplier  on  the  basis  of  liis  preliminary  estimated 
cost,  and  his  payment  shall  be  made  on  that  basis  subject  to  the  final  adjustment. 
Under  any  plan  that  may  be  determined  the  Government  will,  as  it  does  now,  pay  all 
the  above  items  constituting  the  manufacturer's  costs. 

The  manufacturers  and  suppliers  in  this  country  operate  their  business  on  that 
basis  and  know  the  estimated  cost  of  their  business  operations;  in  a  word,  all  of  the 
above  items  constituting  cost  are  susceptible  of  being  clearly  defined  by  each  supplier. 

The  banks  of  this  country  do  not  loan  money  to  manufacturers  and  suppliers  unless 
they  have  proper  cost  systems  by  which  the  annual  operations  of  their  business  can 
be  determined. 

Edward  N.  Hurlev,  chairman  of  the  Federal  Trade  Commission,  on  July  1,  1916, 
issued  for  the  benent  of  small  companies  a  pamphlet  entitled  "Fundamentals  of  a 
Cost  System  for  Manufacturers."  It  followed  the  system  which  has  for  all  practical 
purposes  been  in  operation  for  vears  everywhere  in  this  country,  so  there  can  be  no 
excuse  for  any  supplier  or  manufacturer  failing  to  provide  the  Government  with  actual 
costs.  Then,  too,  our  Government  collects  every  dollar  of  its  Federal  income  tax 
from  manufacturers  and  suppliers  on  the  above  basis.  For  at  the  end  of  each  fiscal 
year  under  the  law  the  Government  accepts  the  sworn  statement  of  the  officers  of  each 
corporation  and  firm  of  this  country  as  to  its  annual  business  operations  so  as  to  estab- 
lish the  amount  of  profit  upon  which  the  income  tax  is  levied.  Although  the  Fedeial 
income  tax  will  be  greatly  increased  this  year,  the  same  method  of  collection  will 
continue. 

The  Government  has  in  its  employ  expert  accountants  whose  dutv  it  is  to  inspect 
the  book  records  of  the  various  firms  and  corporations  of  the  United  States  to  see  that 
they  are  not  avoiding  the  Federal  income  tax  under  their  method  of  bookkeeping. 
Then  too  the  corporations  and  suppliers  of  this  country  are  mostlv  stock  corporations 
and  they  are  compelled  to  make  a  proper  showing  to  their  stocktolders,  and  this  in 
itself  is  a  corrective  at  all  times  to  keep  their  cost  accounting  and  other  accounting  in 
a  sound  condition — in  a  word,  the  Government  will  be  absolutely  protected  in  entering 
into  such  contracts. 
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The  writer  in  the  last  three  years  has  operated  one  contract  under  this  method 
where  millions  of  dollars  worth  of  business  has  been  done  without  any  difficulty  and 
in  a  far  more  satisfactory  way  than  on  the  straight  price  contract  basis. 

Because  of  the  billions  of  dollars  that  will  be  expended  by  the  Government  to  manu- 
facturers and  suppliers,  it  is  necessary  to  have  absolute  protection.  Therefore  a 
strong  conmiittee  of  practical  men  with  large  viewpoint  and  special  experience  in 
contract  work  should  be  appointed  by  the  Advisory  I^oard.  On  that  committee 
place  such  a  man  as  Mai.  C.  ().  Jamieson,  a  graduate  of  West  Point:  many  years  con- 
nected with  the  Rock  Island  Arsenal,  and  later  for  many  years  with  John  Deere  &  Co., 
of  Moline,  111.,  and  for  the  last  two  years  an  expert  for  some  of  the  largest  corporations 
of  this  country  in  that  particular  work,  and  now  recalled  to  the  colors.  >Select  one 
or  two  big  men  from  the  large  certified  accounting  houses  of  the  class  of  Arthur  Young 
A  Co.;  Price,  Waterhouse  &  Co.;  Haskins  &  Sells,  or  like  companies,  and  employ  for 
the  aid  of  that  committee  parts  of  the  staff  of  those  big  public  certified  accounting 
houses  of  this  country  whose  duty  it  shall  be  to  check  from  time  to  time  the  records 
of  the  manufacturers  and  suppliers  of  war  material.  The  firm  of  Arthur  Young  &  Co. 
was  employed  by  the  British  Government  to  maintain  a  large  staff  in  the  firm  of  J.  P. 
Morgan  &  ('o.,  checking  their  war  orders  and  also  in  charge  of  the  Curtis  aeroplane 
contracts  for  the  English  Government.  Men  of  this  class  have  been  engaged  in  this 
country  for  years  on  accounting  work  and  especially  on  checking  up  costs,  and  with 
this  aid  to  the  Government  there  can  be  brought  a  certainty  which  will  protect 
against  any  scandal  in  the  buying  of  war  supplies  in  this  country. 

Under  this  class  the  Government  so  far  as  it  is  able  buys  (a)  its  dirent  supplies  (such 
as  foodstuffs  for  the  Army)  and  (b)  all  lumber,  leather,  cotton  goods,  rubber,  iron, 
steel,  and  things  of  like  nature,  and  delivers  them  to  the  manufacturers  of  war  supplies 
80  that  the  "pocketbook  patriots "  among  the  raw  material  suppliers — like  the  lumber 
brokers  have  demonstrated  themselves  to  be  within  the  last  20  days — can  not  force 
hiffh  pricea  for  the  raw  material  that  goe.^  into  the  manufactured  articles,  at  a  great 
profit  to  them,  while  the  manufacturers  and  suppliers  are  patriotically  building  for 
the  Government  at  reasonable  prices.  For  example:  The  day  after  the  wagon  manu- 
facturers met  at  Jefferson vi J le,  Ind.,  a  few  weeks  ago  to  bid  on  an  order  of  8,000  Army 
wi^ona  the  price  of  poplar  box  boards  went  up  $10  a  thousand,  while  on  the  day  fol- 
lowing the  adjournment  of  the  wagon  group  in  Chicago  on  la-t  Wednesday,  May  9, 
after  the  lum>)er  brokers  had  received  notification  of  k  Government  order  for  about 
60,000  unit=?,  the  major  portion  of  which  was  lumber,  they  f-hot  up  the  prices  for  lumber 
on  the  particular  thmgs  needed  from  $60  to  $90  a  thousand  feet.  There  was  no  reason 
for  thw,  for  the  ba««e  costs  in  the  lumber  on  May  10  wa^  the  same  as  on  May  9.  Thus 
the  Government  should  buy  the  large  ba<?ic  raw  materials  nece3i?ary  for  its  supplies 
from  which  the  manufacturers  can  draw. 

The  second  class  under  consideration  four,  namely,  the  manufacturers  who  are  ^nd 
have  been  in  the  exclusive  business  of  manufacturing  war  supplies  and  whose  entire 
investment  is  in  that  busine.^s  should  be  treated  with  greater  ccnsideration  than  those 
in  the  first  cla^s,  for  it  is  the  means  by  which  their  inve.4ment  is  sustained.  The 
members  of  that  group  should  be  compelled  likewise  to  present  their  sworn  statement 
of  costs  and  then  should  be  permitted  to  receive  from  8  to  10  per  cent  profit  on  their 
Bales,  which  should  be  ample  in  war  times.  For  this  percentage  on  their  sales,  which 
have  or  will  greatly  increase  in  volume,  will  give  a  very  substantial  profit  on  the 
capital  invested.  Yet  under  this  class  reasonableness  should  l)e  exercised  so  that  in 
every  erase  a  definite  and  fair  profit  will  occur  to  the  capital  invested.  Under  this 
cla«  would  come  the  shipyards  already  established  and  in  operation  in  this  country. 

The  third  class,  to  wit,  the  suppliers  and  producers  of  natural  products  auch  as 
metals,  minerals,  and  objects  of  like  nature,  of  which  there  is  a  very  limited  source 
of  supply  in  this  country  and  which  requires  investments  which  will  i}e  of  little  value 
after  the  war,  and  the  fourth  class  above,  to  wit,  those  producers  or  suppliers  who  are 
compelled  to  build  new  plants  and  make  new  investments  to  take  care  of  the  new 
Army,  Navy,  or  national  needs,  of  which  there'^is  not  an  ample  supply  in  this  country, 
Buch  as  additional  shipbuilding,  present  temporary  difficulticn 

The  French  and  Russian  Governments  met  those  difficulties  in  this  country  by  ad- 
vancing a  percentage  of  cost  to  the  manufacturers  and  suppliers  to  build  additional 
buildings  and  equipment;  then  allowed  them  to  put  a  sufficient  profit  on  the  goods  to 
take  care  of  the  entire  investment  in  addition  to  the  profit  that  was  allowed,  so  th:it  the 
manufacturers  or  suppliers  could  scrap  the  entire  buildings  and  equipment  at  the  ter- 
mination of  the  war  orders  with  total  loss  to  the  French  or  Russian  Government  and  to 
such  a  profit  as  the  manufacturer  or  supplier  as  he  could  get  out  of  the  buildings  and 
equipment.  Because  of  the  inability  of  those  Governments  to  properly  protect  them- 
Belves  in  cases  like  this  heavy  exactions  were  made  from  them. 
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The  following  suggestions  are  offered  in  this  retard : 

1.  The  Government  may  furnish  the  additional  monejr  necessary  for  the  immediate 
added  requirements  of  production,  and  after  the  war  maintain  its  proprietary  interest 
to  the  extent  of  its  investment  or  sell  its  interest  on  a  reasonable  basis,  leas  deprecii^- 
tion,  to  the  owners  of  properties,  at  a  price  fixed  in  the  contract  at  the  time  tnat  the 
money  is  invested  by  the  Government,  with  the  right  in  the  Government  to  offer  it  at 
public  sale  at  a  higher  price  at  the  conclusion  of  the  war,  so  that  in  arranging  for  the 
depreciation  that  will  occur  if  the  owner  of  the  propertv  who  is  benefited  is  not  in- 
jured to  the  extent  that  he  thinks  he  is  going  to  be  Injured,  the  Government  has  a  right 
to  sell  on  the  public  market  for  its  own  prot«:tion. 

The  Government  should  guarantee  the  capital  invested  in  this  class,  but  should  not 
be  mulched  or  penalized. 

2.  The  Government  might  take  over  the  entire  plant  and*  eauipment,  where  there 
is  a  shortage,  furnish  the  money  for  the  additional  buildings  ana  equipment,  and  after 
the  war  own  and  maintain  those  industries  even  if  they  n&ve  to  keep  them  closed  or 
permit  after  the  war  the  renting  of  those  buildings  and  equipment  to  private  mam  fac- 
turers  on  public  bid,  so  there  may  not  be  a  loss  to  the  Government  while  holding  them 
for  future  purposes. 

3.  In  event  the  Government  furnishes  the  money  to  a  manufacturer  or  supplier  for 
additional  eauipment  the  Government  should  receive  3i  per  cent  interest  on  its  money, 
which  shoula  be  deducted  from  the  profits  of  the  manufacturer,  who  will  operate  under 
the  cost  plus  profit,  as  set  forth  in  classes  one  and  two  in  consideration  four. 

4.  In  order  to  induce  capital  to  invest  on  behalf  of  the  Nation  under  classes  three  and 
four  and  take  the  risk  of  the  future,  the  Government  should  allow  a  rate  of  profit  that 
will  net  from  12  to  15  per  cent  on  the  additional  money  invested. 

5.  Where  the  Government  and  Allies'  need  deplete  the  natural  supply  of  natural 
products  a  fair  value  should  be  added  to  cost  before  profit  is  taken.  In  a  word,  the 
depletion  value  which  goes  to  make  the  value  of  the  raw  material. 

Frequently  in  the  last  30  days  bankers  of  note  and  business  men  have  suggested 
that  in  order  to  maintain  prosperity  in  this  country  large  profits  should  be  allowed 
to  munition  makers  (1)  in  order  that  the  Government  may  receive  large  taxes  from 
them  and  (2)  in  order  to  maintain  "business  as  usual."  In  tliis  regard  it  might  be 
wise  to  point  out  that  the  very  purpose  of  increasing  our  Federal  taxes  is  to  get  money 
to  pay  the  Nation's  war  budget  and  it  is  quite  unv^ise  to  increase  the  Nation's  obliga- 
tions furtlier  by  way  of  excessive  profits  to  pay  its  debts,  for  by  that  means  you  are 
increasing  its  debts  to  a  greater  extent  than  you  are  collecting  it.  Under  the  second 
suggestion  of  "business  as  usual "  the  more  you  increase  the  profits  of  the  war  suppliers 
and  manufacturers  the  more  you  upset  the  normal  economic  conditions  oi  the 
country. 

In  the  base  cost  of  all  the  Government  supplies  lies  the  great  dominant  item  of 
labor  cost,  which  is  higher  to-day  than  it  has  ever  been,  without  its  purchasing  power 
having  increased  proportionately  to  the  benefit  of  the  laboring  and  consuming  classes, 
a  situation  which  is  due  to  the  abnormal  conditions  that  have  been  created  through 
the  middle  men  and  brokers  of  this  country,  such  as  speculators  in  food,  lumber, 
leather,  and  middle  men  handling  foodstuffs.  Increased  wages  to  the  laboring  men 
increases  terrifically  the  cost  of  g^xls  to  our  Government  as  well  as  to  our  Allies  and 
increases  rapidly  our  national  debt  without  benefiting  anyone. 

Remedy  2. — Tne  business  policy  of  the  big  commercial  life  of  this  Nation  has  tum^ 
from  peaceful  pursuits  to  a  war  basis,  and  the  lar^e  economic  changes  due  to  this 
fact  are  now  appearing.  In  order  to  stabilize  conditions  surroimding  business,  agri- 
culture, and  lal)or  so  that  normal  conditions  may  obtain  as  far  as  passible  pass  the 
present  law  in  Congress  giving  absolute  power  to  the  Federal  Government  to  establish 
a  commission  to  control  all  industries  m  the  United  States,  all  prices,  and  all  food 
and  fuel.  While  the  economic  law  of  supply  and  demand  in  normal  times  controls 
prices,  that  great  law  has  not  caused  the  terrific  increase  in  the  cost  of  living  which 
has  and  will  become  a  crushing  burden  to  the  men,  women,  and  children  of  tliis  coimtry 
under  present  conditions. 

Unless  power  is  granted  as  above  we  might  just  as  well  pay  |10  a  bushel  for  pota 
toes  and  $20  a  barrel  for  flour.  Only  a  certain  definite  number  of  bushels  of  pot»* 
toes,  wheat,  and  other  food  products  was  raised  last  year.  The  base  cost  of  raising  and 
marketing  these  products  was  determined  before  the  war  was  de'^lared  and  tlie  excess 
additions  are  due  entirely  to  manipulation. 

Thus  to-day  the  patriotic  American  consumer  who  is  devoting  his  time  and  energy 
preparing  for  war  has  no  protection  for  himself,  his  wife,  and  his  children  against  the 
"pocketbook  patriots, "  designing  speculators^  and  crafty  brokers  who,  unra^trained  in 
tliis  country,  are  upsetting  tne  normal  conditions  of  domestic  life  for  our  men,  women, 
and  children  to  the  ultimate  injury  of  our  national  cause. 

Respectfully  submitted.  Martin  J.  Gillev. 
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The  point  I  desire  to  make  in  reference  to  this  settlement  of  $157,- 
000,000,  in  addition  to  what  has  been  stated,  is  that  at  the  time  con- 
tracts were  executed  the  Government  was  not  in  position  to  determine, 
on  that  particular  contract,  what  was  10  per  cent  profit,  for  that 
is  what  it  intended  to  pay.  Under  its  form  of  contract,  the  profits 
were  such  that  they  were  able  practically  to  give  back  to  the  Govern- 
ment $25,900,000. 

That  might  have  been  saved  in  other  big  contracts — and  there  are 
other  contracts  that,  I  imagine,  are  pretty  nearly  as  large  as  this,  of 
certain  forms — ^what  the  Government  might  have  saved  in  these  cases 
is  a  question  now  of  estimate,  because  the  contractual  relations  were 
set  under  contracts  that  did  not  protect  the  Government,  if  it  intended 
to  pay  10  per  cent  profit,  or  if  that  was  the  basis  of  profit  which  they 
considered  just  compensation  for  the  contracts. 

The  Chairman.  Do  you  know  whether  or  not  contracts  with  the 
American  Shipbuilding  Corporation  did  contain  a  provision  for  10 
per  cent  profit,  plus  10  per  cent  overhead,  plus  5  per  cent,  was  their 
profit  over  all  ? 

Mr.  GiLLEN.  I  do  not  know,  because  when  the  matter  came  up  for 
settlement  before  me  estimates  were  made  on  what  they  were  entitled 
to,  and  checked  up  by  the  comptroller's  office,  and  they  pointed  out 
that  they  had  this  provision  of  the  Macy  award — the  Macv  award 
being  excess  labor  costs  that  they  were  to  be  reimbursed  for — and 
excess  railway  transportation,  and  amortization,  which  they  figured 
out,  and  the  depreciation,  and  that  they  were  making  a  tender  to  us 
of  $25,900,000.  And,  so  far  as  I  was  concerned,  I  was  not  interested 
in  whether  the  contract  worked  out,  bevond  cutting  out  that  which 
they  were  willing  to  give  back  to  us.  t  have  not  seen  the  contracts 
since  they  passed  under  my  hands,  on  October  1,2,  and  3,  1919 — ;and 
as  you  may  well  imagine,  much  water  has  gone  over  the  dam  since 
then.     But  the  contract  may  easily  be  made  available  to  you. 

The  Chairman.  Could  you  tell  how  much  they  were  entitled  to 
under  the  contract  without  looking  at  it? 

Mr.  GiLX-EN.  I  could  not. 

The  Chairman.  How  did  you  know  ? 

Mr.  GiLLEN.  Oh,  do  you  mean  how  much  they  were  entitled  to  ? 

The  Chairman.  Yes. 

Mr.  GiLLEN.  Oh,  they  had  all  their  estimate  as  to  what  they  were 
entitled  ^o,  and  were  checked  back  by  the  comptroller's  office.  If 
we  have  a  large  matter  we  are  working  on,  we  sent  it  over,  in  the  first 
instance,  to  the  comptroller's  office,  and  take  the  figures  presented 
to  us  by  them;  and  then  we  have  an  analysis  made  of  that  contraact. 
They  had  been  down  there  working  on  that  for  about  six  weeks  before 
I  came  there.  They  had  been  working  back  and  forth,  and  when  I 
came  it  was  about  ready,  practically  ready,  for  closing. 

The  Chairman.  And  the  sum  that  they  tendered  for  the  excess  on 
the  Macy  award  was  the  percentage  that  they  were  entitled  to  on  that, 
was  it  ? 

Mr.  GiLLEN.  Oh,  no.  What  they  gave  back  was  the  actual  addi- 
tional money  that  they  paid  out.  For  instance,  when  wages  went  up 
from  50  cents  an  hour  to  $1  an  hour  for  a  man,  or  higher  than  that  in 
some  cases,  under  the  Macy  award,  they  would  be  entitled  to  receive 
this  additional  wage  of  50  or  75  cents  an  hour,  whatever  the  increase 
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was.    And  this  increase  that  they  gave  back  was  the  increase  in  wages, 
representing  actual  cash  that  they  paid  out  of  their  pockets. 
The  Chairman.  Didn't  the  Government  pay  that? 

Mr.  GiLLEN.  The  Government  did,  but  they  were  giving  us  back  a 
credit.  The  Government  advanced  the  money,  but  when  thev  came 
to  a  final  settlement  they  gave  us  back  a  credit,  for  instance,  $25,900,- 
000.     They  handed  us  6ack  a  credit. 

The  Chairman.  So  they  absorbed  the  increase  under  the  Macy 
award  'i 

Mr.  GiLLEN.  Yes,  sir. 

Mr.  Steele.  Does  that  apply  to  amortization  as  well,  which  they 
returned  ? 

Mr.  GiLLEN.  Yes,  sir.  You  see,  they  had  a  small  plant,  and,  as 
their  president,  Mr.  Farr,  said,  ''You  tnow  wo  had  a  boy  when  the 
war  started,  but  we  have  a  big  giant  now,  and  here  is  what  the 
amortization  runs  to."  They  worked  out  all  their  figures,  and  he  said: 
'*We  have  to  work  these  plants  back  now." 

Mr.  Steele.  Was  the  complete  amortization  $30,000,000  ? 

Mr.  GiLLEN.  No,  sir. 

Mr.  Steele.  They  returned  $3,000,000  I  understand  you  to  say. 

Mr.  GiLLEN.  They  returned  $3,000,000  as  depreciation  on  their 
equipment.  You  see  a  part  of  the  cost  of  running  a  plant,  if  there  is 
no  amortization  in  there,  is  the  natural  depreciation,  generally  2  per 
cent  per  annum  on  brick  buildings  and  more  on  wooden  buildings,  and 
on  machinery  it  runs  verf  high,  sometimes  as  high  as  25  per  cent  per 
year.  They  are  entitled  to  re^ar  depreciation,  which  has  to  be 
figured  out,  namely,  the  depreciation  they  kept  on  their  books  prior 
to  the  war,  and  that  item  ran  to  about  $3,000,000. 

Mr.  Kelley.  The  purpose  of  the  Government,  in  all  these  various 
contracts,  was  to  permit  a  profit  of  10  per  cent.  That  was  the  funda- 
mental purpose  of  both  parties  all  the  way  through — 

Mr.  GiLLEN  (interposing).  No. 

Mr.  Kelley.  Not  m  this  case,  but  generally  speaking. 

Mr.  GiLLEN.  No.  That  is  what  I  point  out  to  you.  I  point  out  to 
you  that  it  was  agreeable  that  they  snoidd  make  10  per  cent,  but  they 
have  a  number  of  contracts  where  they  can  make  more  or  less  profit. 
I  analyzed  six  of  them. 

Mr.  Kelley.  Under  the  practices  of  the  contract  it  worked  out  so 
that  they  can  make  more,  out  was  it  the  real  idea  in  malyng  those 
contracts  that  that  is  what  the  contract  should  be  ? 

Mr.  GiLLEN.  The  idea  was  that  they  should  get  10  per  cent,  and 

Mr.  Kelley  (interposing).  That  is  it. 

Mr.  GiLLEN.  Wait  a  minute.  Ten  per  cent  on  what?  These  men 
made  honorable  contracts.  They  were  not  doing  something  fraudu- 
lent, not  trying  to  put  something  over  on  the  Government.  1  question 
whether  very  many  of  the  shipbuilders  knew  what  cost  plus  was. 
I  think  there  was  just  as  much  want  of  information  on  their  part  and 
on  the  part  of  the  general  contracting  public  with  the  Government. 
Tliey  expected  to  make  the  10  per  cent.  That  is  what  they  were 
contracting  for  for  their  service.  And  yet  I  believe  a  lot  of  them  did 
not  know  that  it  was  going  to  work  out  so  well  for  them. 

Mr.  Kelley.  Well,  now,  this  particular  concern  vou  speak  of  was 
able  to  make  its  10  per  cent  that  it  expected  to  make? 
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Mr.  GiLLEN.  Yes,  sir;  and  which  they  were  held  to  by  resolution 
of  their  board  of  directors. 

Mr.  Kelley.  And  at  the  same  time  returned,  out  of  what  they 
might  have  made,  $25,000,000  to  the  Government. 

Mr.  GiLLEN.  They  returned  S25,900,000.  It  is  the  only  case  I  have 
known  of  at  Washington,  either  within  the  Shipping  Board  or  outside 
of  the  Shipping  Board. 

Mr.  Kelley.  What  you  are  saying  is  this,  if  I  get  it  straight.  That 
had  the  contracts  been  properly  drwn,  that  $25,900,000  never  would 
have  been  paid  to  this  concern  in  the  first  place? 

Mr.  GiLLEN.  The  most  of  it  would  not  have  been  paid.  They 
are  taking  a  big  risk  of  amortization,  which  is  either  a  $7,000,000  or 
$8,000,000  item.  But  as  to  the  balance  of  it,  it  would  not  havo 
been  paid,  because  what  the  Government  intended  to  do  and  what 
the  American  peoplei  were  set  on  doing  was  to  stop  profiteering  in 
the  United  States  and  lay  down  the  proposition  that  10  per  cent 
should  be  paid  for  service.  It  was  intended  that  10  per  cent  should 
be  paid  for  the  service.  And  they  did  not  intend  to  have  that  service 
loaded,  either  by  the  method  as  was  done  or  by  another  method  on 
the  contract.  That  is,  by  subsidiary  companies.  There  was  no 
check  on  them.  I  am  informed,  although  I  have  never  had  occasion 
to  look  it  up,  that  many  of  these  corporations  organized  subsidiary 
coinpanies 

Mr.  Kelley  (interposing).  Well,  then- 


Mr.  GiLLEN  (continuing).  Wait  a  moment.  Pardon  me.  My 
information  is  that  many  of  these  corporations  organized  subsidiary 
companies,  and  that  the  work  done  oy  subsidiary  companies  was 
charged  in  the  cost,  and  the  subsidiary  company  got  10  per  cent 
and  then  the  Government  paid  10  per  cent  under  cost-plus  for  the 
work  that  was  done  by  the  subsidiary  company,  the  cost  of  the 
supplies  and  work  are  a  part  of  the  things  to  go  into  the  contract. 

Mr.  Kelley.  I  want  to  be  clear  in  my  own  mind,  of  course,  and 
we  are  going  along  pretty  fast  here,  and  this  is  very  important. 

Mr.  GiLLEN.  It  is  a  very  difficult  matter  that  I  am  talking  to  you 
about,  and  I  can  easily  understand  how  it  is  rather  difficult  to  grasp 
it,  because  of  the  size  of  the  figures  and  the  principles  involved,  and 
that  is  why  I  wrote  it  out,  so  that  it  will  hold  as  to  criticism. 

Mr.  Kelley.  Had  the  principles  been  incorporated  in  these 
contracts  which  you  set  forth  in  that  pamphlet  on  the  14th  of  May, 
1917,  a  large  part  of  this  $25,000,000  which  was  returned  to  the 
Government  becayse  of  the  r^olution  of  the  board  of  directors  of 
that  concern  would  never  have  been  paid  to  that  company  in  the 
first  place? 

Mr.  GiLLEN.  Correct;   it  never  would  have  been  paid. 

Mr.  Kelley.  I  would  like  to  know  just  what  there  is  in  that 
pamphlet  that  should  have  been  included  in  the  contract. 

Mr.  GiLLEN.  You  have  it  in  the  record  now. 

Mr.  Kjblley.   You  can  give  it  to  us  in  a  few  words. 

Mr.  GiLLEN.  I  have  pointed  out  a  simple  illustration,  and  what 
was  needed  was  to  have  a  lawyer  draw  tne  terms.  First,  there  is 
overhead,  and  in  that  comes  as  one  of  the  items  officers'  salaries.  If 
the  president  of  the  corporation  gets  $5,000  a  year  in  the  corporation, 
and  has  gotten  it  over  a  period  of  years,  tne  overhead  should  be 
protected  to  the  extent  that  he  can  get  no  increase,  so  far  as  the 
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Government  is  concerned.  If  they  want  to  give  him  an  increase  on 
$5,000,  all  right,  but  let  them  take  it  out  of  their  pockets.  If  they 
want  to  give  l)onuses,  let  them  give  the  bonuses  themselves,  because 
the  boys  going  across  the  sea  were  not  having  their  wages  raised, 
and  there  was  enough  profit  to  stimulate  them  to  their  best  effort, 
and  if  not,  let  plants  be  commandeered.  Mv  idea  is  that  when  we  go 
to  war  producing  property  of  the  nation  should  be  headed  by  the 
experienced  men  who  own  the  property  and  who  know  the  property, 
but  they  should  not  be  permitted  to  take  anything  except  normal 
profit,  and  contracts  should  be  arranged  and  so  worked  out  as  that 
will  be  the  result. 

Mr.  Kelley.  The  contracts  as  drawn  permitted  a  profit  on  excess 
overhead,  excess  labor,  excess  freight,  and  excess  cost  of  material  ? 

Mr.  GiLLEN.  Yes,  sir;  and  the  right  on  the  part  of  the  parent 
corporation  to  create  subsidiary  companies  for  outside  work,  on 
which  they  get  10  per  cent  on  the  original  contract  and  then  would 
get  their  own  10  per  cent.  It  allowed  officers  to  become  interested 
m  these  corporations. 

Mr.  Kelley.  And  that  profit  was  permitted  under  these  contracts 
to  be  collected,  or  stood  these  excess  costs  in  most  cases  ?  Excess 
labor  was  charged  into  the  contract,  was  it  not  ? 

Mr.  GiLLEN.  Excess  labor,  excess  material,  transportation,  amor- 
tization, and  cancellation  charges  are  natural  charges  which  the 
Government  should  absorb. 

Mr.  Kelley.  Exactly  so. 

Mr.  GiLLEN.  But  it  should  not  absorb  a  10  per  cent  profit  on 
these  increases. 

Mr.  Kellhy.  And  if  the  contract  had  been  properly  drawn  it 
would  not  have  done  so  ? 

Mr.  GiLLEN.  You  are  correct. 

Mr.  Kelley.  And  if  it  had  been  drawn  in  harmony  with  the 
pamphlet  it  would  not  have  been  done? 

Mr.  GiLLEN.  You  are  correct.  In  that  regard,  the  plan  of  ao- 
coimting  is  discussed  therein,  and  it  is  pointed  out  that  if  they  had 
standardized  the  accounts  in  the  different  operating  contractor's 
properties  the  Government  then  could  have  audited  out  its  accounts, 
ust  like  any  big  parent  corporation  does  with  agencies  all  over  the 
Jnited  States  at  the  home  offices,  and  not  endeavor  overnight  to 
swing  into  Washington  voluminous  records  and  get  a  great  big  mass 
of  unrelated  stuff  in  Washington. 

In  other  words,  use  the  principle  that  the  Treasury  Department 
Tises  in  collecting  $5,600,000,000  of  Federal  taxes  for  1919,  as  it  is 
now  doing.  It  is  pointed  out  therein  that  it  can  be  done.  Do  you 
know  of  any  reason  why  it  should  be  necessary  for  the  Treasury 
Department  to  establish  in  Washington  a  complete  record  of  all  the 
transactions  in  my  business  at  Racine,  Wis.,  if  I  am  a  tire  manufac- 
turer, in  order  to  show  the  proper  collection  of  taxes?  Well,  the 
Treasury  Department  collected  in  this  last  year  a  little  over 
$5,000,000,000,  and  it  did  it  upon  sworn  statements. 

I  arranged  the  procedure  so  that  the  accoimting  would  have  been 
simplified  had  they  followed  that  plan  of  accounting  which  the 
Railway  Administration  adopted  when  Mr.  McAdoo  took  it  over. 
He  did  not  endeavor  to  bring  all  the  railroad  accoimts  down  to 
Washington  in  all  their  details.     He  reached  out  overnight  and  took 
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possession  of  the  auditors  and  the  accoxmting  departments  and  the 
treasurers  of  these  great  railroads,  and  he  said  to  them,  "Continue 
with  your  work.  You  are  now  xmder  our  supervision;  you  are  now 
the  treasurers  and  comptrollers  of  the  United  States  Government." 
And  there  was  not  any  reason  in  the  world  why  the  Shipping  Board 
OT  the  Army  or  the  Navy  could  not  have  commandeered  the  treasurer 
And  the  comptroller  .or  the  accounting  officer  of  these  corporations 
And  put  them  xmder  oath  to  conduct  the  Government's  business. 
Ninety  per  cent  of  all  this  mess  in  the  Shipping  Board  to-day  would 
have  been  avoided. 

And  that  could  have  been  done  just  as  weU  with  the  operating 
t:t>mpanies.  They  could  have  reached  into  the  international  mercan- 
tile marine  offices,  taken  the  treasurer  of  that  corporatior,  and  taken 
the  accounting  officer  and  taken  its  cash  in  the  banks,  as  Mr.  McAdoo 
did  in  the  Railroad  Administration,  and  they  would  have  been  our 
officers  and  imder  our  supervision.  It  is  pointed  out  in  that  pamphlet 
that  that  could  have  been  done. 

You  members  of  the  committee  may  think  I  have  gone  to  some 
length  to  produce  this  information.  I  have  done  it  for  one  purpose, 
gentlemen.  I  issued  the  War  Industries  Board  plan  in  August,  1915, 
and  sent  it  out,  and  had  it  come  back  to  me  after  submitting  it. 
I  put  out  the  cost-plus  plan.  May  14, 1917,  for  my  Government.     I 

gut  three  years  down  at  Washington,  part  of  it  in  the  War  Industries 
•oard  and  part  of  it  in  the  Shipping  Board,  and  I  do  hope  that  out  of 
the  experience  the  Nation  has  nad  we  will  get  some  legislation  that 
will  be  corrective,  that  we  will  get  some  kind  of  origanization  shortly 
that  will  provide  a  plan  for  the  protection  of  this  Government  in  the 
event  we  nave  to  go  to  war  again. 

In  other  words,  this  statement  that  I  have  made  in  rather  a  large 
way  is  intended  so  that  your  conunittee  can  have  it  and  you  use  it  m 
A  constructive  way. 

I  have  no  personal  criticism  of  any  man  that  I  have  met  at  Wash- 
ington on  the  Shipping  Board  or  the  Emergency  Fleet  Corporation. 
I  never  found  a  more  loyal  or  hard  working  lot  of  men  than  the  men 
that  are  down  there.  But  the  problems — the  American  people  do 
not  understand  them,  I  do  not  believe  Congress  understand  them,  and 
I  am  sorry  to  say  I  do  not  believe  our  President  understands  them. 
There  are  terrific  problems  and  they  have  got  to  be  solved,  and  they 
will  only  be  solved  by  taking  these  troubles  in  a  large  wav,  cutting 
them  out,  and  then  putting  big  steel  lines  down  through  the  legisla- 
tion that  will  correct  things  in  the  future. 

Mr.  Kelley.  The  fact  is,  Mr.  Gillen,  that  the  Shipping  Board  and 
the  other  departments  of  the  Government  letting  contracts  never  did 
fullv  comprehend  your  plan  of  cost-plus,  did  they  ? 

ilr.  Gillen.  If  you  will  eliminate  "my'^  plan  and  ask  me  the 
question  as  to  whether  they  ever  comprehended  the  proper  handling 
of  cost-plus  as  it  is  developed  among  some  of  our  largest  business 
institutions,  I  will  say  to  you  that  they  did  not  comprehend  it. 

Mr.  Kelley.  And  even  the  last  contracts  which  they  awarded, 
After  having  had  two  years'  experience,  still  do  not  protect  them? 

Mr.  Gillen.  There  were  not  many  contracts  made  two  years  after 
we  went  into  the  war.  Most  of  our  contractural  obligations  were 
made  quickly,  in  the  early  part  of  the  war. 
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Mr.  Kelley.  And  these  six  different  forms  of  contract  originated 
within  a  short  time  of  each  other  ? 

Mr.  GiLLEN.  Yes — in  other  words,  there  was  chaos  in  their  mindsj^ 

Mr.  Kelley.  They  found  that  the  first  kind  of  contract  did  not 
protect  the  Government,  and  so 

Mr.  GiLLEN.  No;  I  do  not  think  it  arose  that  way.  Different  big 
contracting  firms  have  brains.    The  American  business  man  is  th& 

greatest  producer  in  the  world  because  he  has  brains  and  he  knows 
is  business,  and  there  came  down  to  Washington  these  men  who 
knew  their  business  and  who  were  protecting  the  investments  of 
their  stockholders.  And  as  they  would  take  up  the  different  con- 
tracts they  were  convinced,  in  my  judgment,  and  honestly  con- 
vinced, the  contracting  parties  there,  that  these  different  forms  of 
contract  should  be  used.  I  do  not  think  it  grew  out  of  the  fact 
that  the  managing  director  of  the  Shipping  Board  in  charge  of  con- 
tracts made  the  changes  later,  because  you  will  note  that  they  arfr 
all  within  a  short  time.  In  other  words,  it  was  the  contractors- 
coming  to  the  Government  and  pointing  out,  *'This  is  a  good  con- 
tract tor  you."     That  is  the  way  it  was  done,  in  my  judgment. 

Mr.  Kelley.  Do  you  know  whether  or  not  some  oi  the  very 
largest  ones  stated  to  the  Government  that  they  would  not  accept 
business  except  under  a  certain  form  of  contract  ? 

Mr.  GiLLEN.  That  might  be.  There  are  two  parties  to  a  contract, 
always.  There  would  not  be  anything  wrong  in  that.  1  have 
heard  men  say  frequently  that  they  would  not  take  settlements, 
and  I  have  always  taken  the  position  that  they  were  not  meaa 
because  they  would  not  accept  the  settlements  that  Judge  Payne 
gave  them.  If  I  were  a  contracting  party  I  might  be  fearful  that 
the  contract  you  wanted  to  give  mo  was  not  a  proper  contract,  and 
I  might  refuse,  because  the  law  says  one  shall  receive  just  compen- 
sation. The  right  was  in  the  Shipping  Board  to  commandeer  my 
property  if  I  would  not  make  a  contract,  and  if  the  Government 
did  commandeer  my  property  I  would  then  be  entitled  to  just  com- 
pensation. It  is  no  crime  for  any  man  to  go  to  Washington  and 
light  for  his  legal  rights,  but  we  always  try  to  see  on  our  side  of  the 
table  that  we  have  that  resistance  and  knowledge  of  a  subject  so 
that  we  can  protect  the  Government's  rights. 

Mr.  Kelley.  Mr.  Gillen,  have  you  worked  out  any  calculation  ta 
show  approximately  what  this  10  per  cent  beyond  what  the  Govern- 
ment intended  to  pay  actually  amounted  to  in  many  cases  ? 

Mr.  Gillen.  No;  that  would  be  a  terrific  job.  1  would  have  ta 
have  the  force  of  the  accounting  department  of  the  Shipping  Board 
for  quite  a  long  period  to  make  any  figures  that  would  be  definite. 
1  do  know  that  if  I  pay  you  10  per  cent  on  the  increased  cost  of 
material,  if  I  pay  you  10  per  cent  on  the  increased  cost  of  transpor- 
tation, if  1  pay  you  10  per  cent  on  the  increased  cost  of  wages,  if  I 
allow  you  to  charge  in  items  of  overhead,  I  know  that  out  of  that 
comes  an  item  that  I  could  have  saved.  What  it  is  no  one  will 
ever  know,  and  in  my  judgment  it  would  be  very  unwise  the  time 
of  the  Shipping  Board  or  its  accounting  department  with  its  big 

Problems  to  trv  and  estimate  what  that  ift.     That  is  water  that 
as  gone  over  the  dam. 

Mr.  Kelley.  There  has  been  a  great  deal  of  discussion  about  this 
cost-plus  system,  Mr.  Gillen,  in  Congress  and  everywhere  else,  and  it 
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is  due  to  the  fact,  is  it  not,  that  these  protective  features  which  might 
easily  have  been  incorporated  were  not  included  in  the  contracts  ? 

Mr.  GiLLEN.  That  is  it.  I  wish  that  when  Congress  was  investi- 
gating that  they  had  called  on  me,  but  they  did  not.  I  was  then  in 
the  service  of  tne  Government,  and  I  watched  what  was  being  said, 
and  I  know  that  very  few  of  the  men  that  were  called  had  ever  had 
any  experience  with  cost  plus,  except  the  experience  they  got  during 
the  war,  and  that  was  not  an  unsatisfactory  experience.     Where  cost 

?lus  has  operated  as  it  did  in  our  case  at  Racine — we  had  Arthur 
'oung  on  it  as  the  arbiter  one  year;  we  had  Haskins  &  Sells  on  it  two 
years,  and  we  worked  out  all  of  the  troubles,  and  we  also  had  the  ex- 
perience of  John  Deer  &  Co.  over  many  years. 

Mr.  Kelley.  Now,  you  have  called  the  attention  of  everybody  to 
this  system  in  the  first  place — if  I  might  make  the  remark — it  seems 
rather  odd  that  you  were  not  called  in  consultation  in  the  drafting  of 
the  original  contracts  which  carried  this  system  into  effect. 

Mr.  GiLLEN.  In  answer  to  that  I  will  say  to  you  that  human  nature 
has  some  funny  quirks.  One  peculiar  idea  oi  human  nature  is  that 
those  who  hold  power  and  wear  the  crowns  in  the  Government  serv- 
ice, desire  to  take  all  the  credit  there  is  in  any  matter  that  is  pre- 
sented, and  when  this  easy  method  was  pointed  out  they  reached  out 
and  seized  this  sharp  tool  and  started  to  play  with  it. 

Mr.  Coffin  did  not  have  control  of  the  Army;  Mr.  Baker  had  control 
of  it.  Mr.  Daniels  had  control  of  the  Navy,  and  the  contracts.  I  do 
not  know  whether  Mr.  Hurley  or  Mr.  Goothals  was  in  the  Shipping 
Board.  Mr.  Coffin  was  on  the  Aircraft  Board.  Now  wo  could  have 
asked  those  men  to  call  some  one  down  there,  but  they  had  their  own 
legal  divisions,  and  you  know  what  a  legal  division  in  the  Govern- 
ment service  is;  you  know  no  one  can  give  them  any  information;  you 
know  that,  don't  you,  after  your  experience  in  Congress? 

Mr.  Kelley.  Yes,  I  know  that. 

Mr.  GiLLEN.  That  is  my  experience. 

Mr.  Kelley.  I  want  to  ask  one  or  two  questions  about  this  Army 
account.  You  made  a  suggestion,  I  think,  that  the  account  might  as 
well  be  canceled  and  you  come  to  Congress  for  the  deficit  which  it 
created.     That  would  be  the  way  to  handle  it,  would  it  not? 

Mr.  GiLLEX.  That  would  have  been  the  way  to  handle  it. 

Mr.  Kelley.  That  is  the  way  to  handle  it  now,  is  it  not  ? 

Mr.  GiLLEN.  No;  because  I  think  the  accounting  is  pretty  well 
along.  It  is  down  to  where  they  will  either  accept  or  deny  very 
shortly.  I  think  the  accounting  is  so  far  ahead  that  the  way  to 
handle  it  at  the  present  time  is  to  have  the  Shipping  Board  request 
the  Secretary  of  War  to  pass  finally  on  these  items  and  say  yes  or  no. 
If  he  says  yes,  then  take  what  he  gives  us,  or  accept  his  no,  and  have 
no  row  about  it.  Then,  when  we  come  up  to  your  Appropriation 
Committee  in  Congress,  they  will  know  whut  we  are  going  to  get  out 
of  the  Army  and  they  will  make  provisions  accordingly.  And  I 
think  that  between  all  the  other  departments  of  the  Government 
the  same  thing  should  be  done. 

In  other  words,  if  there  are  claims  existing  to-day  between  the 
Navy  and  the  Army,  between  the  Navy  and  the  Shipping  Board, 
between  the  Army  and  the  Shipping  Board,  or  between  the  Food 
Administration  and  the  Army,  the  head  officers  should  be  compelled 
to  say  yes  or  no  on  these  bills  and  then  forget  it.     For  Uncle  Sam  is 
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under  the  load  of  hay,  and  there  is  the  delay  involved  in  rowing  back 
and  forth  and  the  expense  of  keeping  large  forces  of  men  in  two 
Government  departments  working  on  these  claims. 

Mr.  Kelley.  That  is  what  impelled  me  to  say  it  had  better  be 
cut  oflF  and  Congress  appropriate  the  money;  because  where  would 
the  Army  get  the  money  to  pay  this  claim?  Have  they  any  such 
amount  of  money  left  ? 

Mr.  GiLLEN.  I  do  not  know  the  condition  of  their  appropriation. 

Mr.  Kelley.  Congress,  you  will  remember,  required  tnat  the 
Army  turn  back  into  the  Treasury  all  the  funds  which  the  Committee 
on  Appropriations  thought  were  not  obligated  at  the  end  of  last  year. 

Mr.  GiLLEN.  Yes;  but  jou  know  how  that  is  handled.  Nobody 
checks  that  up.  The  Shipping  Board  claims  $150,000,000,  so  they 
will  hold  that  $150,000,000  aside.  That  is  the  way  they  do  down 
there. 

Mr.  Kelley.  You  called  Mr.  Good^s  attention  to  the  fact  that  this 
$200,000,000,  or  whatever  it  was,  a  large  sum,  was  due  from  the  Army  ? 

Mr.  GiLLEN.  Oh,  yas;  I  pointed  that  out. 

Mr.  Kelley.  So  that  it  would  be  allowed  either  in  one  place  or 
the  other? 

Mr.  GiLLEN.  Oh,  ves,  I  pointed  that  out,  too.  I  took  the  posi- 
tion with  Mr.  Gooa  that  the  time  had  arrived  with  the  Shipping 
Board,  where  we  should  not  be  permitted  to  ask  for  any  more  money^ 
but  we  should  be  compelled  to  go  out  and  collect  our  assets,  what 
was  owing  to  us  all  along  the  line,  and  that  it  looked  to  me  as  if  there 
wore  enough  assets  outstanding  to  get  through.  That  was  Judge 
Payne^s  policy.  Judge  Payne  fid  not  want  to  make  it  too  easy  for 
his  organization  to  di  aw  checks. 

What  was  in  our  minds  was  that  Mr.  Tweedale,  as  treasurer^ 
should  go  out  and  get  the  collections  in.  We  felt  that  until  that. was 
done  the  department  could  not  begin  to  function  as  a  business 
organization.  We  felt  that  if  we  had  an  appropriation  of  $150,000,000 
given  to  us,  which  it  looked  as  if  we  would  need,  it  would  be  very 
unwise  to  put  that  to  the  credit  of  our  treasurer  and  accounting- 
department,  because  it  is  awfully  easy  to  draw  against  Government 
appropriations,  from  what  I  have  seen  down  there. 

Mr.  Kelley.  There  is  just  a  word  I  might  ask  as  to  the  policy^ 
I  remember  the  legislation  which  went  through  requiring  that  the 
charter  fees  for  your  ships  should  not  be  paid  by  the  Navy.  I  think 
that  is  true  of  the  Army  also. 

Mr.  GiLLEN.  Both  oi  them. 

Mr.  KiLLEY.  Is  there,  in  your  judgment,  any  objection  to  that 
policy  ? 

Mr.  GiLi^N.  Not  at  all.  The  war  is  over  and  it  is  just  a  question 
of  accounting  for  it. 

Mr.  Kelley.  But  when  one  department  of  the  Government  deals 
with  another,  should  they  deal  at  arm's  length  just  like  strangers 
and  keep  the  accounts  perfectly  straight? 

Mr.  GiLLEN.  I  think  m  times  of  peace  that  should  be  done.  In 
times  of  war  I  think  that  the  disbursing  officer  having  once  made- 
the  disbursement  as  a  cash  disbursement  before  and  m  behalf  of 
another  department,  the  disbursing  department  should  make  its 
charge  against  its  appropriation  for  that  purpose. 
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Mr.  Kellet.  Otherwise  you  never  would  know  what  any  par- 
ticular department  of  the  Government  cost. 

Mr.  GiLLEN.  You  would  keep  your  record  on  that  and  charge  it  to 
them.  But  there  are  two  sides  to  that.  What  has  occurred  is  the 
other  department  said  *'No,  you  should  not  have  paid  that  bill  for 
us;  we  are  not  liable  for  that.  The  department  oi  the  Government 
that  created  the  liability  should  in  every  case  settle  that  liability  and 
clean  it  off  the  boards  and  not  get  it  mixed  around  through  a  number 
of  departments.  If  that  is  done,  that  will  help  cut  down  the  force 
employed  in  different  accounting  departments  of  the  Government  to 
a  ^reat  extent. 

Mr.  Kelley.  That  is  all. 

Mr.  Steele.  Mr.  Gillen,  you  have  referred  to  certain  accountants 
who  'Were  employed  by  the  Shipping  Board  at  the  beginning  of  their 
operations — ^Haslcins  &  Sells  ? 

Mr.  GiLLEN.  I  said  they  were  ? 

Mr.  Steele.  I  understood  you  to  say  that. 

Mr.  GiLLEN.  No;  I  said  that  was  the  way  they  should  have  done. 
I  told  them  in  that  pamphlet  to  get  Arthur  i  oung,  Price,  Waterhouse 
&  Co.,  and  one  other  company,  the  three  or  four  biggest  certified 
accountants  in  America,  get  those  men  down  to  Washington,  and 
have  those  men  set  up  a  system  of  accounting,  and  you  will  then  be 
able  to  get  cost-plus  into  the  Government.  In  other  words,  as  they 
called  shipbuilders,  and  as  they  called  different  big  men  to  come  down 
on  the  War  Industries  Board  and  the  Fuel  Administration  and  the 
Food  Administration  and  the  War  Finance  Board,  so  I  pointed  out 
to  them  at  an  early  date,  "Get  down  there  the  eye  doctors  for  this 
eye  job — accounting  experts.*' 

Mr.  Steele.  I  misunderstood  you.  That  was  a  suggestion  on  your 
part  and  not  a  reference  to  an  actual  fact  ? 

Mr.  Gillen.  They  did  not  do  it. 

Mr.  Steele.  Gov.  Kelley  has  referred  to  the  general  criticism  of 
the  cost-plus  system.  Outside  of  what  you  have  enumerated,  is  there 
any  real  objection  to  it,  or  could  the  Government  have  adopted  any 
other  system  at  the  time  ? 

Mr.  GiLLEN.  My  judgment  is  it  could  not,  in  the  main,  for  the  great 
war  work  that  was  to  he  done.  That  was  the  only  contract  system 
available,  and  if  the  Nation  ever  goes  to  war  again  it  will  be  the  only 
contract  system  the  Government  will  adopt,  whatever  the  criticism, 
and  the  criticism  is  due  to  the  fact  that  men  who  do  not  understand 
cost-plus  are  criticizing  it. 

Mr.  Steele.  Can  you  tell  us,  Mr.  Gillen,  what  proportion  of  the 
cost-plus  contracts  were  awarded  under  the  No.  1  contract  that  you 
referred  to  ? 

Mr.  Gillen.  I  have  no  knowledge  of  it. 

Mr.  Steele.  Can  you  tell  approximately  what  it  was  ? 

Mr.  Gillen.  I  could  not. 

Mr.  Steele.  Tne  No.  1  form  of  contract  was  the  one  that  was 
chiefly  objectionable  as  I  understand  you  ? 

Mr.  Gillen.  Every  one  of  those  six  contracts  in  some  way  or 
another  is  tied  into  cost  plus.  Every  one  of  them.  The  first  is  the 
very  bad  one,  but  all  of  them  have  the  element  of  cost  plus  in  them. 
Ana  you  will  find  in  pretty  nearly  every  one  of  those  contracts 
where  the  base  cost  is  paid  by  the  Government,  there  is  no  regulation 
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of  the  overhead,  and  that  the  Government  allowed  them  to  go  ahead 
and  run  their  overhead  as  they  saw  fit.  And  in  every  one  of  those 
contracts  they  allowed  them  ii  they  saw  fit  to  do  it,  create  subsidiary 
companies  in  which  their  officers  were  interested,  or  in  which  the 
corporation  itself  was  interested,  and  upon  which  an  additional 
profit  was  made. 

Mr.  Steele.  I  understand  there  is  an  objection  to  all  of  the  six 
forms  in  that  respect,  but  the  objection  is  one  of  degree  as  to  each 
class,  is  it  not  ? 

Mr.  GiLLEN.  That  is  all.  What  I  am  pointing  out  is  this,  that  there 
should  have  been  one  big  general  principle  laid  down,  properly  pro- 
tected by  law,  as  to  the  payment  for  the  service  rendered  by  the 
corporation  or  its  plant,  its  equipment,  and  its  organization,  and  the 
further  provision  that  in  case  of  cessation  of  hostilities  the  Govern- 
ment would  stand  every  dollar  of  damages  on  the  cancellation.  And 
I  have  not  much  criticism  of  amortization  or  cancellation  charges. 

Mr.  Steele.  Which  form  of  contract  was  used  in  the  Cleveland 
case  which  you  have  just  referred  to  ? 

Mr.  Gillen.  I  can  not  tell  you. 

Mr.  Steele.  In  the  settlement  that  was  made  under  these  different 
forms  of  contract,  were  the  accounts  audited  ? 

Mr.  GiLLEX.  In  every  case,  in  every  settlement,  there  has  been  an 
audit  made  of  the  records  as  far  as  the  audit  could  be  made,  and  then 
an  effort  to  harmonize  the  records  at  Washington  and  in  the  district 
belonging  to  the  Government  with  that  audit. 

Mr.  Steele.  Did  that  include  an  audit  of  the  books  of  the  con- 
tractor also  ? 

Mr.  GiLLEN.  Oh,  yes;  and  the  vouchers. 

Mr.  Steele.  That  was  gone  into  in  that  respect? 

Mr.  GiLLEN.  Ybs;  but  when  you  do  not  have  a  standard  form  of 
accounting,  and  when  you  do  not  have  control  of  the  treasure  and 
the  comptroller  of  the  contracting  firm,  like  the  Grovernment  had  in 
the  case  of  the  Railroad  Administration,  and  when  you  do  not  have 
sworn  statements  of  those  officers,  it  is  almost  impossible  for  you 
to  go  in  there  and  check  those  records  out  and  tell  what  has  occurred. 
Because,  as  in  this  case,  with  six  of  those  different  form  contracts, 
you  had  to  have  each  of  those  form  contracts  analyzed  by  the  legal 
department  of  the  construction  division,  each  one  of  them.  You 
had  to  then  educate  the  auditors  of  the  Emergency  Fleet,  who  were 
out  on  the  job  around  the  different  districts,  to  understand  the 
principles  governing  each  one  of  these  six-form  contracts,  and  you 
had  chaos  and  confusion. 

When  Judge  Payne  came  there  we  set  up  a  board — I  can  not  say 
whether  it  was  in  existence  before  he  came  there,  but  a  board  was 
set  up,  and  I  think  it  is  in  operation  even  at  the  present  day,  trjdng 
to  refine  these  six  different  form  contracts  and  apply  the  proper 
interpretations  to  the  different  contracts.  The  chaos  created  ny  the 
using  of  six  forms  of  contract  has  in  itself  created  untold  trouble  to 
the  accounting  department  of  the  Shipping  Board,  outside  of  the 
wretched  condition  of  the  accounting  aepartment  itself,  because  of 
what  they  tried  to  do. 

Mr.  Steele.  Now,  Mr.  Gillen,  you  have  referred  to  something 
constructive  being  evolved  out  of  this  chaotic  condition  that  you  have 
referred  to.     What  would  be  your  suggestion  as  to  a  constructive 


SHIPPING  BOARD  OPERATIONS.  2455 

program  here  to  be  recommended  by  this  committee,  and  for  Congress 
to  act  upon,  to  remedy  that  situation  ? 

Ml*.  GiLLEN.  I  think  it  is  hardly  fair  to  ask  that  of  me,  until  I 
have  concluded  these  things  that  1  have  here.  Then  I  shall  be  glad 
to  make  a  statement.  I  have  not  prepai'cd  anything,  but  I  can 
point  out  certain  outstanding  facts  that  it  seems  to  me  ought  to  be 
presented  at  an  early  date  to  the  new  board  in  Washington. 

Mr.  Steele.  I  was  simply  endeavoring,  for  the  benefit  of  this 
committee,  to  obtain  from  you  any  practical  suggestion  you  have  to 
make  that  will  remedy  the  condiiion  you  have  described. 

Mr.  GiLiJEN.  I  w411  make  that  afc  the  conclusion  of  my  remaiks. 

Mr.  Steele.  Yesteidav  in  your  testimony  you  stated  that  the 
fleet  was  operated  at  a  loss  by  the  Government.  Is  there  any  for- 
eign nation  that  you  know  of  that  operates  its  merchant  marine? 

Mr.  GiLLEN.  I  am  not  posing  as  an  expert  on  that  matter. 

Mr.  Steele.  I  am  asking  for  your  information? 

Mr.  Gillen.  Well,  I  would  say  I  have  no  pre:^cnt  knowledge. 

Mr.  Steele.  Have  you  any  knowledge  as  to  what  the  British 
system  is? 

Mr.  Gillen.  I  have  no  present  knowledge  sufficient  to  discuss  it. 

Mr.  Steele.  Could  you  say,  from  your  experience,  whether  the 
mei  chant  marine  should  be  continued  to  be  operated  by  the  Govern- 
ment, or  whether  it  should  be  disposed  of  and  left  to  private  operation  ? 
Which  would  result  in  the  most  oenefit  to  the  Government '( 

Mr.  Gillen.  All  my  life  I  have  been  a  Hamiltonian  in  my  theory 
of  national  politics.  I  am  a  believer  in  the  Government's  being 
organized  and  operated  from  the  standpoint  of  the  enforcement  oi 
regulations  and  not  the  operation  of  property.  I  am  a  believer  in 
the  Government's  turning  over  to  private  operation  and  industry 
every  bit  of  governmental  work  that  belongs  entirely  to  private 
industry.  In  that  regard  I  would  take  away  from  the  Army  at  once 
all  of  the  Government  construction  that  they  are  undertaking.  I 
would  get  the  Army  out  of  Government  construction  work.  I 
would  take  away  from  the  War  Department  the  handling  of  a  new 
fleet,  a  new  merchant  marine,  the  Panama  Tlailroad  fleet,  which  they 
are  now  endeavoring  to  create  and  handle. 

I  would  take  the  American  merchant  marine  as  it  is  now  owned 
by  the  Government  and  I  would  bravely  determine  on  a  price  at 
which  it  could  be  absorbed  by  American  capital.  And  I  would  do 
that  quickly.  I  would  then  endeavor  to  aid  in  every  way,  so  far  as 
the  Grovernment  is  concerned,  to  have  the  investment  of  private 
capital  in  the  merchant  marine  protected  by  law,  so  that  the  American 

feople  will  invest  in  marine  securities  as  they  do  in  Great  Britain, 
t  will  take  three  or  four  years  at  best  to  sell  the  fleet. 
I  believe  we  have  had  enough  experience  up  to  the  present  time 
in  handling  our  present  fleet  to  realize  that  it  is  utterly  impossible 
for  the  United  States  Government  to  create  any  board  or  rny  organiza- 
tion to  successfully  and  economically  control  and  operate  thut  fleet. 
However,  I  fully  realize  that  the  Government  has  a  great  grizzly  bear 
in  semicaptivity  and  that  the  Government  has  a  problem  on  its 
hands. 

I  firmly  believe  that  much  constructive  work  can  be  done  by 
legislation  which  will  put  a  stronger  control  over  that  property  while 
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it  still  remains  in  the  hands  of  the  Government,  and  I  believe  that 
that  is  a  vital  necessity  for  early  action.  I  feel  it  so  strongly  that  1 
believe  there  is  no  greater  thing  the  Congress  can  do  at  a  special 
session  than  to  promptly  within  two  or  three  months  after  thev  get 
into  session  pass  some  new  legislation  that  will  make  it  impossible  Tor 
the  people  who  are  handling  Government  property  and  who  are 
being  well  paid  for  it  to  handle  it  in  the  maimer  they  are  now  han- 
dling it. 

Does  that  answer  you  ? 

Mr.  Steele.  Partly.  If  your  original  suggestion  is  carried  out 
and  the  fleet  is  disposed  of  upon  the  principles  you  have  mentioned, 
it  would  not  be  necessary  to  have  any  further  regulation  upon  the 
subject  to  any  great  degree,  would  it? 

Mr.  GiLLEN.  Regulation  would Tdc  vital. 

Mr.  Steele.  Or  any  further  legislation  with  reference  to  the 
operation  of  the  fleet  itself?  That  would  be  left  to  private  enter- 
prise then  ? 

Mr.  GiLLEN.  Yes.  But  I  am  afraid  that  the  Shipping  Board  will 
not  have  that  business  courage  necessary  to  meet  present  conditions; 
that  when  the  American  public  realize  that  $2,000,000,000 — ^which 
is  $100,000,000  more  than  the  first  Liberty  loan — has  already  gone 
out,  there  will  be  a  fear  on  the  part  of  the  Shipping  Board  to  cour- 
ageously act  unless  it  has  Congress  behind  it.  For  instance.  Congress 
says  that  they  desire  to  establish  a  merchant  marine;  they  said  that 
they  want  to  sell  these  ships  and  deliver  them  to  the  hands  of  private 
corporations,  or  private  hands;  thej  say  they  want  to  hold  a  suflS- 
cient  number  of  tne  ships  until  certain  trade  routes  can  be  established, 
yet  they  do  not  establish  a  rule  of  price  under  which  the  Shipping 
Board  can  act. 

You  have  now  176  operators  of  ships.  You  ought  to  have  not  more 
than  50.  In  every  congressional  district  along  tne  coast  line  of  this 
country  are  ships  in  the  nands  of  operators,  in  which  first  the  operator 
as  well  as  the  people  of  those  districts  are  interested.  You  have  that 
influence  in  Congress  today,  and  it  is  a  big  influence. 

Now,  they  say  they  want  to  establish  a  merchant  marine,  and  they 
want  to  sell  these  ships,  and  a  good  many  men  have  come  along  and 
said,  ''AH  right;  we  will  buy  those  ships  from  the  Goveminent;" 
and  the  first  money  that  has  gone  in  to  absorb  the  fleet  has  gone  in 
on  the  wTong  basis,  for  it  has  gone  in  on  the  basis  of  purchase  at  from 
$175  to  $225  a  dead-weight  ton. 

You  have  all  of  the  onginal  purchasers  in  a  position  where  they  are 
destroying  to-day  the  first  American  investment  in  shipping  securities^ 
because  you  are  going  to  break  every  one  of  these  people  before  you 
get  through — unless  the  board  has  the  courage  to  do  like  the  automooile 
tire  manufacturers  and  other  big  manufacturers  of  this  country  have 
done,  put  those  contracts  down  to  the  true  basis  as  of  to-day,  and  take 
back  all  the  boats  sold  and  any  profit  that  has  been  made  up  to 
present  time  on  those  boats,  and  treat  those  boats  as  if  they  were 
sold  when  the  new  price  was  made,  then  redeliver  the  boats  to  the 
original  owners  at  the  established  prices. 

I  question  whether  the  Shipping  Board  has  the  courage  to  do  that, 
and  unless  that  thing  is  done  the  shipping  securities  of  this  country 
will  get  such  a  black  eye  that  it  will  be  almost  impossible  for  the 
Government  to  establisn  the  bedrock  of  confidence  on  the  part  of 
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the  security-buying  people  of  America  when  it  gets  ready  to  put  out 
1,200  or  1,500  of  these  boats. 

Mr.  Steele.  It  being  your  idea,  then,  Mr.  Gillen,  that  anj^  Ship- 
ping Board — I  do  not  remember  whether  you  said  now  in  existence 
or  that  might  be  appointed — ^would  not  have  the  courage  to  meet 
this  situation,  it  can  only  be  met 

Mr.  Gillen.  Until  Congress  takes  a  position  in  reference  to  the 
Government  property  courageously. 

Mr.  Steele.  It  can  only  be  met,  then,  by  Congress  courageously, 
as  YOU  say,  meeting  the  situation? 

ttr.  Gillen.  Yes.  And  I  think  a  full  disclosure  of  the  situation 
to  the  American  people;  and  I  say  to  you  that  that  is  what  is  in 
the  back  of  my  head  in  what  I  am  putting  here  now,  the  situation 
as  it  is,  without  criticism  on  men  that  have  gone,  can  come  out  to 
the  people,  so  that  they  can  understand  just  what  they  have  to-day 
and  what  they  face  to-day,  what  they  are  confronted  with. 

Mr.  Kelley.  May  I  asfi:  a  question  there,  Mr.  Steele  ? 

Mr.  Steele.  Yes,  go  right  ahead. 

Mr.  Kelley.  I  do  not  want  to  go  ahead,  I  just  want  to  ask  one 
question. 

Mr.  Steele.  Go  ahead.     It  will  not  disturb  me  in  the  slightest. 

Mr.  Kelley.  In  the  case  of  ships  on  the  sea,  the  Shipping  Board 
or  any  other  American  agency  would  probably  never  have  the 
power  to  fix  freight  rates,  would  they? 

Mr.  Gillen.  After  the  liquidation  takes  place  there  should 
be  a  Shipping  Board  to  take  care  of  all  charges  made  against  ship- 
P^^Si  j^^^  ^^®  same  as  the  Interstate  Commerce  Commission  takes 
care  of  the  railway's  transportation. 

Mr.  Kelley.  I  understand;  but  the  freight  business  from  America 
out,  or  from  the  outside  in,  never  wiU  be  done  entirely  in  ships 
frying  the  American  flag.  Therefore,  will  it  be  possible  even  for  us 
to  fix  freight  rat^s  on  the  sea  ? 

Mr.  Gillen.  I  think  that  that  is  in  the  cards. 

Mr.  Kelley.  How  could  that  be  done,  Mr.  Gillen? 

Mr.  Gillen.  I  saw  the  admiral  issued  a  statement  a  short  time 
ago,  and  it  is  the  greatest  thing  that  has  ever  been  done  on  the  Ship- 
ping Board,  from  a  constructive  standpoint.  He  has  suggested  a 
conference  between  the  British  shipping  interests,  the  American 
shipping  interests,  the  Norwegian  shipping  interests,  and  the  Japa- 
nese shipping  interests,  like  a  trust  arrangement  of  corporations  in 
America  before  the  Clayton  Act  and  the  Sherman  Act,  in  the  endeavor 
to  arrange  some  plan  or  scheme  of  general  regulation  of  rates  that 
are  not  oestructive. 

Mr.  Kelley.  I  can  understand  how  an  arrangement  might  be 
made,  but  what  I  am  getting  at  is  this,  would  there  ever  be,  could 
it  possibly  happen  that  an  American  commission,  acting  simply 
for  America,  comd  fix  rates. 

Mr.  Gillen.  I  do  not  know  how  it  could  be. 

Mr.  Kelley.  No,  they  could  not  do  that.  In  the  case  of  the 
Interstate  Commerce  Commission,  of  which  you  speak  as  being 
analogous  to  it,  the  railroads  being  a  domestic  institution  entirely 
ther:  can  raise  the  rates  to  meet  new  conditions  and  new  extensions. 

Mr.  Gillen.  Mr.  Kelley 


2458  SHIPPING  BOARD   OPERATIONS. 

Mr.  Kelley.  Wait  just  a  minute,  now,  and  see  if  you  know  what 
I  am  getting  at. 

Mr.  GiLLEN.  I  know  what  you  are  getting  at. 

Mr.  Kelley.  Y«s.  Now,  then,  the  Interstate  Commerce  Com- 
mission could  raise  the  rates  whenever  it  was  necessary,  and  thereby 
take  care  of  railroad  securities.  Inasmuch  as  no  commission  ever 
could  fix  the  rates  for  freight,  are  you  suggesting  that  you  scale  down 
the  value  of  the  property  instead  of  incerasing  the  rate?  Is  that 
what  it  amounts  to  ? 

Mr.  GiLLEN.  I  am  not. 

Mr.  Kelley.  Well,  I  did  not  quite  get  what  you  said,  then. 

Mr.  GiLLEN.  Uo  you  know,  we  arc  far  afield  and  I  am  talking 
freely,  but  since  you  have  raised  that  question  I  will  tell  you  how  I 
think  we  can  have  a  merchant  marine.  We  will  have  a  merchant 
marine  when  we  have  a  strong  Shipping  Board  without  any  ships  to 
handle;  and  when  the  Government  stops  dock  ownei's,  the  stevedore 
companies,  the  repair  companies,  the  supply  companies,  and  the  com- 
mission brokers  from  sucking  the  life  out  ot  shipping  securities  by  the 
charges  that  they  are  making ;  when  we  have  Federal  regulation  of  port 
charges,  just  as  the  Interstate  Commerce  Commission  has  the  right 
to  say  to  the  railroads,  "Nix,  too  high;"  when  we  have  a  regulation 
of  the  big  dock  charges  that  have  jumped  from  $50  to  S75  a  berthing 
prior  to  the  war  to  S250  and  S300  a  day  now  in  New  York;  and  when 
we  stop  the  practice  that  is  now  obtaining,  working  between  the  city 
of  New  York  and  the  State  of  New  York  with  a  privilege  therein, 
whereby  they  manipulate  municipal  property  and  the  Government 
is  paying  through  the  nose  millions  and  millions  of  dollars;  and  when 
we  have  a  commission  with  Federal  powers  whereby  they  can  regulate 
companies  who  are  doing  business  with  shipping,  so  that  we  have  the 
actual  profit  made  on  shipping,  as  we  have  in  railroads  now,  go  to  the 
base  security;  when  we  have  that  we  will  have  made  the  firat  step; 
and  then,  when  we  have  moral  courage  enough  to'stop  and  change 
the  La  Follette  law  as  it  works  to-day. 

I  am  informed  that — the  records  can  be  worked  out  to  find  whether 
it  is  true — I  am  informed  that  65  per  cent  of  the  men  employed  on 
the  American  ships  under  the  American  flag  to-day  are  aliens.  I  am 
informed  that  about  35  per  cent  are  American  citizens  and  a  large  per- 
centage of  this  latter  amount  consists  of  naturalized  citizens.  I  am 
informed,  whatever  may  be  said,  that  the  regulations  on  our  ships 
due  to  union  rules,  by  which  ov;prtime  is  paid  as  against  our  own 
boats  and  not  as  against  foreign-owned  boats  with  which  we  are 
competing,  and  the  overofficering  and  overmanning  of  our  ships, 
is  preventing  us  from  competing  on  the  high  seas,  or  as  a  factor; 
aria  when  the  man  arises  in  Congress  strong  enough  to  go  to  the 
American  farmer  and  point  out  what  it  is  costing  him  to  have  that 
transpire,  and  when  union  labor  in  Ame/ica,  interior  union  labor 
as  in  my  State,  in  Wisconsin,  realizes  that  85  per  cent  of  the  products 
of  this  country  are  sold  in  this  (•ouiitry,  and  that  those  products  can 
afi^ord  a  higher  rate  of  wage  and  can  afford  a  higher  standard  of  living, 
but  that  15  per  cent,  the  stuff  that  must  go  out,  must  be  sold  abroad — 
that  all  the  things  that  we  handle  in  this  country  and  sell  in  this 
country  can  stand  the  high  standard  of  living,  but  that  the  minute 
we  go  out  beyond  our  coast  line  our  shipping  securities  can  not  stand 
the  high  wages  that  are  paid  inside  of  this  country;  for  when  you  get 
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outside  of  the  3-mile  limit  and  you  have  foreign-owned  boats  to 
compete  with,  you  then  have  to  compete  with  the  banana  labor  of 
Cuba,  the  sugar  labor  and  coffee  labor  of  South  America,  Costa  Rica, 
and  those  places;  the  coolie  labor  of  the  Philippines;  the  coolie  labor 
of  China  and  Japan,  and  of  Sumatra,  as  well  as  the  low-paid  labor  of 
Europe.  The  foreign  standard  of  living  must  necessarily,  with  their 
war  debts  and  with  their  want  of  natural  resources,  be  much  less 
than  in  this  country. 

And  when  union  labor  understands  for  the  first  time  that  the  La 
Follette  Act  is  an  act  which  stops  us  from  operating  economically 
our  ships  going  to  foreign  ports,  and  establishing  in  foreign  ports 
selling  agencies  so  we  can  sell  their  surplus,  that  12  or  that  20  per 
cent  tnat  keeps  up  business  in  this  country — when  they  realize  that 
they  will  change  that  LaFollette  Act  and  put  us  where  all  men  on  our 
ships  will  have  clean  quarters,  and  where  our  ofiicei-s,  if  you  please, 
will  be  American  officei-s,  with  American  wages;  but  they  will  clean 
off  the  other  things  that  are  destroying  the  American  investment  in 
shipping  securities. 

Sir.  Kelley.  You  have  made  a  very  fine  statement,  I  should 
think,  of  the  whole  situation. 

Mr.  GiLLEN.  We  are  getting  a  little  bit  far;  I  am  afraid  I  had  better 
close  on  some  of  these  things,  boys. 

Mr.  Kelley.  I  just  wanted  to  bring  you  back,  that  is  all. 

Mr.  GiLLEN.  You  are  getting  me  to  go  too  far. 

Mr.  Kelley.  No. 

Mr.  GiLLEN.  I  stand  on  what  I  say. 

Mr.  Kelley.  We  understand  that  that  is  rather  outside,  and  yet 
it  is  a  part  of  it. 

Mr.  GiLLEN.  I  have  always  had  the  courage  of  my  convictions. 

Mr.  Steele.  There  is  no  difference  of  opinion  on  that  subject. 

Mr.  Kelley.  What  I  was  getting  at  was  this,  Mr.  Gillen,  that  after 
we  have  done  all  the^e  things — 

Mr.  Gillen.  You  ought  to  give  me  a  little  time  to  prepare  for  my 
stump  speech.  < 

Mr.  Steele.  Some  people  do  not  need  any  preparation. 

Mr.  Kelley.  After  we  have  done  all  these  things,  if  they  ever  are 
done,  if  this  legislation  should  be  put  through  of  which  you  speak, 
affecting  the  shipping  business,  as  it  is  domestic  in  character  so  that 
we  could  do  it — regulating  the  docks  and  wharves  and  all  that,  I 
have  no  doubt  about  that — but  if  that  is  insufficient,  then  if  the  base 
still  drops,  and  the  price  of  shipping  falls,  my  understanding  was  that 
you  saia  that  these  ships  whicii  we  have  sold  at  $160  a  ton  or  $180, 
whatever  we  did  get 

Mr.  Gillen.  From  $175  to  $220  a  ton. 

Mr.  Kelley.  $220,  on  a  long  period,  say  15  years  in  some  instances, 
that  then  we  should  readjust  those  prices  to  fit  the  conditions,  or 
else  every  one,  or  practically  overy  one,  of  these  companies,  will  go 
broke.  • 

Mr.  Gillen.  Will  go  broke.  You  know,  they  can  not  wait  until 
Congress  meets  to  pass  legislation.  They  can  not  wait,  and  my 
jud^ent  is  that  you  are  going  to  have  prewar  prices  when  you 
get  through.  You  can  not  hold  shipping  values  up,  I  do  not  care 
what  ships  cost  to  build  during  the  war;  you  can  not  hold  up  the 
price  of  wheat  to  where  it  was  during  the  war;  you  can  not  hold 
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meats  up  high  because  of  the  shortage  here.  You  noticed^  the  other 
day,  the  Armour  Ck).  was  indicted  because  it  brought  some  lamb 
in  from.  Australia,  at,  I  think  it  was,  10  or  11  cents  a  pound  under- 
neath the  prevailing  rate.  Shortly  we  will  begin  to  get  the  natural 
prices  back  in  this  country;  we  are  getting  them  last;  and  when 
that  occurs  you  are  going  to  have  shipping  values  drop.  I  do  not 
care  what  they  cost  us  to  build.  Before  me  war  they  cost  $65  to 
$75  a  ton,  and  if  you  get^an  increase  of  somewhere  near  25  per  cent, 
or  maybe  30  per  cent  f)ver  that,  that  will  be  somewhere  oetween 
$100  and  $125  dead-weight  ton,  and  it  must  naturally  come  down 
to  that. 

Mr.  Kelley.  Then  I  ask  you  the  question  over  again,  that  being 
the  case  and  we  not  having  the  power  to  fix  the  rates,  are  you  really 
after  all  not  justifying  your  suggestion  that  we  reduce  the  value  of 
the  ship  because  we  can  not  fix  the  rate. 

Mr.  GiLLEN.  Not  at  all,  because  you  have  got  to  compete.  Your 
dollar  has  got  to  compete  with  the  dollar  invested  in  Europe.  As- 
sume you  invest  $400,000  in  a  ship  here  and  a  like  sum  is  mvested 
in  a  like  ship  over  in  Great  Britain.  It  will  be  $400,000  competing 
with  $400,000.  Then,  too,  our  shipping  values  are  coining  to  a  Euro- 
pean condition,  because  most  of  their  shipping  is  old  shipping,  and 
it  is  going  to  be  when  you  finally  get  through,  your  shipping,  the 
world^  shipping,  is  going  to  be  worth  somewhere  around  $100  to 
$125  a  dead-weight  ton.  Our  shipping  values  have  got  to  compete 
with  that. 

Mr.  Kelley.  Is  not  that  because  freight  rates  will  decline  ? 

Mr.  Gillen.  No.     Oh,  yes,  of  course,  that  is  one  of  the  things. 

Mr.  Kelley.  Yes. 

Mr.  Gillen.  Of  course,  freight  rates  will  decline;  you  are  not 
going  to  have  war-time  freight  rates. 

Mr.  Kelley.  Surely  not. 

Mr.  Gillen.  They  have  declined  now  to  a  great  extent. 

Mr.  Kelley.  But  that  is  what  makes  the  value  of  the  ship  and 
the  ship  security,  is»  it  not  ?  The  freight  rate  on  land  makes  the 
values  of  the  railroad  security. 

Mr.  Gillen.  That,  plus  another  thing.  Europe  to-day  needs  cot- 
ton, it  needs  copper,  it  needs  the  great  things  that  we  have,  and  we 
can  give  them  to  them. 

Mr.  Kelley.  In  the  case  of  the  railroad,  Mr.  Gillen,  we  assisted  the 
situation  by  fixing  the  rate. 

Mr.  Gillen.  You  did,  after  you  let  them  die. 

Mr.  Kelley.  Well,  we  are  fixing  it  now. 

Mr.  Gillen.  Yes. 

Mr.  Kelley.  And  the  Interstate  Commerce  Commission  probably 
in  the  future  will  authorize  sufficiently  high  rates. 

Mr.  Gillen.  You  never  can  fix  the  rate  unless  you  come  to  a  sub- 
sidy, and  I  do  not  care  to  discuss  that. 

Mr.  Kelley.  No,  I  do  not  want  to  get  into  that. 

Mr.  Gillen.  Because  the  minute  you  try  to  fix  the  rate  of  the 
freight,  say  I  am  over  in  Liverpool  and  I  am  buying  cotton  in  Amer- 
ica, and  if"  I  do  not  like  your  rate  I  will  use  a  British  bottom. 

Mr.  Kelley.  Absolutely. 

Mr.  GiLLEjr.  Well,  that  is  out  of  it. 
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Mr.  Kelley.  That  is  out  of  the  question.  Now,  is  not  your  sug- 
gestion that  the  price  of  the  ships  be  reduced  from  time  to  time, 
practically  in  lieu 

Mr.  GiLLEN.  Not  from  time  to  time. 

Mr.  Kei.ley.  Wait  a  minute;  in  lieu  of  the  fact  that  we  are  not 
able  to  adjust  the  rates. 

Mr.  GiLLEN.  That  is  not  the  reason  of  it  at  all. 

Mr.  Kelley.  Is  that  not  your  justification  for  the  su^estion  ? 

Mr.  GiLLEN.  No,  it  is  the  explanation  you  make  of  it;  it  is  not 
mine. 

Atr.  Kelley.  I  was  trying  to  get  at  what  your  explanation  and 
justification  of  it  was. 

Mr.  GiLLEN.  I  will  give  it  to  you;  and  one  step  further.  I  have 
the  highest  respect  for  the  American  business  man.     I  think  he  is  the 

f'eatest  business  man  in  the  world  as  a  producer  or  as  an  operator; 
do  not  think  there  is  his  equal  anywhere.  And  here  in  this  country 
he  can  stand  to  have  a  lot  of  regulations  and  everything  else  thrown 
on  him,  because  he  sells*  85  per  cent  of  his  goods  in  America;  but 
when  you  take  and  put  him  out  over  the  seas,  competing  with  the 
world,  and  you  tie  him  up  with  additional  expensive  regulations  and 
•charges,  he  can  not  compete,  but  when  once  he  is  unshackled  over  the 
S-mile  limit,  and  he  has  the  same  amount  of  dollars  to  play  with  as 
the  other  fellow  in  his  base  investment,  he  will  beat  .the  other  fellow. 

Mr.  Kelley.  Well,  does  that  mean  that  we  have  got  to  adjust  these 
values  down  to  $70  a  ton,  eventually  ? 

Mr.  GiLLEN.  No. 

Mr.  Kelley.  Or  else  have  these  people  go  broke  ? 

Mr.  GiLLEN.  No,  not  $70  a  ton,  not  at  all,  because  I  stated  to  you 
frankly  I  did  not  believe  it  would  come  to  $70  a  ton;  I  told  you  I 
thought  that  it  might  possibly  come  to  $100.  But  it  is  questionable 
whether  the  new  tonnage  will  come  to  $100 — it  is  somewhere  between 
SlOO  and  $125,  from  what  you  can  get  from  reading  and  talking  with 
men,  and  everything  else.  But  you  imshackle  the  American  business 
man  and  American  investment,  and  he  will  clean  the  world,  and  he 
will  do  it  for  the  benefit  of  the  American  farmer  and  the  American 
laborer,  and  the  man  who  will  benefit  more  than  anybody  else  will 
be  the  American  union  laborer,  because  there  is  nowhere  in  the  world 
where  he  can  get  what  he  can  get  here,  and  he  has  hooked  something 
on  to  himself  through  the  JjaFollette  Seaman's  Act,  in  my  judgment. 

Mr.  Kelley.  I  am  very  much  obliged,  Mr.  Gillen. 

The  Chairman.  Mr.  Steele  ? 

Mr.  Steele.  Mr.  Gillen,  you  have  described  the  difficulties 

Mr.  Gillen.  You  know,  I  do  not  think  it  is  fair  for  you  to  get  me 
way  afield  here.     You  have  found  that  I  have  been  thinking  on  these 

auestions,  and  now,  instead  of  going  on  in  this  investigation  your 
ear  committee  are  hooking  me  over  on  an  entirely  different  line. 
This  is  not  investigating  the  Shipping  Board.  Pardon  me,  Mr.  Chair- 
man. 

Mr.  Kelley.  Well,  it  has  to  do  with  the  sale  of  these  ships,  which 
is  important,  you  know. 

Mr.  Gillen.  Oh,  yes,  it  does;  I  think  that  is  true. 

Mr.  Steele.  You  have  referred  to  getting  a  little  far  afield.  Inas- 
much as  we  are  afield  now,  it  is  a  condition  and  not  a  theory  any  more; 
probably  it  would  do  no  harm  to  go  a  little  farther  afield.  You  have 
described  the  conditions  that  prevail  abroad,  and  the  difificulties  that 
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the  American  business  man  might  have  in  meeting  conditions  abroad. 
Do  you  think  the  tariff  has  anything  to  do  with  that  ? 

Mr.  GiLLEN.  I  have  no  comments  to  make.  Let  us  see,  what  is  the 
regular  s'tock  phrase  one  should  use  on  an  occasion  like  that  ?  I  have 
no  present  judgment  on  that  sufficient  to  express  an  opinion. 

Mr.  Steele.  I  thought  it  was  a  good  opportunity,  and  you  might. 

Mr.  GiLLEN.  I  have  some  very  definite  ones. 

Mr.  Steele.  Bear  in  mind,  those  questions  are  simply  propounded 
by  a  very  bad  Jeffersonian. 

Mr.  GiLLEN.  Well,  then,  1  will  answer  jou,  Euiope  needs  our 
things  to  rebuild.  We  have  tho>e  things  in  the  shape  of  raw  mate- 
rials to  give  her.  I  am  in  favor  of  holding  American  markets  for  our 
people,  in  the  richest  counts  y  in  the  w^orld,  whei  e  we  have  the  gr  eatest 
natural  resources.  I  am  of  the  opinion  that  we  should  fuinish  Europe^ 
with  the  thingps  that  she  needs,  and  T  am  of  the  opinion  that  since  we 
do  not  know  mtei  national  tiading  to  anv  great  extent,  and  since  we- 
are  aheady  in  Europe  to  a  very  heavy  degree,  with  the  billions  they 
owe  us,  that  we  should  finance,  through  tfie  War  Finance  Board  or 
some  other  board,  the  cotton  of  the  South  to  begin  with,  and  we^ 
should  finance  and  stand  back  of  the  othe  *  big  raw  material  products 
that  are  necessary  for  the  rebuilding  of  foreign  countries.  But  w& 
should  stipulate  in  the  bond  that  those  things  shall  be  sold  in  the 
markets  of  the  world,  and  that  upon  the  return  of  the  nine  months'' 
credit  which  it  generally  takes  to  turn  it  about,  we  shall  be  paid  out 
of  those  reflections,  so  we  do  not  get  the  stuff  of  Europe  over  here  to 
pay  her  debts;  and  I  think  we  should  have  a  protection  as  against 
those  things  that  come  from  Europe,  and  we  should  force  them  to  go 
into  the  foreign  markets. 

Now,  connected  with  that  is  this  thought,  and  herein  lies  a  fallacy 
in  leference  to  the  American  merchant  maiine:  W^e  aie  a  proud  and 
a  boastful  people;  we  V)elicve  that  anything  we  undertake  we  should 
excel  in,  not  only  in  the  operation  of  it  but  in  the  extent  of  it.  We 
are  gieat  produce  s.  The  att'tude  of  most  men  when  they  stand 
up  to  make  a  speech  on  the  merchant  marine  is  that  we  a'  e  going  to 
drive  England  off  the  seas ;  that  is  the  thing  for  us  to  do.  Now,  then, 
what  we  must  do  is  this:  We  must  realize  that  prior  to  the  war 
Germany  was  a  commercial  nation,  which  was  building  itself  up  hy 
foreign  trade.  The  percentage  of  it  I  do  not  know,  but  I  imagine 
40  per  cent  of  her  manufactured  products  she  had  to  sell  in  the  mar- 
kets  of  the  world.  She  had  to  do  it  of  necessitv  economicallv  to- 
live;  she  could  not  do  otheiwise.  That  was  a  thing  with  which  that 
nation  was  confronted  and  which  still  confronts  her. 

Gieat  Britain  is  a  small  island,  it  is  a  trading  nation,  it  is  a  sea- 
fa*  ing  country,  it  has  gieat  coast  lines,  and  many  people  on  a  little 
island.  I  can  not  give  you  the  figui  es,  but  they  would  oe  well  worth, 
investigating.  I  da  e  to  say  that  50  to  55  per  cent  of  her  national 
business  is  in  shipping;  she  has  got  to  do  it.  She  is  a  great  world 
trader.  We  have  only  got  to  do  15  per  cent  of  our  business  with, 
foreign  countries,  and  anything  else  we  take  beyond  that  is  velvet 
to  the  shipping  businCvSs. 

Now,  the  American  people  should  be  interested  and  the  Congress 
should  be  interested  in  getting  a  merchant  marine  strong  enougn  to^ 
take  care  of  our  products  and  find  the  world  markets  to  take  care  of 
our  surplus.  That  is  what  the  base  of  it  should  be,  and  we  should 
stop  rowing  or  having  in  our  mmds  that  we  are  going  to  destroy  or 
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take  away  the  business  of  anybody.  We  ought  to  do  like  the  great 
business  men  of  this  country  do ;  find  out  what  their  business  problems, 
are,  and  if  it  is  a  sales  problem,  find  out  what  he  has  got  to  seU,  and 
see  where  his  market  is — to  sell  all  he  produces — and  forget  about  his 
competitor,  and  go  about  to  take  care  and  perform  that  natural 
function;  and  that  is  what  we  should  do,  we,  the  American  people,  in 
reference  to  our  shipping  interests.  If  we  lose  our  position,  again  in 
the  shipping  World  it  wiJlbe  because  of  inefficiency,  waste,  and  failure 
to  enact  protective  regulations. 

Mr.  Steele.  Mr.  GUlen,  that  surplus  in  your  judgment  is  likely  to 
grow,  is  it  not,  for  which  we  must  find  foreign  markets  for  the 
increased  population  and  increase  of  manufacture  in  the  country. 

Mr.  GiLLEN.  Well,  you  know  old  Malthus  had  a  certain  doctrine 
and  when  he  worked  it  out  it  did  not  get  him  anyN^here;  so  when  you 
be^in  to  figure  out  what  is  going  to  happen  with  the  increased  popu- 
lation, as  immigrants  come  here  or  we  naturally  increase  our  popula- 
tion here,  you  will  find  the  new  population  will  be  as  good  feeders 
and  they  will  demand  just  as  much  under  our  high  standard  of  living; 
and,  again,  from  every  standpoint,  I  think  it  will  be  many  years 
before  we  get  back  to  the  efficiency  of  production  we  had  before  the 
war.  I  think  the  war  has  injured  the  morale  of  the  American  working 
man,  and  I  do  not  think  he  is  any\\'here  near  the  producer  that  he 
was  prior  to  the  war,  and  I  do  not  beUeve  that  we  wiU  get  that  con- 
dition back  here  for  many  3'ears,  and  I  do  not  believe  we  will  produce 
anv  greater  percentage  than  we  produced  before  the  war. 

Mr.  Steele.  Just  one  other  question,  and  then  I  will  stop.  America 
is  now  quite  a  lai^e  creditor  nation  of  Europe  ? 

Mr.  GiLLEN.  She  is. 

Mr.  Steele.  Would  the  15  per  cent  allowance  for  foreign  trade 
be  sufficient  to  meet  the  indebtedness  of  Europe  to  America,  as  a 
matter  of  barter  and  trade  ? 

Mr.  GiLLEN.  I  do  not  know;  and  I  used  the  figure  15  per  cent,, 
because  that  is  the  one  that  I  have  heard  used,  and  you  would  have 
to  get  the  statistics  to  check  up  those  figures.  But  therein  hes  the 
basis  of  future  merchant  marine  and  the  regulation  of  it,  and  the 
sustaining  of  it,  in  that;  there  is  the  germ  of  the  idea  to  work  on, 
and  the  statistics  can  be  gathered  along  those  lines. 

Mr.  Steele.  I  have  finished,  Mr.  Chairman. 

The  Chairman.  Mr.  Gillen,  do  you  know  anything  about  the  power 
of  the  Interstate  Commerce  Commission  to  regulate  or  control  or 
supervise  the  railways  of  foreign  countries,  that  come  through  our 
territory  ? 

Mr.  Gillen.  I  have  not  made  any  study  of  that;  I  have  no  knowl- 
edge of  it. 

The  Chairman.  Vo  you  know  the  power  of  the  Federal  Govern- 
ment to  supervise  ships  which  reach  our  shore  ? 

Mr.  Gillen.  I  know  there  are  certain  regulations,  but  the  details 
of  them  I  have  never  given  study  to. 

Tlie  Chairman.  They  do  exercise  supervision  of  them,  once  they 
come  inside  the  three  mile  limit? 

Mr.  Gillen.  I  believe  so. 

The  Chairman.  We  will  recess  until  2  o'clock. 

(Whereupon,  at  1  o'clock  p.  m.  a  recess  was  taken  until  2  o'clock 
p.  m.) 
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AFTER  RECESS. 

The  committee  resumed  at  2  p.m. 

TESTIMOITY  OF  MB.  MABTIV  J.  OILLEV— Sesnmed. 

The  Chairman.  Mr.  Gillen,  you  may  resume  your  testimony  if 
you  have  something  to  say,  that  you  have  not  completed  ? 

Mr.  GiLLEN.  I  want  to  put  in  this  entire  statement,  which  is  a  memo- 
randum for  the  Requisition  Claims  Board,  together  with  report  to  the 
Attorney  General. 

United  States  Shippino  Board, 

Washinytorij  November  6,  2919. 

Memorandum  for  the  RequiBition  Claims  Board. 

I  beg  to  submit  herewith  with  my  approval  the  discussion  and  conclusions  of  Mr. 
Gillen  re  just  compensation  as  applied  to  charter  hire,  dated  November  1,  1919. 

This  places  the  matter  is  a  form  which  it  seems  to  me  is  incontestable,  and  you  are 
at  liberty  to  give  this  to  claimants  if  you  approve  it  as  the  basis  to  be  applied  in  deter* 
mining  this  question. 

Payne,  Chairman. 

November  7,  1919. 
Memorandum  for  the  chairman. 

In  regard  to  the  above  memorandum,  this  committee  submits  the  following  reflo« 
lution,  which  has  been  passed  by  it  this  date : 

*^  Resolved,  That  the  doctrine  of  just  compensation  as  applied  to  charter  hire,  set 
forth  in  the  memorandum  of  Martin  J.  Gillen,  special  assistant  to  the  chairman,  of 
November  1,  1919,  is  hereby  adopted.'* 
Respectfully  submitted. 

Requisition  Claims  Committeb. 
E.  M.  Weaver,  Chairman. 
H.  H.  Rousseau,  Member. 
RoBT.  A.  Dean,  Member. 


United  States  Shipping  Board, 

Washington^  November  i,  1919. 
Re  just  compensation  as  applied  for  charter  hire. 

My  Dear  Judge:  There  are  a  number  of  claims  for  charter  hire  unadjusted  which 
stand  in  the  way  of  the  immediate  collection  of  at  least  eight  or  ten  million  dollars. 
Cases  where  the  original  owners  are  now  operators — ^who  claim  "that  consequential 
damages  occurred  as  to  them  through  requisition  orders  of  the  Shipping  Board,''  such 
as  (a)  tanker  cases  where  the  tankers  were  in  use  by  an  owner  to  haul  oil  to  the 
owner's  refinery,  (h)  shipping  companies  whose  boats  were  taken  off  regular  trade 
routes  who  suffered  losses  through  the  expense  of  maintaining  their  foreign  offices 
and  agencies  to  which  they  could  not  supply  service,  and  (c)  other  cases  involving 
the  same  principle. 

There  seems  to  be  a  confusion  among  the  operators  of  our  own  boats  who  are  owners 
of  requisitioned  boats,  on  the  point  that  they  must  take  an  award  from  our  board  before 
proceeding  to  the  Court  of  Claims.  Also  that  responsibility  for  interest  charges  occur- 
ring on  account  of  their  not  moving  will  be  theirs.  These  owners  who  are  now  also 
operators  did  not  sign  up  at  the  rate  established  by  the  board.  I  am  of  the  opinion 
that  many  of  these  cases  can  be  cleared  up  from  the  standpoint  of  the  cash  due  from 
these  operators  by  a  letter  from  the  chairman. 

In  this  regard  1  offer  the  following  comments  on  the  basis  of  just  compensation  for 
charter  hire: 

All  property  rights  of  citizens  of  the  United  States  are  subject  to  the  Constitution 
and  laws  of  the  United  States.    This  Grovernment  will  pay  just  compensation  for  all 

Eroperty  reauisitioned.    And  in  equity  and  law  the  application  of  the  doctrine  must 
e  alike  as  tar  as  practical  when  applied  by  the  Shipping  Board,  War  Department, 
Navy  Department,  Department  of  Interior,  and  other  departments  of  the  Govern- 
ment. 
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Payment  for  consequential  injury  to  property  not  taken,  but  caused  by  a  taking  of 
•other  and  different  property  of  the  same  owner  is  not  an  element  of  *  ^ just  compensa- 
tion "  for  the  property  actually  taken,  since  it  is  not  an  element  of  value  of  such  prop- 
erty. The  issuance  and  execution  of  restrictive  orders  by  the  Government  under  its 
irar  powers  by  the  Fuel  Administration,  War  Trade  Board,  Railroad  Administration, 
Fooa  Administration,  the  priority  board  of  the  War  Industries  Board,  and  the  Ship- 
ping Board  wherein  and  whereby  great  consequential  damages  have  occurred  to 
American  citizens  have  left  to  them  no  rights  for  just  compensation.  It  was  deter- 
mined early  in  the  year  1918  that  there  was  a  (a)  national  shortage  of  transportation, 
(6)  of  man  power  for  war  and  domestic  production,  (c)  essential  materials  for  war- 
power  needs,  and  (d)  of  food  products  for  ourselves  and  our  allies.  Tc^ether  with  other 
departments  of  the  Government,  the  War  Industries  Board,  put  into  effect,  large 
redtrictive  orders  against  what  was  known  as  the  nonessential  industries  of  this  country. 
Great  groups  of  industries  suffered  untold  damages  by  these  orders.  Attached  is  a 
list  of  23  industries  affected.  These  industries  are  as  individual  in  their  national 
scope  one  from  the  other  as,the  Shipping  Refining  Industry  is  distinct  in  its  op>erations. 

L  nder  these  Government  orders,  the  individual  operatives  in  many  of  those  indus- 
tries were  compelled  to  close  their  doors  and  allow  their  agencies  and  good  will, 
created  by  vast  advertising  policies,  to  lapse.  There  is  no  right  under  the  doctrine 
of  just  compensation  for  an  allowance  of  damages  to  these  men  and  institutions. 

In  the  case  of  one  industry — the  automobile  industry,  which  was  greater  in  value 
and  more  profitable  than  the  shipping  industry — the  story  runs  as  follows:  It  had  pro- 
duced 1,870,000  passenger  cars  m  1917.  It  was  enjoying  a  most  profitable  period  of 
expansion  and  profits.  The  Ford,  Willys-Overland,  General  Motors  Co.,  and  nearly 
all  Uie  other  of  our  motor  companies  had  large  and  expensive  domestic  and  many 
of  them  foreign  agencies.  In  April,  1918,  their  production  was  cut  to  70  per  cent; 
on  July  1  26  per  cent  of  their  1917  production,  with  a  notice  that  on  January  1,  1919, 
production  in  this  industry  would  be  stopped.  The  production  for  1919  was  cut 
approximately  to  935,000  cars — 60  per  cent  of  which  was  produced  before  July  1, 1918. 
In  consequence  thereof,  their  agencies  were  crippled  and  heavily  damaged  without 
compensation.  The  same  story  is  true  in  the  automobile-tire  industry,  which  main- 
tains great  selling  agencies  scattered  through  every  city,  hamlet,  ana  crossroads  in 
this  country,  and  with  operations  in  foreign  countries. 

The  business  and  profits  of  these  great  industries  were  injured  without  compensa- 
tion, while  on  the  other  hand,  in  all  cases  where  the  Government  could  use  the  physical 
properties  or  facilities  of  any  of  its  citizens  for  war  purposes,  it  not  only  insured  the 
Mse  value  of  the  propert}^  or  facilities  but  also  offered  a  fair  rate  of  income  on  the 
property  or  facilities  requisitioned.  In  the  case  of  the  shipping  industry  it  offered 
and  paid  a  handsome  profit.  The  Government,  by  its  war  powers,  had  the  right  to 
stop  profiteering  or  unusual  profits  that  were  created  by  tne  shortage  of  physical 
property  or  materials.  It  regulated  downward  the  price  of  steel,  of  lumber,  of  coal, 
and  many  other  commodities.  In  the  case  of  the  packers  it  fixed  their  profit  at  not 
to  exceed  9  per  cent,  and  made  no  allowance  for  an  interest  charge  in  addition  thereto 
on  the  money  invested.  Then,  too,  it  regulated  the  profit  of  all  its  war  manufac- 
turers as  nearly  as  possible  to  10  per  cent  on  their  sale  price.  Under  the  rule  of  the 
War  Department,  interest  on  the  investment  was  not  permitted  to  be  charged  unless 
he  interest  was  a  part  of  the  borrowed  capital  and  allowed  depreciation  on  the  basis 
found  from  the  books  of  the  company  to  have  been  the  estaolished  practice  of  the 
company  over  a  period  of  years  when  applied  to  the  original  investment  and  not  to 
the  then  market  price  of  the  plant  and  equipment. 

The  Government  did  not  take  into  consideration  on  any  of  these  restrictive  orders 
whether  or  not  the  owner  had  unusual  opportunities  for  making  a  laree  sum  of  money 
with  his  property  because  of  the  unusual  fortunate  position  granted  to  him  by  the 
exigencies  of  the  war.  It  took  the  opposite  course.  However,  they  found  a  con- 
dition where,  through  shortage  of  materials  or  properties  great  profits  were  being 
made,  the  Government  called  it  profiteering  and  cut  the  profits  aown. 

Analyzing  the  charter  hire  rights  for  just  compensation,  in  view  of  our  general 
war  policy  and  the  war  policy  or  other  departments  of  the  Government,  it  is  fair  to 
assert  that  when  the  Government  requisitioned  all  of  the  fioating  property  in  this 
country  which  was  then  enjoying  temporarily  high  rates  of  income  due  to  the  exigen- 
cies of  the  war,  that  it  had  the  inherent  right  to  fix  a  tariff  or  rate  which  would  have 
materiall]^  cut  the  price  of  ocean  rates  to  a  point  in  harmony  with  the  profits  allowed 
to  other  citizens  of  the  United  States  in  war  times.  The  exercise  of  this  power  would 
have  instantly  driven  out  a  large  part  of  the  speculative  value  of  the  tnen  existing 
tonnage.  This  power  was  not  exercised  by  the  Government  before  the  amount  oi 
just  compensation  was  fixed  by  the  Shipping  Board. 
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Under  the  requisition  order  of  October  12,  1917,  there  was  taken  all  ships  of  2,500 
tons  and  upward.  It  fixed  a  rate  of  $4.15  per  dead-weight  ton  per  month  for  cargo 
boats  and  $5.75  per  ton  gross  per  month  for  passenger  steamers  of  11  knots  speed,  with 
an  additional  allowance  of  50  cents  per  ton  for  eadi  knot  in  excess  of  11  and  up  to  16 
knots.  It  assured  the  war  risk  and  in  some  instAnces  the  marine  risk  as  well.  All 
tonnage  was  treated  as  of  the  value  of  $175  per  ton.  Eighty  per  cent  of  the  tonnage 
taken  did  not  originally  cost  to  exceed  $75  per  ton.  By  fixing  the  base  value  of  ton- 
nage $175  per  ton  the  Shipping  Board  did  not  recognize  the  theory  of  profiteering 
established  bv  the  Government  in  all  other  matters.  They  arrived  at  the  $4.15  per 
ton  by  the  following  method.  Thev  allowed  (a)  10  per  cent  for  annual  depreciation, 
(b)  6  per  cent  on  investment  figured  at  $175  per  dead-weight  ton,  and  (c)  tlien  added 
9  per  cent  for  profit. 

An  analysis  of  the  books  of  account  of  the  several  ship-owning  companies  ^11  dis- 
close that  over  a  period  of  years  and  estimating  from  a  basis  of  true  wear  and  tear  as 
depreciation,  these  owners  did  not  charge  off  on  their  books  to  exceed  5  per  cent. 
Thus  the  allowance  of  10  per  cent  was  an  allowance  of  at'least  5  per  cent  profit.  In 
none  of  the  other  departments  of  the  Government  in  applying  the  doctrine  of  **ju8t 
compensation"  was  an  allowance  of  6  per  cent  interest  on  capital  invested  allowed. 
Thus  an  additional  factor  of  6  per  cent  profit  was  allowed.  These  two  items  added 
to  the  third  factor,  9  per  cent  profit,  made  20  per  cent  profit. 

It  is  also  a  fact  that  nearly  all  of  the  ships  afloat  at  this  time  of  requisitioning  order 
in  the  hands  of  original  owners  stood  on  the  books  of  the  owning  company  at  $70  per 
ton  or  less.  They  had  been  built  from  1  to  30  years  ago  and  carried  a  large  accumu- 
lated depreciation  charge  which  would  average  the  tonnage  below  $00  per  ton.  By 
fixing  the  base  value  at  $175  a  ton  a  fourth  factor  of  profit,  large  and  important,  was 
allowed,  which  made  the  total  annual  net  profit  of  57  per  cent  on  the  investment. 
A  fair  example  of  how  the  profit  worked  out  is  as  follows:  Assume  a  ship  of  10,000 
dead-weight  capacity  was  built  10  years  ago  at  $70  per  dead- weight  ton — the  cost 
price  per  dead- weight  tonnage  in  1909  was  much  less  than  $70  per  ton — its  cost  would 
have  been  $700,000  in  1909. 

Without  charging  against  that  value  depreciation  for  10  years,  and  taking  its 
course  as  a  basis  on  October  12, 1917,  — 25  per  cent  of  $700,000  is  $135,000,  which  would 
be  the  annual  charge  for  us«  on  a  $4.15  per  ton  basis.  Twenty-five  per  cent  of  10,000 
times  $175,  or  $435,  500,  which  was  the  amount  actually  allowed.  On  the  basis  of 
actual  valuation  of  $700,000  the  sum  of  $437,500,  produced  a  profit  to  the  owner  of 
62.50  per  cent  less  5  per  cent  for  depreciation  or  $57.50  per  cent  annual  profit.  By 
thiwS  operation  the  Shipping  Board  allowed  a  larger  profit  to  the  owners  of  ships  than 
it  allowed  to  any  other  dass  of  its  citizens  on  property  requisitioned  in  the  many 
other  war  producing  lines.  That  allowance  was  more  than  generous  from  the  stand- 
point of  just  compensation. 

The  rate  was  fixed  and  very  nearly  all  of  the  owners  signed  up  contracts  and  have 
accepted  payments  thWeon.  To  allow  the  boat  owners  who  refused  to  sign  up,  to 
get  a  larger  and  stronger  rate  would  be  manifest  injustice  and  unlawful  under  the  law. 
From  the  record  now  before  the  board  it  almost  seems  (a)  that  with  those  whom  no 
contract  has  been  made  that  the  offer  of  $4.15  per  ton  for  cargo  ships  and  $5.75  per  ton 
for  passenger  boats  should  be  withdrawn  and  notice  sent  to  these  owners  of  the  fact 
(6)  that  these  owners  should  be  compelled  to  produce  the  books,  and  records  of  their 
companies  on  each  ship  showing  actual  cost  and  whether  built  on  original  contract  or 
purchased,  together  with  the  depreciation  charges  on  each  ship  as  kept  on  company's 
records.  (<')  A  list  of  the  ships  requisitoned  and  not  undr  contract  should  be  com- 
piled and  the  data  of  construction,  etc.,  gathered  from  Lloyd's  register  together  with 
the  insurance  policies  of  isurance  records  books  of  the  corporation  running  back  for 
the  years  of  ownership. 

These  facts,  when  gathered  on  each  ship  will  permit  of  an  early  award  and  give 
the  claimant  an  early  opportunity  to  appeal  to  the  Court  of  Claims  if  not  satisfied. 

Attached  hereto  are  a  few  building  costs  of  ships,  compiled  by  our  construction  and 
repair  department,  also  legal  conclusions  of  Edward  H.  Abbot,  jr.,  on  doctrine  of  just 
compensation. 

Respectfully  submitted, 

Martin  J.  Gillen, 
Special  Assistant  to  Chairman, 

Legal  conclusions  of  Edwin  G.  Abbott,  jr.,  on  "The  right  of  citizens  and  residents 
of  foreign  countries  to  receive  compensation  for  the  loss  of  their  contracts  for  the 
construction  of  ships  in  American  shipyards." 

1.  Performance  of  a  contract  to  build  a  vessel  in  American  shipyards  is  subject  to 
the  Constitution  and  laws  of  the  United  States. 
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2.  It  is  doubtful  whether  the  United  States  had  jurisdiction  to  requisition  the 
•obligation  of  an  American  shipbuilder  to  build  a  vessel  for  a  foreign  claimant  even 
upon  pa>Tnent  of  just  compensation.  The  better  view  seems  to  be  that  it  did  not 
have  such  jurisdiction. 

3.  Whether  or  not  the  United  States  did  or  did  not  have  jurisdiction  to  requisition 
the  obligation  of  an  American  builder  to  build  a  vessel  for  a  foreign  claimant,  it  did 
not,  in  August,  1917,  attempt  to  make  such  requisition.  The  requisitions  orders 
were  in  terms  confined  to  the  tangible  property  within  our  territories,  namely,  "Vessels 
under  construction  and  materials,  machinery,  equipment,  and  outfit  thereto  per- 
taining.*' 

4.  Since  performance  of  contracts  for  the  construction  of  vessels  in  American  yards 
at  all  times  subject  to  the  subsequent  exertion  of  the  powers  conferred  by  the  Con- 
stitution upon  the  United  States,  including  the  war  powers,  delay  in  or  defeat  of 
such  performance  caused  by  subsequent  exertion  of  these  powers  does  not  entitle 
the  holder  of  such  contract  to  compensation  either  under  the  fifth  amendment  or 
under  section  3  of  the  act  of  June  15,  1917.  The  "just  compensation"  required  alike 
by  the  fifth  amendment  and  by  section  3  of  that  act  does  not  include  pa^Tnent  of 
such  conse'iuential  injury. 

5.  Where  unfinished  vessels  and/or  materials  therefor  were  recjuisitioned  for  the 
public  use,  the  'just  compensation"  therefor  required  alike  by  the  fifth  amendment 
and  by  section  3  of  the  act  of  June  15,  1917,  must  l)e  based  upon  the  reasonable  value 
of  that  "congeries  of  materials"  in  their  then  condition  and  situation  at  the  time 
they  were  taken,  and  under  the  circumstances  which  then  existed.  No  compensation 
for  the  loss  of  the  contract  to  complete  them  should  V)e  included  since  that  contract 
was  not  taken  and  the  loss  of  it  was  a  consequence  of  the  concurrent  exertion  of  the 
authority  to  control  the  production  of  ships  and  ship  materials  by  virtue  of  the  war 
powers  vested  in  the  Federal  Government  by  the  Constitution.  Even  if  those  con- 
tracts haul  been  defeated  by  requisition  of  the  unfinished  hulls  the  result  would  still 
be  the  same. 

Pa>Tiient  for  consequential  injury  to  property  not  taken  caused  by  a  taking  of  other 
and  different  property  of  the  same  owner  is  not  an  element  of  "just  compensation" 
for  the  property  actually  taken,  since  it  is  not  an  element  of  value  in  such  property. 
Nor  can  the  element,  for  the  reasons  already  indi(!ite:l,  recover  for  that  ''congeries 
of  materials"  as  a  potential  ship  either  on  the  ground  that  they  were  a  ship  in  fact 
or  because  the  Government  proceeded  to  complete  them  into  a  ship  subsecjuent 
to  the  taking.  They  were  not  a  ship  when  taken,  and  the  use  to  which  the  Govern- 
ment subseauently  put  them  is  immaterial.  In  a  word,  if  the  claimant  receives 
the  reasonable  value  of  the  congeries  of  materials  determined  at  the  time  of  the  taking 
in  view  of  the  situation  which  then  existed,  he  receives  a  just  compensation  required 
alike  by  the  fifth  amendment  and  by  section  3  of  the  act  of  June  15,  1917. 

Edwin  H.  Abbott,  Jr. 


Construction  and  Repair  Department, 

October  28,  1919. 
Memorandum  for  Mr.  M.  J.  Gillen. 

This  confirms  my  telephone  conversation  of  vesterday  regarding  the  cost  of  ship 
construction  previous  to  the  war.  The  prices  did  not  commence  to  soar  until  March, 
191  "3,  and  the  average  as  given  below  represents  first-class  construction  of  both  tankers 
and  cargo  boats  in  established  and  responsible  shipyards: 

Price  per  dead-weight  ton  of  tankers  and  cargo  vessels. 


I'p  to  March,  1915 $75. 00  *«5. 00 

Mirch.  1015.  to  March.  1916 121.00  110. 00 

March .  1916,  to  April,  1917 170. 00  15S.  00 


Cargo 
Vessels. 


For  your  information  I  give  below  actual  tanker  contractsi 
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Acttml  tanker  contracts. 


Date. 


April,  1915 

May,  1915 

August,  1915 

December,  1915. 

March,  1916 

April,  1916 

October,  1916... 
February,  1917.. 
November,  1917 


10,200 
11,000 
12,000 
15,000 
91,000 
102,000 
102,000 
91,000 
10,100 


Price  per 

hundred- 

wei|d)t. 


f75.0(r 
8S.00> 


90.00^ 
121.00 
133.  OO- 
147.00 

im.oo 

I  225.00 


1  B'leet. 


Robert   L.    Hague, 
Manager y  Construction  and  Repair  Department. 


Memorandum  for  Mr.  Gillen. 

At  the  outbreak  of  the  European  war,  the  British  Government  requisitioned  all 
boats  under  the  British  flag  and  established  what  was  known  as  blue-book  rates  for 
tramp  steamers  on  a  bare-boat  basis.  The  rates  paid  to  the  British  owner  under  requi- 
sition was  as  follows.  The  reductions  herein  have  been  made  on  a  basis  of  exchange 
of  $4.8665,  as  against  $4.16  today. 

Rates  for  tramp  steamers  on  a  bare-boat  basis. 


2,001  to  3,000  tons  dead-wciqht 
3,001  to  4,000  tons  dead-weight 
4,001  to  5,000  tons  dead-weight 
/>,001  to  7,000  tons  dead-woight 
7.001  to  9,000  tons  dead-weight 
Over  9,000  tons  dead-weight. . . 


Rates  per  gross 

registered  ton 

per  month. 


Estimated  rate 
per  total  dead- 
weight ton  per 
month. 


S2.0] 
1.924 
1.64i 
1.4A( 


1.4f4 
27j 


It  is  not  possible  to  transpose  gross  register  tons  to  total  dead -weight  tons,  for  the 
figures  will  differ  in  nearly  every  case;  but  the  total  dead-weight  tonnage  is  approxi- 
mately one-half  greater  tlian  the  gross  register  tonnage.  In  other  words,  the  rate  per 
gross  register  ton  of  $0.97}  would  be  equal  to  about  $1.46f  per  dead-weight  ton.  In 
addition  to  allowing  the  above  rates  to  the  owners,  the  British  Government  assumed  the 
war-risk  insurance  on  the  hull  and  machinery'- 

At  the  time  the  tramp  steamers  were  requisitioned,  they  also  requisitioned  the  pafl- 
sender  vessels  on  gross  form  of  charter,  In  other  words,  the  owners  paid  for  the  crew, 
their  food,  engine  and  deck  stores;  and  the  rates  allowed  were  as  follows:  Fifteen  knots 
and  under  18,  $4.1^  per  gross  ton  per  month;  14  Jmots  and  under  15,  $3,691  per  gross 
ton  per  month;  13  knots  and  under  14,  $3.65  per  gross  ton  per  month;  12  Knots  and 
under  13,  $3.40|  per  gross  ton  per  month. 

The  gross  register  tonnage  of  passenger  steamers  in  many  cases  is  not  as  much  as 
the  total  dead-weight  tons;  but  in  many  cases  it  is  slightly  more,  the  difference 
depending  upon  the  passenger  carrying  capacity  of  the  steamer;  but  the  British  Gov- 
ernment made  no  distinction  of  this  point.  Tfiey  gave  all  owners  hire  on  the  above 
basis,  irrespective  of  what  capacity  she  had. 

The  requisition  rates  paid  to  American  shipowners  by  the  United  States  Govern- 
ment is  based  on  the  dead- weight  tonnage  and  Government  form  of  time  charter  where 
the  owners  pay  for  the  crew,  tneir  food,  engine  and  deck  stores. 

Respectfully  submitted. 

J.  B.  Smull. 
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September  21,  1918. 
From:  Priorities  Board. 

To:  The  Commodity  Chiefs  and  Section  Heads. 
Subject:  Curtailment.of  industries. 

1.  The  industries  listed  below  have  been  curtailed  for  the  period  and  to  the  extent 
stated. 

(1)  Passenger  atUomobiles. — For  the  last  six  months  of  1918,  curtailed  to  25  per  cent 
of  1917  production,  provided  that  the  manufacturer  will  limit  his  purchases  of  mate- 
rials, eauipment,  and  supplies  to  such  as  are  absolutely  necessary  to  match  up  stocka 
on  hana. 

(2)  Pianos. — For  the  last  four  months  of  1918  the  piano  industry,  including  piano- 
players,  pianos,  and  parts,  be  curtailed  to  one-thira  of  four-twelftns  of  its  1917  pro- 
duction. 

(3)  Cutlery. — For  the  last  foiu*  months  of  1918  curtailed  to  70  per  cent  of  four-twelfths 
of  1917  production,  which  70  per  cent  shall  include  Government  orders. 

(4)  Stoves^ — For  the  last  four  calendar  months  of  the  year  1918  to  be  curtailed  to 
20  per  cent  of  foiw-twelfths  of  1917  production,  which  50  per  cent  shall  also  include 
Government  orders. 

(5)  Black  galvanized  and  enamel  ware. — For  the  last  four  calendar  months  of  the  year 
1918  to  be  curtailed  to  50  per  cent  of  four-twelfths  of  1917  production,  which  50  per 
cent  shall  also  include  Government  orders. 

(6)  Burial-goods  industry. — Curtailed  to  2,200  tons  of  the  iron  and  steel  for  the 
12  months'  schedule. 

(7>  Clothes  wringers. — ^Curtailed  to  two-thirds  of  four-twelfths  of  its  1917  production 
for  the  last  four  months  of  the  calendar  year. 

(8)  Corsets. — For  the  last  four  months  of  the  calendar  year,  curtailed  to  two-thirds. 
of  four-twelfths  of  their  1917  production. 

(9)  Linoleum. — For  the  last  four  calendar  months  of  the  present  year,  curtailed  to 
40  i>er  cent  of  four-twelfths  of  1917  production. 

(10)  Metal  beds. — For  the  last  four  months  of  the  calendar  year,  including  orders 
for  the  United  States  Government  and  the  Allies,  curtailed  to  50  per  cent  of  four- 
twelfths  of  1917  production,  and  provided  that  no  brass  beds  be  built  except  from 
stock  now  on  hand,  and  that  no  brass  or  brass  scrap  be  purchased. 

(11^  Boilers  and  radiators. — For, the  last  four  months  of  the  calendar  year,  no  boilers 
or  radiators  shall  be  manufactured  or  sold,  except  for  Government  building  or  buildings 
built  under  license  from  the  War  Industries  Board,  and  in  no  event  shall  the  production 
including  repairs  and  Government  orders,  exceed  40  per  cent  of  four-twelfths  of  1917 
production. 

(12)  Brewing  industry. — Recommended  that  production  of  all  brewery  products 
cease  on  and  after  December  1,  1918,  and  that  all  agencies  of  the  Government  should 
cooperate  to  the  fullest  extent  in  carrying  this  resolution  into  effect. 

(13)  Baby  buggies. — Permitted  to  operate  on  a  basis  o,f  50  per  cent  of  four- twelfths 
of  their  1917  production,  and  that  they  be  given  a  Class  'X"  rating  for  enough  metal 
to  match  up  stocks  now  on  hand  provided  discard  steel  only  shall  be  used. 

Q4)  Composite  roofing. — Composite-roofing  manufacturers  shall  not  manufacture  or 
sell  their  commodity  except  for  buildings  built  by  the  United  States  Government  and 
the  Allies,  or  under  license  from  the  War  Industries  Board. 

(lb)  Sporting  goods. — ^That  for  the  last  four  months  of  1918,  the  manufacture  of  the 
following-named  articles  of  sporting  ^oods  shall  be  curtailed  to  the  percentage  of  four- 
twelfths  of  their  1917  production,  as  is  set  opi)osite  the  said  articles: 

Per  cent. 

Tennis  balls 40 

Foot  balls  and  equipment 60 

Base  balls,%ats,  and  equipment 60 

Golf  balls  and  golf  clute 40 

And  that  there  shall  not  be  any  athletic  clothing  manufacturing  after  the  stocks  on 
hand  have  been  used  up. 

(16)  Gas  stoves  and  gas  appliances. — For  the  lapt  four  months  of  1918  be  curtailed  to 
50  per  cent  of  four-twelfths  of  the  1917  production,  and  that  they  eliminate  all  copper 
except  that  which  they  now  have  on  hand,  which  they  are  urged  to  conserve  to  be 
used  for  repairs  to  existing  installation. 

(17)  Automobile  pneumatic  tires. ~{a)  The  War  Industries  Board  will  deal  with  the 
rubber  industry  as  a  controlled  industry. 

(6)  Using  as  a  basis  the  production  of  pneumatic  tires  for  the  18  months  ended  June 
30,  1918,  the  maximum  production  of  each  manufacturer  for  the  last  four  months  of 
1918  is  fixed  at  four-twelfths  of  50  per  cent  of  the  average  annual  production  for  eaid 
18  months  period,  with  all  appropriate  adjustment  where  a  manufacturer  was  not  in 
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production  on  January  1,  1918:  Provided,  however,  That  such  maximum  production 
may  be  increased  to  the  extent  of  tires  produced  on  direct  orders  from  any  agency  of 
the  United  States  Government. 

(c)  Further  curtailments,  adjustment  and  regulation  of  this  i^^dustry  will  be  made 
from  time  to  time  by  the  priorities  division  and  by  the  rubber  section  of  the  War  De- 
partment Board. 

( 18)  Tin  plate. — For  the  last  three  months  of  the  calendar  year,  curtailed  the  use 
of  steel  to  70  per  cent  of  that  of  the  last  quarter  of  1917.  This  will  result  in  a  saving  of 
approximately  150,000  tons  of  steel  for  the  last  three  months. 

(19)  Sojl  drinks  and  mineral  waters. — ^That  effective  November  1,  1918,  the  pro- 
duction of  nonalcoholic  beverages  (other  than  near  beers,  which  have  already  been 
prohibited  after  December  1,  1918).  including  the  manufacture  of  fruit  juices,  waters, 
concentrated  extracts,  sirups,  and  carbonic  acid  gas,  be  curtailed  to  basis  of  50  per 
cent  per  annum,  based  on  the  production  for  the  calendar  year  1917;  that  is,  no 
month's  production  shall  exceed  50  per  cent  of  the  production  of  the  corresponding 
month  of  the  previous  year.  Grape  juice,  cider,  and  logansberry  juice  products  of 
this  year's  harvest  may  be  produced  but  the  restriction  must  apply  to  the  year  1919. 

(20)  Talking  machhus. — Effective  September  1,  1918,  for  the  last  four  calendar 
months  of  the  year  to  be  curtailed  to  40  per  cent  of  four-twelfths  of  1917  production, 
in  units  and  on  a  tonnage  basis,  and  provided  further  that  the  industry  is  urged  to 
secure  war  work  before  expiration  of  the  said  four  months. 

(21)  Agriadtiiral  implements  andjarm  tractors. — Effective  October  1,  1918,  on  a  12 
months'  schedule,  be  curtailed  in  their  use  of  iron  and  steel  to  75  per  cent  of  their 
consumption  for  the  calendar  year  ending  September  30,  1918. 

(22)  nicifcles. — For  the  last  four  montlis  of  the  calendar  year  curtailed  in  their  use 
of  iron  and  steel  to  75  per  cent  of  four-twelfths  of  the  1917  consumption;  pro\ided 
further  that  bicycles  for  children  and  for  racing  purposes  be  eliminated. 

(23)  Rejrigerators. — For  the  last  four  months  of  tne  calendar  year  be  curtailed  to 
(S^i  per  cent  of  four-twelfths  of  its  1018  consumption  of  iron  and  steel;  and  pro\'ided 
further  that  zinc  plates  to  be  substituted  wherever  possible. 

H.  G.  Phillips, 
Secretary  Priorities  Board. 

Heport  to  the  Attorney  General  in  re  Compensation  for  Commandeered 

Property. 

Before  Mr.  Davis  left  he  asked  me,  as  you  know,  to  investigate  the  matter  of  just 
compensation  for  requisitioned  property.  I  submit  herewith  a  report  on  the  present 
situation. 

On  July  23  we  requested  counsel  for  15  governmental  agencies  to  submit  reports 
with  reference  to  the  commandeering  in  their  respective  departments.  All  except 
four — the  Shipping  Board,  the  Fleet  Corporation,  the  Food  Administration,  and  the 
Fuel  Administration — ^had  no  such  matters  to  report.  The  Council  of  National  De- 
fense and  the  War  Industries  Board  have  not  replied.  The  amount  of  requisitioning 
done  by  the  Food  and  Fuel  AdministrationB  does  not  appear  to  be  large,  but  that  done 
by  the  Shipping  Board  and  Fleet  Corporation  involves  millions  of  dollars. 

A  view  of  the  entire  situation  will  be  available  after  replies  are  received  from  the 
letters  sent  November  12  to  the  War  and  Navy  Departments. 

From  the  re])orts  already  submitted  as  to  the  principles  adopted  in  mea^inini^ 
"just  compensation"  for  property  commandeered  it  appears  that  various  standarde 
have  been  in  use.  The  Food  Administration  pays  on  a  price  basis  of  the  local  ele- 
vator. The  Shipping  Board  ''has  been  guided  chiefly  by  reference  to  the  present 
cost  of  construction  to  the  Emergency  Fleet  (^orj)oralion  less  depreciation . "  A Ithough 
the  principles  adopted  by  the  other  agencies  of  the  Government  are  not  set  forth  in 
their  letters,  I  understand  that  the  Emergency  Fleet  Corporation  formerly  sought  to 
reimburse  the  owner  of  an  uncompleted  ship  for  his  actual  outlay,  whereas  the  Navy 
often  used  the  standard  of  market  value,  that  is,  a  value  based  upon  the  abnormal  war 
prices  at  which  the  ]>roperty  might  have  been  sold  on  the  day  and  place  of  the  taking. 

The  situation  is  of  tne  sort  that  was  designed  by  the  Executive  order  of  May  31, 
1918,  to  be  ironed  out  by  the  Attorney  General;  for  although  business  considerations 
may  often  dominate  the  policy  of  settlement  by  the  various  agencies  of  the  Govern- 
ment, there  must  be  certain  underlyin|f  legal  principles  to  guide  the  administrative 
settlement  as  well  as  the  decisions  in  litigated  cases. 

The  Constitution  provides  (fifth  amendment),  "  Nor  shall  private  property  be  taken 
f  3r  public  use  without  just  compensation.  The  statutes  under  which  requisitioning 
has  taken  place  during  the  present  emergency  do  not  impose  a  different  standard. 
Most  frequently  the  constitutional  terminology  "just  compensation"  is  employed. 
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It  is  settled  that  the  Constitution  requires  a  fair  indemnity  to  be  paid  for  the  value 
of  the  property  taken,  and  that  the  value  must  be  estimated  as  of  the  time  and  the 
place  of  the  taldng.  Our  question  is  as  to  the  principles  which  govern  the  valuation; 
for  example,  if  a  ship  is  built  in  1910  at  a  cost  of  $^  a  ton;  is  sold  in  1913  for  $45  a 
ton;  again  in  1915  for  $75  a  ton;  in  1916  for  $100  a  ton;  in  the  spring  of  1917  for  $200  a 
ton;  and  in  the  summer  of  1917  for  $300  a  ton;  may  be  reproduced  in  August,  1917  at  a 
cost  of  $200  a  ton  and  is  requisitioned  in  that  month — what  is  the  value  at  the  time? 

We  may  consider  the  methods  of  valuation  commonly  in  use. 

THE  MARKET  VALUE. 

In  the  ordinary  condemnation  case  compensation  is  awarded  on  the  basis  of  market 
value.  The  decisions  without  number  refer  to  this  as  the  price  which  a  buyer  desiring 
but  not  compelled  to  buy  will  pay  to  a  seller  desiring  but  not  compelled  to  sell.  (1 
Nichols,  Eminent  Domain,  2d  ed.,  sees.  217,  218;  Lewis  on  Eminent  Domain,  3d  ed., 
sec.  706;  Sedgwick  on  Damages,  9th  ed.,  sec.  245.)  Relying  on  the  common  state- 
ment of  the  rule,  claimant  in  the  Luckenbach  case,  now  pending  in  the  Court  of 
Clainks,  seeks  to  recover  for  certain  tu^  and  coal  baij^s  taken  in  August,  1917,  an 
alleged  market  value  based  upon  the  inflated  war  prices  at  which  similar  property 
was  held  at  the  time. 

Market  value,  however,  is  not  an  end  in  and  of  itself;  it  is  only  used  as  a  matter  of 
evidence.  Where  conditions  of  free  competition  have  full  play  and  standard  articles 
frequently  exchange  hands  between  persons  not  compelled  to  trade,  their  judgment 
as  to  commercial  value  under  normal  circumstances  may  be  accepted  as  the  best 
evidence  of  the  true  worth  of  property.  The  standard  obviously  fails  if  there  is  no 
market,  or  where  the  conditions  which  make  the  test  a  proper  one  do  not  obtain. 

The  authorities  recognize  the  limitations  on  the  market  value  rule.  Thus,  Mr. 
Justice  Holmes  in  United  States  i;.  Sage  (239  U.  S.,  57,  61)  speaks  of  "But  what  the 
owner  is  entitled  to  is  the  value  of  the  property  taken,  and  that  means  what  it  fairly 
may  be  believed  that  a  purchaser  in  fair  market  conditions  would  have  given  for  itnn 
fact.    *    ♦    * 

Similarly,  the  instruction  approved  in  Brown  v.  Calumet  River  Railway  Co  (125 
111.,  600,  606),  is  that  the  jury  "are  not  to  consider  the  price  which  the  property  would 
aell  for  under  special  or  extraordinary  circumstances,  but  its  fair  cash  market  value 
if  sold  in  the  market  under  ordinary  circumstances.  *  *  *"  This  ruling  was 
repeated  In  Lanquist  v.  City  of  Chicago  (200,  111.,  60,  73),  where  the  court  said: 

*The  rule,  that  permits  proof  of  ouier  sales  in  order  to  show  value,  requires  that 
such  sales  should  be  made  in  a  free  and  open  market,  and  where  a  fair  opportunity 
for  competition  exists." 

In  Lawrence  v.  Boston  (119  Mass.,  126,  128),  the  following  instruction  to  the  jury 
was  approved:  - 

"*  *  ♦  'Market  value,'  means  the  fair  value  of  the  property  as  between  one  who 
wants  to  purchase  and  one  who  wants  to  sell  any  article,  not  wliat  could  be  obtained 
for  it  under  peculiar  circumstances,  when  a  greater  than  its  fair  price  could  be  ob- 
tained, nor  its  speculative  value,  not  a  value  obtained  from  the  necessities  of  another.' ' 

Dillon  on  Municipal  Corporations  (5th  ed.,  v.  3,  sec.  1060)  phrases  the  rule  as  follows: 

"The  compensation  to  which  the  owner  of  lands  taken  for  public  use  is  eiititled 
is  the  market  value  in  money  fairly  determined  as  between  persons  bu>dng  and  sell- 
ing under  conditions  which  ao  not  result  in  the  sacrifice  of  the  property  or  the  exac- 
tion of  an  enhanced  price  by  reason  of  exceptional  circumstances." 

It  is  true  in  each  of  the  cases  just  referred  to,  the  particular  situation  held  not  to  be 
representative  of  fair  market  conditions  was  not  a  war.  In  the  Sage  case  the  precise 
item  disallowed  was  for  reservoir  adaptability  of  the  land  condemned  in  connection 
with  other  land,  an  adaptability  made  possible  by  the  city's  exercise  of  its  power  of 
eminent  domain,  and  Mr.  Justice  Holmes  said,  "The  city  is  not  to  be  made  to  pay 
for  any  part  of  what  it  has  added  to  the  land  by  thus  uniting  it  with  the  other  lots." 
In  the  i^ndquist  case,  the  question  was  as  to  the  inadmissibility  in  evidence  of  a 
transfer  of  land  in  satisfaction  of  a  precedent  debt.  In  Lawrence  v.  Boston,  the  ques- 
tion was  whether  the  price  the  owner  of  an  established  business  would  have  been 
willing  to  giTe  rather  than  move,  was  competent  as  showing  tiie  market  value  of 
the  premises.  But  though  the  cases  may  be  distinguished,  and  their  language  should 
not  oe  taken  too  broadly,  they  are  sufficient  to  indicate  that  a  sale  must  be  under 
normal  competitive  conditions  before  it  can  be  said  to  reflect  the  market  value  which 
is  used  as  a  guide  to  ascertainment  of  "just  compensation." 

The  1917  prices  of  ships,  before  the  Shipping  Board  general  requisition  of  August 
3,  1917,  were  ^nerally  speculative,  and  for  this  reason  can  not  be  said  to  ^ow  fair 
value  under  fair  market  conditions  after  that  date.    It  was  known  in  ehipping  circles 
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that  the  Government  micht  at  any  moment  take  over  all  public  and  private  ocean 
carriers,  or  at  least  prescribe  (under' the  war  power)  lower  rates  than  prevailed.  Before 
August,  1917,  men  gambled  that  they  might  make  at  least  one  trip  at  the  charter 
hires  obtainable  before  the  Government  could  act,  and  thus  recoup  any  abnormal 
price  paid.  After  the  general  requisition  order,  trading  in  ships  practically  ceased. 
These  are  not  the  earmarks  of  fair  market  conditions. 

The  sudden  rise  in  prices  generally,  especially  after  our  entrance  into  the  war,  also 
shows  that  market  conditions  were  not  normal*  Any  price  which  might  be  quoted 
was  temporary  and  \iolent  fluctuations  frequently  occurred  from  day  to  day.  The 
closing  of  the  stock  market,  July  30,  1914,  to  December  12,  1914,  is  illuminating. 
While  it  is  true  that  the  owner  must  be  compensated  for  the  value  of  his  property 
as  of  a  particular  day,  the  true  value  can  not  be  said  to  be  necessarily  shown  by  prices 
of  sales  of  similar  property  on  precisely  that  day.  Condemnation  of  property  is  a 
proceeding  in  rem.  An  equivalent  is  to  be  paid  for  the  res.  Every  personal  element 
m  the  transportation  is  to  be  disregarded.  As  said  in  Monongahela  Navigation  Co.  r. 
United  States  (148  U.  S.,  312.  326): 

"And  this  just  compensation,  it  will  be  noticed,  is  for  the  property  and  not  to  the 
owner.  Every  other  clause  in  this  fifth  amendment  is  personal.  *  *  *  The  per- 
sonal element  is  left  out,  and  the  just  compensation  is  to  be  a  full  equivalent  for  the 
property  taken. " 

The  res  is  a  continuing  object.  Its  value  as  of  a  certain  day  is  not  necessarily  de- 
termined by  what  another  owner  was  able  to  obtain  for  another  piece  of  property 
as  of  that  day.  Its  value  in  the  future,  when  the  temporary  conditions  of  which  the 
owner  may  not  avail  himself  have  subsided,  is  to  be  taken  into  account. 

That  the  Constitution  was  not  designed  to  secure  a  valuation  based  upon  the  tempo- 
rary abnormal  market  is  shown  by  the  absence  of  anv  express  provision  with  reference 
to  the  punctum  temporis  of  the  taking.  So  far  as  the  Constitution  is  concerned,  the 
time  of  the  taking  may  be  fixed  as  of  the  day  of  a  proclamation  of  the  President,  or 
the  day  of  taking  possession,  or  the  day  suit  is  filed,  or  the  day  of  the  trial.  Capricious 
acAdent  may  determine  which  of  these  dates  is  taken.  Different  dates  may  be  taken 
in  proceedings  against  different  owners  of  identical  pieces  of  property.  It  would  seem 
that  the  Constitution  secures  to  both  owners  the  same  fundamental  right — an  equiva- 
lent of  a  fair,  normal  value. 

These  considerations  are  reenforced  by  the  principle  that  compensation  must  be 
just  not  only  to  the  owner  but  also  to  the  public.  (Bauman  v.  Ross,  167  U.  S.,  548; 
Searl  v.  School  District,  133  U.  S.,  553,  574,  562;  Garrison  v.  New  York,  21  Wall., 
196,  204. )  Property  is  held  at  all  times  subject  to  the  inherent  and  necessary'  soverei|:n 
power  of  eminent  domain.  A  rule  of  damages  should  not  be  adopted  which  will 
prevent  the  effective  exercise  of  the  power.  It  is  not  simply  a  jury  argument  to  say 
that  a  claimant  should  not  be  permitted  to  profit  by  temporary'  war  values  which  the 
war  has  created.  In  tliis  connection  Searl  r.  School  District  (133  U.  S.,  553),  is  inter- 
esting. The  school  district  under  erroneous  belief  that  it  had  title,  had  built  a  school 
house  on  land  which  it  subsequently  sought  to  condemn.  It  was  held  that  the  true 
owner  was  fully  compensated  by  obtaining  the  value  of  the  land  without  the  building, 
even  though  he  had  legal  title  to  the  building  at  the  time  of  condemnation. 

Moreover,  the  sudden  increment  due  to  the  war,  and  the  subsequent  national  neces- 
sities, is  an  element  which  may  be  taken  away  without  compensation  by  exercise  of 
national  power  which  is  made  possible  by  the  same  national  necessities.  Reasonable 
prices  may  be  fixed  for  sale  of  foods,  feeds,  fuels,  ships,  and  other  property,  both  for 
sale  to  private  parties  and  to  the  Government.  These  need  not  exceed  a  reasonable 
profit,  as  least  so  far  as  property  in  existence  before  the  war  is  concerned,  over  prewar 
prices.  Any  loss  to  owners  of  what  they  might  have  obtained  by  sale  through 
such  price  nxing  is  clearly  not  a  matter  for  compensation.  Exercise  of  governmental 
powers  in  carrying  on  the  war  should  not  be  conceived  as  preceding  from  water-tight 
compartments,  price  fixing  from  one  box,  and  requisitioning  from  a  separate  one. 
The  war  increment  is  a  value  for  which  the  owner  should  not  be  entitled  to  compensa- 
tion when  the  Government  acts  by  eminent  domain.  Of  the  dissent  in  Denver  t?. 
Union  Water  Co.  (245  U.  S.,  178,  195).  An  analogy  is  furnished  by  United  States 
V.  Candler-Dunbar  Water  Power  Co.  (229  U.  S.,  53},"  where  the  water-power  company 
sought  to  recover  as  one  element  of  just  compensation  for  riparian  land,  its  value  as  a 
factory  site  in  connection  with  water  power.  It  was  held  that  the  water  power  was 
subject  to  destruction  without  compensation  by  governmental  improvement  of  nav- 
igable waters,  and  though  this  power  over  navigation  had  not  been  previously  exer- 
cised, no  compensation  should  be  allowed  therefor  when  the  land  was  taken  (p.  76). 

It  is  interesting  to  note  that  the  British  Defense  of  the  Realm  Regulations  (consol- 
idated and  revifi^  to  June  30,  1918,  ed.  Pulling)  state  with  reference  to  award  of 
compensation  for  war  materials,  food,  forage,  and  stores  requisitioned  as  follows  (sec. 
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2B):  "  In  determining  such  price  regard  need  not  be  had  to  the  market  price  *  *  *." 
(See  also  sec.  2F  2JJ.)  The  English  are  not  controlled  by  our  constitutional  notions 
as  to  what  constitutes  a  '' taking,"  and  have  been  accustomed  to  allow  for  elements 
not  considered  subject  of  compensation  in  the  United  States.  (Sedgwick,  Damages , 
9th  ed.,  ch.  XLVI.)  M^ 

One  legal  principle  therefore,  lOTwhich  the  department  should  stand  until  thor- 
ougnly  testea  in  the  courts  is  that  compensation  should  not  be  awarded  on  the  basis 
of  war  prices,  called  by  some  market  value.  I  have  been  considering  primarily  so  far 
property  in  existence  before  the  war,  necessary  to  its  conduct,  as  to  which  prices 
suddenly  jumped  during  the  war  and  are  generally  expected  to  abate  thereafter. 

As  to  property  produced  just  before  the  requisition,  say  a  quantity  of  rifles,  or  a 
ship,  at  the  prevailing  prices  of  iron  and  wood  fixed  by  the  (jiovernment,  if  the  methods 
of  production  are  not  wasteful  or  fraudulent,  it  is  diflScult  to  see  how  the  producer 
may  be  awarded  less  than  his  cost.  Such  property  may  indeed  be  identical  in  all 
physical  aspects  with  property  which  existed  before  the  war.  Theoretically  the 
value  of  the  like  property  may  be  the  same.  The  actual  standards  of  compensation 
for  newly  produced  goods  will  be  subsequently  considered.  Enough  has  been  said 
to  show  that  market  prices  of  the  product  need  not  be  the  criterion. 

If  the  war  prices  of  1917  do  not  furnish  the  basis  of  determination  of  value  of  property 
existing  before  the  war  under  fair  market  conditions,  what  principle  is  to  be  followed? 
How  may  the  elements  of  abnormality  be  removed?  (1)  Should  the  prices  of  the 
period  immediately  preceding  the  war  be  taken;  or  (2)  the  average  price  of  a  number 
of  prewar  years;  or  (3)  the  average  prewar  and  war  years;  or  (4)  should  account  be 
taken  of  the  trend  of  prices  before  the  war  and  an  addition  made  for  the  average 
increase  during  the  war;  or  (5)  should  the  "market"  prices  be  disregarded  altogether 
and  some  other  standard  or  standards  be  adopted? 

It  must  be  remembered,  in  striving  to  reach  value  under  the  hypothetical  ''fair 
market  conditions,"  that  there  is  no  smgle  formula  which  will  accomplish  the  result. 
Each  case  rests  on  its  own  facts.  A  test  that  may  be  helpful  in  one  matter  may  be 
absurd  as  applied  to  another. 

1.  The  first  method  (prewar  prices)  is  suggested  by  the  case  of  United  States  v. 
Inlets  (Fed.  Cas.,  1544,  Iowa;  26,  Fed.  Cas.,  490),  a  proceeding  to  condemn  land. 
At  the  time  of  the  trial  the  panic  of  1873  had  radically  depressed  real  estate  values. 
The  trial  court  held  that  the  jiury  should  allow  "  the  full  and  fair  market  value  at  the 
time  of  taking — at  this  present  time,"  and  said  with  the  expressed  approval  of  the 
district  attorney  (p.  494): 

**  While  the  language  of  the  law  or  its  construction  is  that  its  value  must  be  fixed 
as  at  the  time  of  its  appropriation  or  taking  of  the  property,  still  it  is  not  right  that 
you  should  subject  liiese  parties  to  the  consequences  of  what  we  all  suppose  to  be  a 
temporary  depression  and  stringency  of  the  money  market.  If  this  were  permitted, 
it  might  have  a  peat  effect  upon  the  value  of  this  property.  Therefore,  you  will 
not  take  into  consideration  the  state  of  affairs  existing  to-day,  but  of,  say  two  months 
ago,  relieving  it  from  the  pressure  which  may  now  be  upon  it." 

The  case  was  taken  to  tne  Supreme  Court  on  other  issues,  Sub  nom  Kohl  v.  United 
States  (91  U.  S.  367),  where  the  judgment  below  was  affirmed.  An  analogous  case 
ifl  McQuaig  v.  Quaker  City  Insurance  Co.  (18  Up.  Can.  Q.  B.  Rep.,  130),  an  action  on 
an  insurance  policy  which  provided  that  the  damage  should  be  estimated  "accord- 
ing to  the  true  actual  cash  value  of  the  said  property  at  the  time  the  same  shall  hap- 
pen.'* The  defendant  in  the  lower  court  requested  an  instruction  that  the  estimate 
of  the  actual  cash  value  at  the  time  of  loss  should  be  diminished  "in  consequence 
of  any  circumstances  that  might  however  recently  before  the  loss  have  depressed  the 
market  value  of  steamers. "  The  refusal  of  the  trial  court  to  so  correct  the  jury  was 
held  correct. 

The  cases  are  the  converse  of  the  Luckenbach  case  now  pending  in  the  Court  of 
Claims.  If  recovery  is  not  to  be  diminished  for  a  temporary  depression  in  prices, 
it  should  not  be  increased  for  a  temporary  sudden  rise.  Following  the  analogy  in 
the  case  of  ships  existing  in  1914,  the  prices  prevailing  in  the  winter  of  1914  and  1915, 
before  the  submarine  campai^  b^an,  may  be  regarded  as  the  measure  of  the  value 
under  fair  market  conditions  in  1918. 

2.  To  take  the  average  prices  over  a  period  of  prewar  years  is  suggested  by  the 
railway  control  act  of  March  21,  1918  (Pub.  No.  107,  65th  Cong.),  which  prescribes 
for  the  use  of  the  carriers  taken  over  as  "just  compensation  an  annual  sum  *  *  * 
not  exceeding  a  sum  equivalent  as  nearly  as  may  oe  to  its  annual  average  operating 
ndlwa:^  income  for  the  three  years  ending  June  30,  1917."  This  criterion  is  also  in 
line  with  the  practice  adopted  in  public  utility  valuation  cases,  where  the  cost  of 
rej^roduction  as  of  a  certain  day  is  ascertained  by  the  use  of  the  average  prices  pre- 
vailing over  a  number  of  years.    It  would  seem  to  afford  a  better  standsird  for  the 
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detennination  of  '^normal' '  value  in  the  ordinary  case  than  the  prices  at  any  particular 
point  during  the  period. 

3.  A  standard  which  would  appeal  to  most  courts  and  juries  as  being  more  just 
than  either  of  the  forgoing  is  an  average  of  the  prices  of  an  equal  numb^  of  prewar 
and  of  war  years.  Such  a  criterion  is  on  its  face  a  compromise.  The  value  of  an 
article  several  years  before  the  war  is  obviously  not  the  measure  of  its  present  worth. 
It  mav  afford  some  measure  of  worth  as  of  a  few  years  after  the  war.  Some  compro- 
mise, however,  must  be  adopted  in  order  to  achieve  justice  to  both  parties.  Exact 
justice,  unfortunately,  is  rarely  obtainable  in  a  law  suit.  The  courts  do  not  escape 
the  fallibility  which  inheres  in  all  human  institutions.  Fair  value  is  an  ideal  con- 
cept in  any  event;  probably  never  actually  existent.  The  theoreticall^r  willing  pur- 
chaser and  the  like  willing  seller  have  not  met  in  the  cases  we  are  considering. 

So,  in  the  process  of  judging  present  value  the  average  reasonable  man  can  hardly 
disassociate  some  of  the  general  increase  in  prices  during  liie  war  from  the  particulu* 
article  which  he  is  evaluating.  The  average  of  prewar  and  war  prices  afforos  a  rousfa 
measure  of  allowance  for  some  appreciation  durmg  the  war,  ana  if  it  fits  in  with  ^e 
other  evidence  concerning  the-  old  tugs  in  the  Luckenbach  case  may  fumicdi  the 
solution  in  that  case.  In  my  opinion,  such  an  average  ought  to  prove  helpful  in 
many  cases  in  arriving  at  a  fair  result. 

4.  Possibly  more  accurate  than  the  last  preceding  method,  though  surely  more 
difficult  of  application,  is  to  take  accoimt  of  the  trend  of  prices  during  the  prewar 
period  and  aaa  a  proportional  increase  at  a  weighted  average  of  prewar  and  war  years 
for  each  year  of  the  war.    A  variety  of  systems  is  in  vo^e  in  allowing  for  a  trend  of 

E rices.  Much  depends  upon  the  beginning  of  the  period  adopted,  and  care  must 
e  taken  to  cover  a  normal  period,  which  must  be  longer  in  the  case  of  fluctuating 
than  of  stable  commodities.  Taking  a  fair  prewar  period  and  projecting  the  curve 
to  the  point  of  time  at  which  the  property  is  requisitioned  is  not  enough  in  the  present 
cases,  however,  if  we  are  to  allow  anything  for  war  increases.  The  prewar  trend  may 
have  been  actually  downward. 

If,  however,  the  average  yearly  increases  of  the  three  years  previous  to  the  war  is 
added  to  the  1911  prices  so  as  to  ^ve  a  normal  price  for  1914,  and  then  the  avejage 
annual  increase  of  the  six-year  period  from  1911  to  1917  is  added  for  each  subsequent 
year,  we  reach  a  result  which  removes  some  of  the  elements  of  abnormality  in  1917 
prices.  To  illustrate,  the  cost  of  production  of  ships  may  be  instanced  somewhat  as 
follows: 

1912,  per  dead-weight  ton $50 

1913,  per  dead-weight  ton 50 

1914,  per  dead-weight  ton 65 

1915,  per  dead-weight  ton 75 

1916,  per  dead-weight  ton 150 

1917,  per  dead-weight  ton 300 

A  simple  average  of  the  six  years  brings  the  result  at  $115  a  ton.  The  average  yearly 
increase  for  the  six-year  period  is  about  $40  a  ton.  If  this  amount  is  added  for  each 
year  subsequent  to  1914  we  arrive  at  $175  as  the  fair  value  in  1917.  This  last  method 
would  probably  be  too  complicated  to  be  of  practical  value  in  the  courts.  It  might 
be  of  use  in  a  conceivable  case,  where  evidence  of  the  price  trends  is  ample  and 
experts  seeking  to  reach  true  value  rather  than  simply  to  apply  a  prior  formula  are 
dealing  with  tfie  situation. 

5.  As  to  whether  evidence  of  market  prices  must  be  abandoned  altogether  in  favor 
of  some  other  standard,  it  would  seem  that  no  such  absolute  eeneral  rule  can  be  made. 
Probably  in  some  cases  market  prices  may  be  quite  disregarded  in  favor  of  some  other 
controlling  feature;  for  instance,  payment  of  the  cost  of  production,  plus  a  reasonable 
profit,  mav  well  be  the  only  fair  method  of  compensation  for  an  amount  of  copper  just 
mined,  ft  would  be  difficult  to  apply  prewar  prices,  or  any  one  of  the  averages  above 
suggested  in  the  case  of  land  condemned  in  connection  with  a  housing  scheme,  after  a 
permanent  neighboring  population  had  settled  down  to  man  a  new  shipyard.  The 
general  consideration  against  the  use  of  present  market  prices  have  been  felt  by  the 
United  States  Shipping  Board  in  their  cases  of  commandeered  ships;  all  evidence 
of  war  and  prewar  ''market"  values  has  been  utterly  disregarded,  ana  in  lieu  thereof, 
present  cost  of  reproduction  less  depreciation  has  apparently  been  substituted  as  the 
sole  criterion. 

COST   OP   REPRODl'CnON   LESS   DEPRECIATION. 

As  I  understand  it,  the  method  of  valuation  followed  by  the  Ocean  Advisory  Com- 
mittee of  the  United  States  Shipping  Board,  and  approved  by  the  Shipping  Board, 
is  to  take  the  Fleet  Corporation  figures  of  cost  of  reproducing  the  ship  new  and  discount 
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such  figures  by  an  amount  representing  the  depreciation  of  the  vessel  in  its  actual 
condition.  The  Fleet  Corporation  costs  are  taken  as  of  the  date  when  title  to  the  ship 
is  lost  by  the  owner.  Thus,  if  the  Fleet  Corporation's  costs  in  August,  1917,  were 
$140  per  dead- weight  ton ;  in  November  $200  and  December  $325  per  ton  for  a  ship  whose 
use  is  requisitioned  in  August,  1917,  if  sunk  in  Au^^ust,  1917,  $140  would  be  awarded; 
if  sunk  in  November  $200  would  be  awarded ;  and  if  sunk  in  December,  or  title  taken 
in  that  month,  $235  would  be  the  amount.  If,  in  order  to  get  troops  overseas,  the 
Government  was  willing  to  pay  triple  wages  for  Sunday  work  and  overtime,  and  grant 
large  bonuses  for  immediate  deliv^  of  materials,  and  build  additional  shipyards,  no 
deduction  is  made.  I  do  not  know  what  part,  if  any,  of  the  cost  of  construction  of 
new  shipyards  or  of  overhead  charges  are  allowed.  Steel  billets,  whose  average  price 
in  1913  was  $25.60  per  groas  ton,  and  in  1914,  $20.08,  rose  in  June  and  July,  1917,  to 
$95  a  ton.  On  October  11,  1917,  the  War  Industries  Board  fixed  the  price  at  $47.50 
per  ton.     I  suppose  cost  of  production  of  ships  varied  accordingly. 

This  is  not  a  complete,  and  therefore  may  not  be  a  fair,  picture  of  the  Shipping 
Board  methods  of  evaluation.  Further  lignt  is  afforded  by  the  illustrative  cases 
cited  in  the  Shipping  Board's  letter  of  November  23.  With  reference  to  the  Cubore, 
a  vessel  built  in  1917  at  a  cost  of  $1,111,819.88,  including  15  per  cent  builder's  profits, 
the  estimated  cost  of  replacement  was  $2,416,100,  equal  to  $207  per  dead-weignt  ton. 
Allowing  one-half  of  5  per  cent  for  depreciation,  the  committee  recommended  an 
award  of  $2,350,000,  more  than  double  tne  cost  of  construction  the  year  before. 

As  counsel  for  the  Shipping  Board  points  out  in  his  letters  of  August  1  and  Novcm- 


fairly  certain  of  application.  Cost  of  reproduction  figt 
what  less  than  the  speculative  market  prices  of  the  period.  It  may  be,  as  Mr.  Burling 
says,  that  since  the  venture  is  now  upon  legal  ground,  present  cost  of  reproduction 
is  as  much  of  a  departure  from  the  familiar  rule  as  it  may  be  reasonable  to  expect 
the  courts  to  adopt. 

The  proposition,  however,  that  present  cost  of  reproduction  is  a  proper  standard 
because  the  owner  expects  to  replace  his  property,  and  is  to  be  awarded  an  amount 
sufficient  for  him  to  do  so^  seems  to  be  unsound.  A  homestead  which  is  condemned 
can  not  be  replaced.  The  tenant  dispossessed  in  Laurence  v.  Boston  (119  Mass.,  126), 
who  had  built  up  a  valuable  retail  business  in  a  favorable  location,  can  not  be  awarded 
damages  on  the  theory  that  he  will  be  able  to  take  the  amount  of  his  award  and  secure 
another  lease  i^ith  as  favorable  business  opportunities  as  he  has  lost.  Evidence 
of  anv  value  peculiar  to  the  owner  must  be  disregarded.  United  States  v.  TIotuAuIu 
Plantation  Co.  (122  Fed.,  581). 

Any  loss  resulting  to  the  owner  from  the  taking  of  his  property  by  eminent  domain 
incident  to  the  fact  that  he  may  have  to  pay  more  than  ne  is  awarded  in  order  to  get 
like  property  in  the  future  must  be  suffered.  Such  a  **8er\'itude"  is  inherent  in 
the  nature  of  the  ownership  of  property  which  is  always  subject  to  expropriation  by 
the  sovereign.  It  is  precisely  because  the  sovereign  may  not  be  able  to  purchase  at 
a  fair  price  the  desired  property  from  the  owner  or  a  substitute  from  others  that  the 
dominant  power  of  eminent  domain  exists. 

The  natiwe  of  the  inquiry  must  not  be  forgotten.  Cost  of  reproduction  like  market 
value  is  not  to  be  made  an  end  in  itself.  Cost  of  reproduction  less  depreciation  is 
an  excellent  guide  to  value  if  conditions  of  free  competition  exist  where  the  property 
valued  may  be  easily  produced  and  sold.  Under  such  conditions  value  tends  to 
conform  to  the  cost  of  reproduction.  In  so  far  as  normal  conditions  of  reproduction  do 
not  exist,  the  standard  loses  its  efficiencv.  An  excessive  bid  of  monopolist  contractor 
would  hardly  be  accepted  as  final,  l^air  competition  bidding,  where  the  cost  of 
reproduction  testis  used,  is  assumed.  Knoxville  v.  Water  Co.  (212  U.  S.,  i,  9);  Denver 
v.  Denver  Union  Water  Co.  (246  U.  S.,  178, 183).  If  reproduction  costs  are  determined 
by  temporary  national  necessities  which  induce  any  outlay  whatsoever,  in  order  to 
get  results  not  for  commercial  purposes  but  for  the  conduct  of  tlie  war,  they  can  not 
be  said  to  be  conclusive  of  *'fair  value."  If  the  abnormalities  in  market  prices  are 
to  be  eliminated,  it  would  seem  that  abnormalities  in  cost  of  reproduction  should 
be  treated  in  like  manner. 

Farther  examples  may  be  cited  to  show  that  present  cost  of  reproduction  can  not  be 
used  80  the  solvent  formula  for  all  cases.  Obviously,  the  standard  can  not  be  applied 
to  huid.  A^idn  as  to  ships.  If  the  situation  in  this  country  is  that  there  are  no  ship- 
bnildin^^  faalities  and  British  ships  are  available  in  peace  times  on  the  open  market  at 
low  fixtures,  say  $45  a  ton,  the  cost  of  reproducing  a  ship  seized  in  our  ports  would  hardly 
be  aaid  to  be  reflected  by  cost  to  reproduce  the  ship  at  the  time  in  this  country. 

It  is  not  meant  to  indicate  that  we  should  close  our  eyes  altogether  to  evidence  of 
cost  of  reproduction  less  depreciation .    The  evidence  may  be  one  of  the  circumstances 
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d{  the  case,  and  if  market  prices  are  not  available  at  all  maybe  the  factor  of  prime  im- 
portance. If  there  is  no  fair  evidence  of  market  prices  whatsoever,  and  we  have 
accurate  testimony  of  cost  of  reproduction,  the  problem  would  be  to  remove  the  ele- 
ments of  abnormality  in  such  costs.  As  to  property  in  existence  before  the  war,  such 
^  in  the  Luckenback  case,  as  average  prewar  cost  would  probably  be  a  fair  method  of 
fixing  just  compensation.  It  may  be  also  that  particular  elements  of  abnormality  may 
be  isolated,  sucn  as  excessive  labor,  expenses  due  to  the  war  necessities  alone,  or  prices 
of  st«el  and  wood  in  excess  of  those  fixed  by  the  War  Industries  Board,  in  which  cost  of 
reproduction  with  such  element  eliminated  approaches  the  fair  or  normal  figiu'es  that 
are  usable. 

The  public  utility  cases  suggest  the  use  of  some  method  of  averaging.  The  authori- 
ties frequently  cite  cases  on  valuation  for  rate  making  purposes  and  for  purposes  of 
compensation  indiscriminatelv.  Reagan  v.  Farmers  Loan  &  Trust  Co.  (154  U.  S.,  362, 
410):  New  York  v.  Sage  (239  if.  S.,  57,  62);  Omaha  v.  Omaha  Water  Co.  (218  U.  S.,  180, 
202,  203).  The  standard  of  valuation  commonly  adopted  for  rate-making  purposes  is 
cost  of  pro<luction  less  depreciation.  Wilcox  v.  Consolidated  Gas  Co.  (212  U.  S.,  19); 
Cedar  Rapids  Gas  Co.  v.  Cedar  Rapids  (223  U.  S. ,  655) ;  Denver  v.  Denver  Union  Water 
Co.  (246  U.  S.,  178).  There  are  difficulties  of  theory  and  of  practice  in  application  of 
the  standard  in  rate  cases  (Whitten,  Fair  Value  for  Rate  Purposes,  27  Hard.  L.  Rev., 
419:  Halls,  The  Supreme  Court'b  Ambiguous  Use  of  Value  in  Rate  Caseti,  18  Col.  L. 
Rev.,  208;  Whitten,  Valuation  of  Public  Service  Corporations,  vol.  1  and  2),  and  the 
Supreme  Court  has  limited  the  rule  in  important  aspects.  Des  Moines  Gas  Co.  v.  Des 
Moines  (238  U.  S. ,  153, 171 ,  172).  But  the  standard  of  cost  of  reproduction  less  depre- 
ciation is  commonly  adopted  for  rate-making  purposes  and  almost  uniformly  normal 
unit  prices  of  materials  are  taken  rather  than  the  prices  prevailing  at  any  particular 
moment.  Thus,  in  a  number  of  public- utility  valuation  cases,  which  have  arisen  since 
the  war,  the  war  prices  of  materials  have  been  rejected  and  the  normal  cost  has  been 
ascertained  by  averaging  the  prices  over  a  period  of  normal  years.  The  Interstate 
Commerce  Commission  in  a  valuation  proceeding  under  the  act  of  March  1 ,  1913  (37 
Stat.,  701),  said  in  justification  of  its  practice  in  that  regard  (Winston-Salem  South- 
bound R.  R.  Co.,  1  Val.  rep.  I.  C.  C,  187, 192, 193): 

We  can  not  shut  our  eyes  to  the  fact  that  the  effect  of  the  breaking  out  of  the 
European  war  was  to  demorali7.e  the  markets  for  labor  and  material,  so  that  prices 
current  on  that  precise  date,  June  30,  1915,  or  over  a  period  of  time  which  would 
reflect  the  effect  of  a  war  has  largely  monopolized  the  labor  and  material  market  to  the 
exclusion  of  private  industry,  can  not  in  any  sense  be  said  to  represent  normal  or  fair 
value. 

The  holdings  in  a  number  of  recent  public  utility  cases  cited  in  the  footnote  are 
reflected  in  a  headnote  in  an  "Annotation  on  Valuation"  in  Public  Utility  Report 
Anno.,  1918,  p.  248,  as  follows: 

"b.  Ascertainment  of  reproduction  cost — the  reproduction  value  of  a  utility  plant 
based  upon  prevailing  abnormal  high  prices  of  labor  and  materials  should  not  be 
regarded  in  arriving  at  the  value  of  the  plant  for  rate  making.  Re  Light,  Fuel  and  P. 
Co.  (W.  Va.)  Case  Nos.  654,  555,  Dec.  1,  1917." 

The  analogy  of  the  public  utility  cases,  where  property  is  valued  for  rate  making 
purposes,  can' not  be  pushed  too  far,  for,  as  the  cases  cited  in  the  footnote  plainly  say, 
rates  can  not  vary  from  day  to  day.  At  the  same  time  it  is  settled  that  the  utility'  is 
entitled  to  earn  a  reasonaolc  ratie  upon  present  value.  (Minnesota  rate  cases,  230 
U.S.  352,  434;  and  rates  can  be  changed  every  few  months.) 

Although  the  particular  method  of  ascertaining  normal  value  by  averaging  prewar 
costs  used  in  the  public-utility  cases  seems  to  be  not  as  fair  in  the  £uckenbach  case,  aa 
averaging  war  with  the  prewar  costs,  and  the  method  of  averaging  may  be  quite  unjust 
as  applied  to  property  just  produced,  the  public-utility  rate  cases  are  very  persuasive 
that  a  ''normal'*  cost  of  reproduction  rather  than  the  cost  at  a  precise  amount  during 
the  war,  should  be  used. 

AGTUAl.   COST  TO   THE   OWNER. 

The  actual  outlay  of  the  owner  is  usually  one  of  the  elements  to  be  considered.  The 
Packet  Habana  (169,  U.  S.  453).  The  inquiry  is  as  to  what  the  owner  has  lost,  not 
what  the  taker  has  gained.  Boston  Chamber  of  Commerce  v.  Boston  (217  U.S.  189, 195); 
United  States  v.  Chandler-D unbar  Wafer  Power  Co.  (229  U.  S.  53,  76).  Reimbursement 
to  the  owner  of  his  actual  outlay,  again,  can  not  be  considered  the  sole  test.  The  price 
ma>^  have  been  speculative  and  tne  bargain  a  good  or  bad  one.  Subseqiient  appre- 
ciation or  depreciation  may  have  occurred. 


as 


If  the  outlay  is  recent,  however,  and  the  normality  of  the  price  paid  can  be  judged 
well  as  the  elements  of  appreciation  and  depreciation  thereafter,  the  owner's  cost  is 
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an  important  criterion  of  valuation.  Speculative  prices  paid  by  the  owner,  even 
though  recent,  should,  of  course,  not  be  reimbursed.  During  1917  contracts  for  unfin- 
iahed  ships  passed  from  hand  to  hand  at  enormous  profits.  Men  speculated  in  turning 
over  the  contract  at  still  higher  prices,  and  such  transactions  can  not  be  made  the  lever 
with  which  to  raise  actual  values.  If,  however,  property  is  finished  or  uncompleted 
state  had  been  produced  under  fair  condition,  it  is  dimcult  to  see  how  the  owner  can  be 
awarded  a  compensation  less  than  his  costs  plus  a  reasonable  profit.  In  the  case  of  the 
Oubor,  supra,  this  would  be  something  more  than  $1,111,819.88. 

This  may  result  if  awarding  A  more  than  B  for  identical  pieces  of  property.  The 
article  recently  manufactiu^d  may  be  indistinguishable  from  the  sister  commodity 
existing  before  the  war.  If  the  proceeding  to  award  damages  is  in  rem,  how  can  such 
different  valuation  be  fixed?  We  need  not  flinch  in  answering  vdth.  Mr.  Justice 
Holmes.     (Boston  Chamber  of  Commerce  v.  Boston,  217  U.  S.  189,  195): 

"It  (the  Constitution)  merely  requires  that  an  owner  of  property  should  be  paid  for 
what  is  taken  from  him.     It  deals  xsith  persons,  not  tracts  of  land." 

The  compensation  goes  to  the  o^mer.  That  is  personal.  In  ascertaining  justness 
of  the  compensation,  there  are  two  parties  to  the  equation  to  be  considered.  The  fair 
value  under  fair  market  conditions  is  as  much  as  the  condemnor  ordinarily  should 
pay,  and  may  be  ample  to  compensate  an  owner  who  acquired  his  property  at  loss, 
but  insufficient  to  compensate  an  o\^Tier  who  actually  and  fairly  paid  out  more. 

So  with  many  species  of  recently  produced  property,  I  would  apply  the  present 
British  rule  in  determining  compensation  for  war  material,  food,  etc.,  requisitioned. 
Defense  of  the  Realm  Regulations,  Consolidated  and  Revised  to  June  30,  1918: 

**Sec.  2B.  *  ♦  ».  In  determining  such  price  regard  need  not  be  had  to  the 
market  price  but  shall  be  had — 

"(A)  If  the  goods  are  acquired  from  the  grower  or  producer  thereof,  to  the  cost  of 

Ei^oduction  and  to  the  rate  of  profit  usually  earned  by  him  in  respect  of  similar  goods 
efore  the  war  and  to  whether  such  rate  was  imreasonable  or  excessive,  ^nd  to  any 
other  circumstances  of  the  case; 

"(B)  If  the  goods  are  acquired  from  any  person  other  than  the  grower  or  producer 
thereof,  to  the  price  paid  by  such  person  for  the  goods  and  to  whetner  such  price  was 
unreasonable  or  excessive,  and  to  the  rate  of  profit  usually  earned  in  respect  of  the 
sale  of  similar  goods  before  the  war,  and  to  whetner  such  rate  or  profit  was  unreasonable 
or  excessive,  and  to  any  other  circumstances  of  the  case;  so,  however,  that  if  tjie 
person  from  whom  the  goods  are  acquired,  himself  acquired  the  goods  otherwise  in  the 
usual  course  of  his  business,  no  allowance,  or  an  allowance  at  a  reduced  rate,  on  account 
of  profit  shall  be  made: 

"  Provided  that  where  b^  virtue  of  these  regulations  or  any  order  made  thereunder 
the  sale  of  the  goods  at  a  price  above  any  price  fixed  thereunder  is  prohibitive  the  price 
asseaaed  under  the  regulation  shall  not  exceed  the  price  as  fixed. 

**2F  (3)  Such  compensation  shall  be  paid  for  any  article  or  stock  so  requisitioned  as 
shall,  in  default  of  agreement,  be  determined  by  the  arbitration  of  a  single  arbitrator 
appointed  in  manner  provided  by  the  order;  but  in  determining  the  amount  of  the 
compensation  the  arbitrator  shall  have  regard  to  the  cost  of  production  of  the  article 
and  to  the  allowance  of  a  reasonable  profit,  without  necessarily  taking  into  considera- 
tion the  market  price  of  the  article  at  the  time. 

**2JJ  (5)  *    *    *    in  determining  the  amount  of  the  compensation  the  arbitrator 
shall  have  regard  to  the  age  and  condition  of  the  horse  or  vehicle,  to  the  allowance  of  a 
reasonable  profit  on  the  price,  if  any,  paid  by  the  person  from  whom  the  same  is  taken, 
and  to  any  other  circumstance  without  necessarily  taking  into  consideration  the 
market  price  at  the  time.  '^ 

A  variation  of  the  method  which  seeks  to  reimburse  the  owner  for  what  he  has  lost 
may  be  mentioned.  If  a  ship  is  taken  on  January  1,  1918,  the  owner  loses  the  value 
of  the  ship  when  normal  conditions  return,  say,  in  three  years,  plus  his  earnings 
during  the  three  years  period,  properly  discounted.  Shipping  men  have  a  fair  con- 
currence of  opinion  as  to  what  snips  will  be  worth  in  1921.  The  rates  of  return  mean  - 
while  may  be  figured  according  to  the  Shipping  Board  schedule.  Indeed,  present 
rates  on  ships  constructed  at  the  prevailing  nigh  costs  must  be  largely  based  upon  an 
estimate  of  the  future  worth  when  normal  conditions  return.  The  shipowner  who 
builds  or  purchases  at  the  1917  prices  must  as  a  matter  of  proper  accounting  whether 
or«not  he  makes  a  corresponding  actual  profit  during  the  abnormal  years,  write  off 
BuflScient  for  such  years  so  that  the  value  on  his  books  corresponds  to  the  actual  value 
when  normal  conditions  return.  As  a  practical  matter,  in  the  cases  of  ships  this 
method  may  not  prove  useful  because  the  present  rates  authorized  by  the  Shipping 
Board  amount  to  about  28  per  cent  on  a  valuation  of  $175  a  ton. 
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CONCLUSION. 

There  can  be  no  single  exclusive  standard.  Exceptional  circumstances  will  modify 
the  most  carefully  guarded  rule.  Evidence  of  marKet  value,  owners'  outlay,  cost  of 
reproduction,  among  others,  ''are  all  matters  for  consideration  and  are  to  be  given 
such  weight  as  may  be  just  and  right  in  each  case. "  Smyth  v.  Av^s  (169  U.  S.,  466, 
546,  and  547);  Minnesota  rat«  cases  (230  U.  S.,  352,  435).  As  said  in  the  latter  case 
(p.  434): 

"The  ascertainment  of  that  value  is  not  controlled  bv  artificial  rules.  It  is  not  a 
matter  of  formulas,  but  there  must  be  a  reasonable  judgment,  having  its  basis  in  a 
popular  consideration  of  all  relevant  facts.  ' 

Ihe  courts  have  consistently  realized  the  truth  of  the  remarks  quoted  and  have 
refused  to  be  committed  to  any  single  exclusive  criterion  for  all  cases.  Boom  Co.  v. 
PatUrson  (97  U.  S.,  403,  407). 

The  department  should  do  likewise,  especially  since  we  do  not  yet  know  the  peculiar 

Froblem  which  may  have  arisen  in  various  branches  of  the  War  and  Navy  Departments, 
suggest  that  personal  contact  be  established  with  the  agencies  which  have  been  and 
are  awarding  compensation  for  requisitioned  property.  This  can  be  done  without 
interfering  with  their  efficient  functioning;  possibly  they  may  be  aided;  and  soon  we 
can  formulate  fairly  precise  rules  to  represent  the  views  of  the  department  as  to  such 
class  of  cases. 

On  the  main  general  problem  much  remains  to  be  done  by  way  of  briefing  authorities 
and  investigating  the  actual  practice  of  the  various  governmental  bureaus.  Many 
incidental  minor  problems  also  are  bound  to  arise.    For  instance,  how  much. 


January  8,  1919.' 

Dear  Mr.  Todd:  I  return  herewith  the  report  on  principles  for  determining  just 
compensation  for  requisitioned  property  which  I  handed  to  you  on  November  28, 
1918. 

Further  examination  of  authonties  and  reflection  has  strengthened  my  opinion 
that  although  valuation  of  property  requisitioned  may  be  made  as  of  the  dav  and  place 
of  the  taking,  prevailing  war  prices  of  property  similar  to  that  requisitioned  during  the 
war  are  not  to  be  taken  as  tnc  criterion.  Such  prices  were  temporary,  fluctuating, 
epeculative,  and  determined  largely  by  the  necessities  of  the  Government.  Such  prices 
do  not  reflect  actual  value  under  fair  market  conditions. 

Similarly,  abnormal  cost  of  production  figiu^es,  or  abnormal  cost  of  reproduction 
loss  depreciation  as  of  a  certain  day  during  the  "war,  should  not  be  the  formula  for 
moasunng  value. 

Valuation  is  essentially  a  matter  of  judging  on  the  facts  of  each  case.  Consequently 
it  is  best  done  by  men  familiar  with  the  subject  matter.  In  the  process  of  judging 
many  items  of  evidence  must  be  considered.  Ultimately,  however,  it  seems  to  me 
that  a  working  theory  based  on  a  principle  of  law  must  be  adopted  as  to  the  price  test 
of  value.  I  submit  that  this  working  theory  for  personal  property  whicn  was  in 
existence  before  the  war,  is  not  in  its  nature  consumable,  should  be  that  indicated 
on  pages  12  and  13  of  the  accompanying  memorandum,  namely,  the  value  of  the 
property,  under  normal  conditions — ^that  is,  before  the  war — plus  a  reasonable  rental 
dunng  the  abnormal  period.  The  owner  of  a  ship,  for  instance,  is  deprived  by  **the 
taking,"  of  the  value  of  the  vessel  when  normal  conditions  return,  plus  a  reasonable 
rental,  up  to  that  time.  The  Government  has  power  in  time  of  war  to  fix  the  rate  of 
return  of  private  vessels;  to  require  more  than  reasonable  return  is  to  take  advantage 
of  the  necessities  of  Uie  Government. 

Consumable  property  such  as  p^ain,  produced  during  the  war,  under  fair  business 
management,  snould  be  valued  in  a  dinerent  way.  As  to  this  character  of  property, 
the  British  defense  of  the  realm  regulations  afford  the  proper  test,  which,  aoortly 
stated,  is  the  cost  of  production  plus  a  reasonable  profit. 

These  working  tests  seem  to  me  fair  to  the  owner  and  fair  to  the  Government.  All 
other  matters  proper  to  be  considered,  such  as  cost  of  production  if  recent,  normal  cost 
of  reproduction,  less  depreciation,  etc.,  may  be  used  as  a  matter  of  scaling  up  or  down. 

notes. 

1.  Eminent  dommn — general  principles. — Monongahela  Navigation  Co.  v.  United 
Stotes,  148  U.  S.  312. 

Probably  leading  case  defining  "just  compensation. "  Searl  v.  School  District  (133 
U.  S.  553)— School  building. 

C,  B.  &  Q.  R.  R.  Co.  V.  Chicago  (166  U.  S.  226)— Street  across  tracks. 
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Bauman  v.  Roes  (167  U.  S.  548) — Hi{^hway  in  District  of  Columbia. 

Boom  Co.  V.  Patterson  (98  U.  S.  403) — ^Land  on  island  of  Mississippi  River. 

Bridge  Co.  v.  United  States  (105  U.  S.  470)— Alteration  of  bridge. 

Kerr  r.  Park  Commissioners  (117  U.  S.  379) — Land  for  park  purposes. 

Shoemaker  r.  United  States  (147  U.  S.  282) — Land  for  park  in  District  of  Columbia. 

United  States  v.  Chandler-D unbar  Co.  (229  U.  S.  53) — Upland  bordering  on  navi- 
gable river. — **  Strategic  value. " 

Boston  Chamber  of  Commerce  v.  Boston  (217  U.  S.  189). 

New  York  v.  Sage  (239  U.  S.  57) — Land  for  reservoir. 

McGovern  v.  New  York  (229  U.  S.  363) — Land  for  water  supply. 

McCoy  v.  Union  Elevated  R.  R.  (247  U.  S.  354).— Damages. 

United  States  v.  First  National  Bank  (250  Fed.  299). — Land  for  military  purposes. 

Nichols  on  Eminent  Domain,  2d  ed.,  sees.  124,  208,  217,  218,  222,  223,  445,  446, 
454,  456. 

Lewis  on  Eminent  Domain,  3d  ed.,  sec.  8,  p.  19;  sees.  684,  706,  727. 

Sedgwick,  Damages,  9th  ed.,  sees.  243,  244,  245,  249,  250,  636,  712,  1179. 

2.  Damages  in  Ship  Cases. —  Valuation  of  Ships. — Requisition  by  British  Govemm^. 
ApoUon,  9  Wheat  361.— Seizure. 

Ella  Warley,  Blatchf.  Prize  Cases  204.— Civil  War. 

Kia  Ora.  246  Fed.  143.— Salvage. 

Packet  Havana,  189  U.  S.  433. — Prize.     (See  cases  in  Government  brief.) 

Melderskin,  249  Fed.  776.-^alvage. 

Lemuxrd  v.  Whipple  (19  Fed.  547).— Ship  collision. 

De^v  Sea  Hydraiuic  Dredgiru;  Co.  v.  Al^^ndria  (40  Fed.  697). — Ship  collision. 

3.  Valuation  for  Rate  Making  Purposes. 

Reagan  v.  Farmers'  Loan  <5c  Trust  Co.  (154  U.  S.  362). — Freight  and  passenger  rates. 
Conngton,  etc.  Turnpike  Co.  v.  Sandford  (164  U.  S.  578).— Tolls. 
Smifth  v.  Amos  (169  U.  S.  466).— Freight  rates. 
San  Diego  Land  Co.  v.  National  City  (174  U.  S.  739).— Water  rates. 
San  Diego  Land  and  Toum  Co.  v.  Jasper  (189  U.  S.  439). — Water  rates. 
Stanislaus  County  v.  San  Joaquin  C.  d*  /.  Co.  (192  U.  S.  201).— Water  rates. 
Knoxville  v.  Water  Co,  (212  U.  S.  1 ). 
Wilkox  V.  ConsoUdaUd  Gas  Co.  (212  U.  S.  19). 
Cedar  Rapids  Gas  Co.  v.  Cedar  Rapids  (223  U.  S.  635). 
Minnesota  Rate  Cases,  230  U.  S.  352. 
Missouri  Rate  Cases,  230  U.  S.  474. 
Des  Moines  Gas  Co.  v.  Des  Moines  (238  U.  S.  153). 
Darnell  v.  Eduards  (244  U.  S.  564). 
Denver  v.  Denver  Union  Water  Co.  (246  U.  S.  178). 

Oshkosh  Waterworks  Co.  v.  Railroad  Commission  (161  Wis.  122,  L.  R.  S.  1916  F.  592). 
(lx>ng  annotation  on  fundamental  principles  of  valuation  of  public  service  property). 
Brunxidck  Water  District  v.  Main£  Water  Co.  (99  Maine  371). 
Kennebec  Water  District  v.  Water ville  (97  Maine  185\ 
Eureka  Water  Co.,  4  Cal.  R.  C.  R.  466. 

Mr.  GiLLEN.  I  would  like  to  put  into  the  record  in  reference  to 
questions  asked  me  this  morning — ^for  it  seems  to  me  it  might  well  be 
put  in  at  this  place — what,  on  the  basis  of  $175  per  dead-weight  ton,  it 
would  cost  the  different  ports  of  the  United  States  to  pay  10  per  cent 
down  and  absorb  this  fleet,  and  to  show  you  the  way  it  would  work 
out  and  what  the  communities  could  do.  "  For  instance,  in  the  North 
Atlantic  district,  if  New  York  would  absorb  768  ships,  which  are 
allocated  to  operators  in  New  York,  it  would  cost  $930,000,000. 
That  would  mean  that  the  city  of  New  York  and  the  State  of  New 
York — this  community — would  have  to  pay  $93,000,000,  would  have 
to  put  that  amount  in  ship  securities,  if  they  absorbed  their  share, 
likewise  Norfolk  would  have  to  put  in  $1,500,000  in  the  same  way; 
and  Baltimore  would  have  to  put  in  $4,775,000,  and  so  on.  In  other 
words,  the  North  Atlantic  district,  taking  New  York,  Baltimore, 
Norfolk,  Philadelphia,  Boston,  and  Portland,  would  have  to  put  in, 
on  the  basis  of  10  per  cent,  $110,000,000,  and  they  could  absorb  that 
without  difficulty  if  the  price  was  right.  And  on  a  $125  basis  it  would 
be  verr  much  less. 
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Take  the  South  Atlantic  district,  vSavannah,  Jacksonville,  Charles- 
ton and  Wilmington,  and  taking  the  States  that  those  cities  are 
located  in  as  the  oasis  for  investment,  would  have  to  raise  $6,988,000. 

As  to  the  Gulf  district,  Galveston,  New  Orleans,  Mobile,  Pensacola, 
Tampa,  and  Gulf  port,  would  have  to  raise  only  $14,220,000. 

As  to  the  Pacific  district,  San  Francisco,  Seattle,  Portland,  Tacoma, 
and  Los  Angeles,  would  have  to  raise  $19,000,000. 

At  this  point  I  desire  to  file  as  an  exhibit  the  statement  which  I 
now  hand  to  the  official  reporter,  to  be  made  a  part  of  your  record. 

The  Chairman.  That  ma\'  be  done. 

(The  paper  referred  to  is  here  copied  in  full,  as  follows:) 

mstribittion  of  United  States  Shipping  Board  steel  cargo  and  passenger  ships  by  parts 

and  operators  as  of  Jwne  SO,  1920. 


Port. 


NORTH  ATLANTIC  DISTRICT. 


New  York . . . 

Norfolk 

Baltimore 

Philadelphia. 

Boston 

Portland,  Me. 


Opera- 
tors 
berth- 
ing out 
of  ports. 


58 
67 
41 
30 
9 
4 


Ships 


Total. 


.SOUTH  ATI, ANTIC  DISTRICT. 


Savannah. . . 
Jacksonville. 
Charleston . . 
Wilmington. 


Total. 


6 

6 

10 

2 


GULF  DISTRICT. 


Galveston 

New  Orleans. 

Mobile 

Pensacola 

Tampa 

CfUlfPort.... 


Total. 


PACinC  DISTRICT. 


San  Francisco. 

Seattle 

Portland 

Tacoma 

Los  Angeles. . . 


273 

133 

101 

75 

28 

5 


Dead- 
weight 
tonnage. 


Opera- 
tors with 
home 
offices 
in  port. 


615 


35 

11 

14 

2 


62 


12 
21 
7 
4 
2 
2 


12 
8 
6 
4 


Total 

INTERIOR. 

Cincinnati 


Coastwise 

Foreign 

Unallocated 

Unspecified  pwts. 

(trand  total , 


43 

95 

35 

6 

3 

2 


2,043,645 
830,600 
734,896 
520,722 
149,550 
24,690 


4,304,003 


243,495 
74,591 
83,248 
12,825 


414, 159 


290,918 

564,619 

190, 169 

37,832 

16,855 

11,875 


184    1,112,268 


59 

27 

23 

4 


113 


535,971 

227,310 

195, 100 

26,410 


984,791 


74 

63 

121 

4 


1,236 


347,666 

411,068 

801,122 

23,195 


8,398,272 


91 
2 

11 
6 

12 


Ships 
allo- 
cated. 


122 


2 
3 
1 
1 


6 
3 

m 

O 
1 
1 


16 


11 
3 
1 


16 


768 
18 
41 
39 

a3 


162 


959 


Dead- 
weight 
tonnage. 


5,317,941 
91,294 
272,875 
227,588 
394,253 


V^alue  at 
11.75  per 
dead- 
weight 
tonnage. 


'  I 


Ten  per 
cent  of 
value. 


6,303,954 


30 

12 

6 

4 


52 


70 

19 

22 

5 

6 


122 


83 

36 

5 


250,914 
77,106 
43,761 
27,575 


S930,640,200 
15,976,450 
47,753,125 
39,827,900 
68,994,275 


1,103,191,950 


43,909,950 

13,493,550 

7,658,175 

4,825,625 


$93,064,020 
1,597.645 
4,775,312 
.3,982,790 
6,880,427 


110,319,105 


399,356      69,887,300 


512, 444 
96,107 

129,868 
29,625 
44,545 


89,677,700 

16,818,725 

22,726,900 

5,184,375 

7,795,375 


812,589  '  142,203,075^ 


689,817  120,717,975 


325,582 
44,600 


129 


4,390,905 

1,349,355 

766,817 

482,562 


6,988,730 


8,967,770 

1,681,872 

2,272,600 

518,437 

779,537 


14,220,307 


56,976,850 
7,805,000  780,500 


12,071,707 
5,697,685 


44,000  j      7,700,000 


1,103,999     193,199,825 


770,000 


19,319,982 


4.050 


708,750 


70,875 


1, 26.3   8. 623, 948  ;  1 ,509,190,000 


150,919,090 


Ninety-seven  steel,  10,000  tons  and  over;  152  steel,  9,000  to  10,000  tons:  264  steel,  8,000  to  9,000  tons; 
steel,  7,000  to 8,000  tons;  177  steel,  6,000  to  7,000  tons;  146  steel,  5,000  to  6,000  tons;  269  steel,  4,000  to  5,000 1( 


143 
tons. 


SHIPPING  BOARD  OPERATIONS.  2481 

Mr.  GiLLEN.  If  you  reduce  that  price  to  $125  a  ton  you  can  see 
that  so  far  as  the  base  investment  necessarj^  for  the  first  payment  on 
1,286  of  our  ships,  is  concerned,  would  be  reduced.  And  you  can 
see  according  to  this  statement  that  the  first  payment  on  1,236  of 
our  ships  would  be  $150,000,000,  distributed  over  the  port  States  of 
the  United  States.  iVnd  that  amount  of  money,  in  my  judgment,  is 
available,  if  the  price  of  the  shii)s  is  right.  In  other  words,  1  believe 
that  if  the  price  of  the  ships  were  right,  that  these  port  towns  and  the 
banks  and  the  men  interested  would  get  out  and  raise  the  necessary 
sum.  because  .S150,000,000  is  not  a  large  sum  to  raise  in  the  United 
States,  as  based  on  10  per  cent  of  the  purchase  of  those  ships.  It  is 
the  things  that  go  along  with  it,  but  the  base  price  of  10  per  ceiit  is 
not  a  large  amount. 

The  Chairman.  You  said  that  they  had  176  opera toi-s,  and  that 
50  were  enough. 

Mr.  GiLLEN.  Yes,  sh*. 

The  Chairman.  Were  ships  allocated  during  your  connection  with 
the  Shipping  Board  by  Judge  PajTie,  or  didn't  he  have  anything  to 
do  with  the  allocation  of  ships? 

Mr.  GiLLEN.  The  allocation  of  ships,  I  believe,  was  under  the 
control  of  Mr.  Donald.  There  was  so  much  work  there  that  the 
Division  of  Operations,  the  Director  of  Operations,  would  have 
charge  of  it.  He  would  go  up  and  see  one  of  the  commissioners,  and 
when  a  commissioner  would  say  allocate,  then  that  commissioner 
would  have  a  resolution  prepared  and  put  through  the  board.  From 
the  fact  that  the  commissioner  indorsed  it,  it  would  go  through. 

The  (^AiKMAN.  You  personally  made  no  investigation  of  alloca- 
tion ? 

Mr.  GiLLEN.  No,  sir:  but  I  did  make  an  investigation  as  to  the 
number  of  operators.  If  you  will  make  a  notation  to  call  Gen.  Black, 
in  Washington,  he  will  give  you  an  analysis  of  the  number  of  opera- 
tors, number  of  ships,  each  one  of  them,  the  port  facilities  necessary, 
and  the  overcharges  that  are  being  made  at  those  ports.  He  has  it  all 
worked  out  in  very  fine  shape. 

The  Chairman.  Who  is  he  ? 

Mr.  GiLLEN.  Gen.  Black  was  one  of  the  assistants  to  the  board, 
and  directly  under  Judge  Payne. 

The  Chairman.  Was  he  formerly  Chief  of  Engineei-s  of  the  War 
Department  ? 

Mr.  GiLLEN.  Yes,  sir;  that  is  the  Gen.  Black.  And  he  is 
making 

The  Chairman  (interposing).  He  is  still  in  the  Shipping  Board? 

Mr.  GiLLEN.  No,  sir;  ne  is  in  private  business  there 

The  Chairman.  Does  the  summary  show  what  percentage  of  ships 
were  allocated  to  firms  having  previous  experience  in  the  shipping 
business,  and  what  ships  the  firms  that  haa  no  previous  experience 
in  the  operation  of  ships  ? 

Mr.  GiLLEN.  I  do  not  think  it  would  show  that,  but  it  would  give 
you  the  names  of  the  companies,  and  by  sendingjout  a  letter,  having 
your  secretary  to  send  out  a  letter,  to  each  company  and  asking  them 
to  give  you  the  information  when  they  were  organized,  you  could 
fina  out.     I  do  not  think  the  board  ever  asked  them. 

The  Chairman.  The  board  had  no  occasion  to  find  out  whether 
a  company  had  had  previous  experience  in  the  operation  of  ships  ? 
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Mr.  GiLLEN.  Oh,  yes. 

The  Chairman.  Do  you  kuow  whether  they  did  ? 

Mr.  GiLLEN.  Yes;  they  tried  to  do  it.  But  the  Division  of  Opera- 
tions was  a  great  unwieldy  organization.  It  has  never  been  organ- 
ized to  this  day.  I  mean  by  "organized,"  that  it  has  never  been 
gotten  under  good  control.  They  have  never  had  a  man  since  Mr. 
Rossiter — and  by  the  testimony  that  is  here  Mr.  Rossiter  is  a  biff 
shipping  man.  Following  Mr.  Kossiter  was  John  Gushing,  who  had 
had  considerable  experience  in  ship  operations,  and  following  him 
came  Mr.  Paul  Foley,  of  the  Navy,  but  he  never  had  had  any  business 
experience  prior  to  his  taking  that  job.  Mr.  Ballen,  who  committed 
smcide,  and  who  was  the  head  of  the  Hamburg-American  Line, 
and  a  big  man  of  his  day,  did  not  have  one-tenth  the  size  job  that  was 
down  there  at  Washtngton.  In  other  words,  at  the  present  time  we 
have  not  any  business  executive  in  charge  of  operations. 

The  Chairman.  And  that  is  one  of  the  important  fimctions  being 
performed  by  the  board,  and  has  been  performed  during  its  existence 
practically,  isn't  it  ? 

Mr.  GiLLEN.  Yes,  sir. 

The  Chairman.  Are  you  familiar  with  the  old  contract  in  com- 
parison with  the  new  ? 

Mr.  GiLLEN.  Not  enough  to  discuss  it  in  detail.  I  know  the  basic 
principles  of  the  old  one,  the  Scott  contract,  and  the  basic  principles 
of  the  new,  because  I  was  in  on  all  the  discussions.  But  it  is  a  tech- 
nical matter  to  discuss  contracts,  and  unless  one  made  a  study  of  a 
contract  preparatory  to  discussing  it  he  could  not  well  discuss  it.  I 
would  not  attempt  to  give  you  an  analysis  of  it. 

The  Chairman.  You  have  had  a  great  deal  of  experience  with 
manufacturing  businesses  and  manufacturing  corporations  ? 

Mr.  GiLLEN.  Yes,  sir. 

The  Chairman.  Would  you  feel  that  with  the  experience  you  have 
had  along  that  line  it  qualifies  you  to  go  to  the  Sliipping  Board 
to-morrow  and  have  15  ships  allocated  to  you  for  operation? 

Mr.  GiLLEN.  Well,  that  is  a  very  personal  question. 

The  Chairman.  I  do  not  want  to  make  it  personal.  I  will  ask 
you,  would  you  feel  that  a  person  who  had  had  experience  in  business, 
m  manufacturing  businesses  similar  to  your  experience,  would  naturally 
make  a  success  of  operating  10  or  15  ships,  although  having  had  no 
previous  experience  along  tno  shipping  line  ? 

Mr.  GiLLEN.  I  think  as  a  general  proposition  all  our  business  men 
who  have  had  general  business  experience,  could  go  over  into  the 
shipping  business,  and  if  they  apply  to  the  shippmg  business  the 
same  principles  they  have  applied  to  their  own,  to  wit  (1)  get  a  good 
ship  operator,  a  man  who  has  grown  up  in  the  business,  and  (2)  get 
a  good  traffic  man  who  knows  freights:  and  (3)  as  to  the  accounting 
end  of  it,  that  is  rather  easy  to  fill.  I  have  contented  myself  with 
the  belief  that  all  businesses  are  more  or  less  alike,  and  that  a  man 
sitting  at  the  top,  as  president,  and  controlling  a  business  in  a  large 
way,  a  large  corporation,  we  will  say,  if  he  knows  general  business 
principles,  he  can  go  out  and  get  specialists,  like  a  general  manager 
of  a  concern.  In  great  measure  it  is  ability  to  read  a  successful 
business  that  makes  for  success. 

The  Chairman.  While  you  were  assistant  to  Judge  Payne  did  you 
have  brought  to  your  attention  matters  referred  to  the  home  office 
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by  the  Bureau  of  Investigation,  such  as  overcharges,  improper  pay- 
ments, corruption  on  the  part  of  subordinate  officials  ? 

Mr.  GiLLEN.  I  guess  I  was  a  friend  at  court  of  the  plant  protection 
department.  In  other  words,  Mr.  Meehan  came  to  me  shortly  after 
he  came  to  Washington  and  told  me  his  story,  and  I  gave  him  all 
the  moral  support  I  could  give  him.  As  to  prosecutions,  what  I  said 
to  him  on  every  occasion  when  he  would  come  to  me,  was:  "Give 
me  less  stories,  Meehan;  get  indictments.  When  are  you  going  to 
get  indictments,  indictments  ?''  That  was  what  I  was  after,  oecause 
the  more  telling  of  stories  was  of  little  value.  He  was  in  connection 
with  the  accounting  department  himself,  and  if  he  found  any  errors 
when  he  was  at  work,  all  he  would  have  to  do  would  be  to  take  it 
up  with  the  accounting  department,  and  he  would  work  with  the 
accounting  department  in  every  case  where  there  w^as  trouble.  In 
other  words,  ne  had  to  work  with  them  in  order  to  get  his  own 
records. 

The  Chairman.  Did  you  have  anything  to  do  with  the  Hog  Island 
settlement  ? 

Mr.  GiLLEN.  Nothing. 

The  C5hairman.  Can  you  say  whether  or  not  the  American  Inter- 
national Shipbuilding  Corporation  at  Hog  Island  was  given  full 
profit  on  23  ships  it  <ud  not  construct  ? 

Mr.  GiLLEN.  I  could  not. 

The  Chairman.  Who  settled  that,  do  you  know  ? 

Mr.  GiLLBN.  Judge  Payne  in  person.  If  anybody  has  made  an 
error  in  that  matter  the  error  would  be  one  of  accounting  coming 
up  to  him.  But  the  judge  himself  settled  that.  He  gave  them  the 
minimum.  He  allowed  the  minimum  fee  which  is  arranged  for  in 
their  contract. 

The  Chairman.  Was  profit  on  ships  not  constructed  a  part  of 
their  fee  in  that  settlement  agreement  ? 

Mr.  Gellen.  I  do  not  know  anything  about  it  now,  and  never 
looked  at  it,  but  I  would  say  this:  If  they  had  under  their  contract, 
materials  in  the  yards  which  they  had  handled  and  taken  care  of, 
and  if  they  had  partially  constructed  work  there,  they  would  be 
entitled  to  a  fee  on  that  work,  which  would  be  a  percentage  of  the 
number  of  shij)s  that  that  represents.  And  there  was  a  terrificallv 
lai^e  cancellatipn  there.  It  might  be  that  the  percentage  will 
figure  out  that  there  were  23  ships;  and  if  it  does  ngure  that  num- 
ber out,  there  is  nothing  wrong  with  it. 

The  Chairman.  You  mean  if  the  percentage  on  the  whole  can- 
cellation would  equal  a  profit  on  23  ships  ? 

Mr.  Gellen.  I  say  if^it  did  that  would  be  correct.  On  all  our 
settlements  we  allow  that;  that  is  the  cancellation  charge. 

The  Chairman.  What  do  you  say  in  reference  to  the  sajes  policy 
of  25  per  cent  down  and  balance  in  five  years  ? 

Mr.  Gillen.  The  complaint  I  made  against  that  was  that  it  was 
destroying  all  the  companies  who  made  a  contract  of  that  nature 
with  the  Emergency  Fleet  Corporation;  because  they  could  not 
raise,  in  the  American  financial  markets,  nor  could  they  make  out 
of  their  operations,  moneys  sufficient  to  meet  the  first  payment 
after  they  had  paid  their  25  per  cent.  And  that  meant  if  they  had 
to  borrow  any  of  the  25  per  cent  that  they  put  in  originally,  that 
they  would  be  over  in  the  hands  of  the  bankers  for  their  next  pay- 
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ment.  And  that  would  mean  that  then-  25  per  centfwould  be  cut 
materially.  What  I  thought  was  that  there  was  only  one  way  to 
treat  that,  and  that  was  to  get  long  time  payments.  So  I  went  up 
to  see  Senator  Lenroot.  There  was  written  in  to  a  bill  then,  I  be- 
lieve, 5-year  mortgages.  I  went  up  to  see  Senator  Lenroot  and 
pointed  out  to  him  tne  necessity  of  getting  long  term  mortgages  if 
they  were  going  to  support  the  situation.  And  I  think  the  Jones 
bill  was  changed  from  5  to  15  years. 

The  Chairman.  During  your  service  there  as  assistant  to  Admiral 
Benson,  do  you  recall  any  conference  convened  by  him  of  business 
men  to  discuss  matters  of  policy  of  the  Shipping  Board  ? 

Mr.  GiLLEN.  There  was  a  great  difference  of  opinion  in  reference  to 
the  sales  policy  of  ships.  I  represented  one  side  of  it,  and  Commis- 
sioner Scott  and  Judge  Payne  and  Mr.  Donald  represented  another 
side.  In  other  words,  they  were  the  board  and  I  was  the  special 
assistant  to  the  chairman.  It  was  my  opinion  that  they  were  funda- 
mentally wrong  on  their  business  policy  of  the  mortgages  that  were 
on  the  ships,  and  as  to  terms.  I  maintained  that  they  never  would 
be  able  to  get  a  sales  policy,  outside  of  the  cost,  until  they  came  to 
the  fundamental  principles  of  business.  From  November  up  to 
March,  they  worked  on  about  three  or  four  different  sales  plans  of 
ships.  They  had  this  25  per  cent  down  and  balance  in  five  years, 
which  I  was  opposed  to,  as  I  have  stated  here.  The}^  then  worked 
out  a  plan  where  the  fellow  paid  2^  per  cent  down  and  $5  a  month. 
Under  that  plan  fellows  without  any  money  could  go  and  borrow  at 
a  bank  at  2^  per  cent  and  pay  it  to  the  Shipping  Board,  get  a  boat, 
load  her  with  freight,  and  get  the  cash  from  the  freight — which  was 
generally  from  $150,000  to  $200,000,  while  his  payment  would  be, 
say,  2i  per  cent  on  $2,000,000,  which  would  be  $50,000.  Then  he 
would  go  back  and  pay  his  payment  off,  and  have  capital  to  run  the 
boat.  He  would  start  out  with  a  capital  of  anyvi^here  from  $150,000 
to  $200,000,  out  of  which  he  would  have  to  pay  expenses  of  operation. 
That  was  quite  bitterly  contested,  and  we  were  able  to  put  that  aside. 

I  recommended  that  we  call  the  biggest  merchandising  business 
men  in  America  down  to  Washington.  Judge  Payne  left,  and  it  was 
not  done.  Admiral  Benson  came  in  and  the  Admiral  sent  out  the 
notice.  We  sent  out  to  bring  in  the  men  who  had  done  merchan- 
dising in  large  volume  in  America.  I  maintained  that  any  business, 
whether  in  automobiles  or  grain  or  anything  else,  had  to  be  handled 
with  general  principles  underlying  it.  I  did  not  want  to  have  bankers 
in  that  session,  did  not  want  to  have  shipbuilders  in  that  session,  and 
did  not  want  to  have  shipowners  in  that  session.  I  wanted  to  get 
together  the  best  manufacturing  and  sales  brains  of  the  big  purchas- 
ing companies  of  America.  So  we  sent  to  the  Ford  Motor  Car  Co. 
for  their  sales  manager;  to  the  president  of  the  United  States  Rubber 
Co.;  the  president  of  the  biggest  grain  corporation  in  America;  the 
president  of  one  of  the  biggest  flour  corporations  in  America;  Alex- 
ander Legg,  of  the  International  Harvester;  G.  N.  Peek,  the  head  of 
the  Moline  Plow  Co.;  Owen  Young,  head  of  the  General  Electric  Co. 
We  brought  down  there  about  30  men.  Then  we  put  up  before  them 
the  troubles  we  were  having  on  sales,  and  we  submitted  to  them  the 
data  we  had  and  the  policies  that  we  had  been  working  with. 

When  those  men  got  there  the  situation  was  pointed  out  to  them. 
They  appointed  a  committee  of  five — ^Eugene  Myers,  then  chairman 
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of  the  War  Finance  Board;  Alex  Legg,  Mr.  Wells,  of  Minneapolis; 
Mr.  Young,  and  I  believe  Mr.  G.  N.  Peek,  head  of  the  Moline  rlow 
Co.  They  worked  two  days,  and  they  came  in  with  a  proposition 
that  these  boats  should  at  least  be  sold  for  reproduction  cost  in 
America,  less  depreciation  for  the  time  they  have  been  in  the  water, 
as  against  $225  tnat  they  were  then  holding  them  for;  that  they  should 
be  sold  on  terms  of  10  per  cent  down,  nothing  for  two  years  except 
interest,  and  the  balance  payable  over  a  period  of  12  years;  that  the 
ships  sold  to  a  corporation  should  be  sold  to  one  which  held  nothing 
else  but  Shipping  Board  property,  so  that  if  any  profits  came  in  they 
would  remain  in  the  corporation,  and  th^  only  profits  that  would  be 
allowed  to  be  withdrawn  from  the  corporation,  until  the  mortgage 
was  satisfied,  would  be  15  per  cent  on  the  10  per  cent  of  accretions, 
after  the  obligations  of  the  sales  contract  had  been  completed.  That 
was  adopted  and  put  into  effect. 

The  CiiAiRMAN.  Have  they  sold  any  ships  on  that  plan  ? 

Mr.  GiLLEx.  *Yes,  sir;  they  sold  some  but  the  price  was  too  high. 
But  they  have  the  machinery,  mark  you,  to  sell  and  protect,  which 
they  never  had  before.  Now  it  is  a  question  of  price.  Those  men 
were  informed  by  us,  from  all  the  records  we  Had,  of  prices,  but 
prices  had  not  dropped  then,  but  that  was  a  little  bit  below  what  it 
cost  to  produce  in  American  shipyards,  and  they  were  of  the  opinion 
that  we  ought  to  get  a  little  bit  below  the  cost  to  reproduce  in  Ameri- 
can shipyards,  because  the  Government  owed  it  to  itself  to  sell;  it 
had  the  goods  and  ought  to  sell  a  little  bit  below  reproduction  cost 
in  order  to  get  rid  of  the  goods. 

I  now  siibmit  for  the  record  the  report  of  that  committee,  dated 

May  3,  1920. 

War  Finance  Corporation, 

Washington,  May  S,  1920. 
Rear  Admiral  William  S.  Benson, 

Chairman  United  States  Shipping  Board,  Washington,  D.  C. 

Dear  Sir:  The  committee  appointed  at  the  meeting  on  April  15, 1920,  has  instructed 
me  to  submit  the  following: 

Your  committee  imderstands  that  a  decision  has  been  reached  to  sell  the  ships, 
now  owned  and  under  construction  by  the  United  States  Shipping  Board,  and  further- 
more, that  the  resolution  as  passed  at  the  meeting  of  the  general  committee  stated  that 
the  fihips  should  ''be  sold  at  such  prices  and  on  such  terms  as  will  encourage  the 
investment  by  shipping  interests  to  the  end  that  the  Merchant  Marine  of  the  United 
States  may  be  firmly  established. " 

Your  committee  understands  that  it  was  appointed  for  the  purpose  of  making 
informal  suggestions  of  general  terms  upon  which  it  would  seem  appropriate  to  dispose 
of  the  ships. 

Your  committee  understands  that  its  suggestions  concern  only  the  sale  of  ships 
that  the  Shipping  Board  considers  desirable  to  be  retained  for  the  permanent  American 
merchant  marine;  and  further  that  it  is  not  expected  to  deal  with  special  phases  of 
the  shipping  problem  such  aa  are  involved  in  the  question  of  maintaining  special 
trade  routes  which  may  be  desirable  in  the  national  interest. 

With  regard  to  prices,  the  committee  recommends  that  (1)  as  the  ships  were  built 
as  a  war  measure  and  in  a  period  of  abnormal  and  excessive  cost,  due  to  war  conditions 
and  to  the  fact  that  the  industry  had  to  be  built  up  as  a  substantially  new  industry 
in  this  country,  the  abnormal  cost  should  be  absorbed  a&  war  waste,  and  that  the 

ericas  should  be  fixed  upon  the  basis  of  present  prices  for  reproductions,  considering 
oth  foreign  and  domestic  production  costs;  and  that  (2)  the  prices  should  be  deter- 
mined in  a  maimer  to  assure  stability,  either  by  fixing  prices  for  ships  of  given  types 
and  tonnages  which  could  be  maintained  over  a  period  sufiicientl^r  long  to  give  buyers 
the  assurance  that  after  they  have  contracted  for  purchases  of  snips  they  will  not  be 
placed  at  a  disadvantage  by  subsequent  reduction  in  prices,  or  by  fixing  prices  with 
definite  protection  to  buyers  over  a  definite  period,  such  protection  to  consist  of  an 
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arrangement  under  careful  safe  guards  for  price  readjustment  should  it  subsequently 
prove  necessary  or  desirable  for  the  Shipping  Board  to  reduce  prices. 

With  regard  to  terms,  your  committee  suggest  as  follows: 

Ten  per  cent  cash  payable  on  delivey  of  the  ship,  with  payments  at  the  rate  of 
5  per  cent  semiannuauy  for  three  years;  the  balance  of  40  per  cent  to  be  paid  in  by 
the  end  of  the  third  year;  the  balance  of  60  per  cent,  to  be  payable  in  12  monthly 
installments  of  5  per  cent  each.  In  connection  with  these  terms,  which  have  been 
arrived  at  with  a  view  to  making  it  possible  under  present  financial  conditions  for 
buyers  to  arrange  the  necessary  financing,  your  committee  recommends  that  pur- 
chasers be  required  to  render  carefully  supervised  and  audited  accounts  of  operations 
and  earnings  on  these  ships  in  such  a  way  as  seems  well  to  your  board.  Out  of  the 
earnings,  after  providing  for  the  interest,  taxes,  and  current  installment  payments 
on  account  of  principal,  an  adequate  return  on  the  actual  capital  invested  should  be 
allowed  the  purchasers;  after  sucn  adequate  return  on  the  invesment  at  a  rate  to 
be  fixed  by  your  board,  surplus  net  earnings  should  be  applied  to  additional  payments 
of  the  installments  of  principal.  The  committee  would  consider  it  preferable  to  have 
the  anticipation  of  such  installments,  if  any,  applicable  to  the  last  installment  due, 
but  feels  tnat  a  certain  amount  of  discretion  should  be  exercised  upon  this  point  by 
your  board,  and  it  may  be  advisable  to  have  this  clause  contain  some  elements  of 
elasticity  so  that  anticipated  installments  may  be  in  whole  or  in  part  applied  to 
installments  falling  due  in  a  period  of  possible  business  depression. 

The  committee  recommends  that  interest  be  charged  at  the  rate  of  6  per  cent  per 
annum,  and  the  Shipping  Board  should  have  full  protection  by  insurance  on  all 
marine  risks  and  fire.  Title  should  remain  in  the  United  States  Government,  with 
proper  protection  to  it  by  purchaser's  bond  or  otherwise,  until  a  proportion  of  the  total 
principal  amount  of  the  purchase  price,  to  be  fixed  in  the  discretion  of  your  board, 
shall  have  been  paid  over,  after  whicH  it  would  appear  proper  to  i)ass  the  title  and  take 
a  first  lien  with  proper  safeguards  on  the  vessel  as  security  in  tne  legal  form  suitable 
for  such  business. 

The  committee  suggest  that  a  discount  of  5  per  cent  for  cash  payment  in  full  on 
the  delivery  of  the  ship  be  allowed  In  cases  where  cash  is  not  paid  in  full  on  delivery 
of  the  ship,  the  committee  suggest  the  buyer  be  given  the  right  of  a  cash  discount  of 
2i  per  cent  in  case  of  full  payment  for  the  ship  at  anjr  time  within  five  years  from  the 
date  of  delivery.  It  appears  to  the  committee  that  in  case  of  default  of  principal  or 
interest,  the  Government  should  have  the  right  immediately  to  repossess  any  ships 
sold  under  a  contract,  and  the  Government  should  have  the  right  to  resell  sucn  ships 
as  may  be  taken  over  at  public  or  private  sale,  the  net  surplus,  if  any,  after  deduction 
of  all  indebtedness,  to  be-paid  to  the  obligor. 

Your  committee  suggests  that  in  \iew  of  the  small  cash  payments  required  under 
the  above  recommendations,  the  board  use  careful  discrimination  as  to  the  responsi- 
bility of  purchasers  whether  the  purchasers  be  large  or  small.  The  committee  ven- 
tures to  emphasize  the  point  of  ''responsibility"  or  the  purchasers  because  the  com- 
mittee feels  that  in  a  considerable  degree  methods  which  restrict  sales  to  responsible 
parties  will  give  greater  confidence  to  the  class  of  buyers  who  desire  to  go  into  the 
shipping  business  in  a  substantial  and  permanent  manner.  In  using  the  word  "re- 
sponsibility" the  committee  has  in  mind  not  only  the  character  and  resources  of  tiie 
parties  concerned,  but  also  their  ability  to  handle  the  business  competently  and 
efficiently.  Smaller  concerns  may  be  as  responsible  for  moderate  commitments  as 
larger  concerns  would  be  for  larger  commitments. 

Your  committee  suggests  that  parties  making  purchase  contracts  should  be  pro- 
tected against  unecjual  competition  from  operating  contracts  upon  unduly  easy  terms 
in  connection  with  ships  still  unsold. 

In  view  of  the  reasonable  terms  contained  in  these  recommendations  it  would  seem 
that  a  correspondingly  strict  enforcement  should  be  observed  in  requiring  exact 
complianc^e  with  all  agreements  and  promptness  in  connection  with  payments  of 
interest  and  principal  due  the  United  States  Government,  and  that  this  should  be 
made  clear  to  purchasers. 

The  committee,  furthermore,  suggests  that  the  Shipping  Board  should  keep  itself 
prepared  to  recommend  to  Congress  such  legislation  as  may  prove  necessary  from 
time  to  time  to  maintain  American  shipping  on  a  sound  internationally  competitive 
basis,  and  to  foster  the  development  of  bunkering,  marine  insurance,  repair  facilities, 
port  facilities,  and  the  establishment  of  American  agencies  in  foreign  ports^  which 
may  promote  the  permanent  interests  of  the  American  merchant  marine.  In  con- 
nection with  this  purpose  your  committee  suggests  that  the  Shipping  Board  establish 
and  maintain  a  comprehensive  continuous  survey  of  the  conditions  governing  the 
operation  of  its  vessels. 
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In  conclufiion,  your  committee  suggeete  that  it  would  seem  proper  in  view  of  that 
£act  that  the  ships  constitute  a  capital  asset  of  the  United  States  Government;  that 
the  funds  received  on  account  of  repayment  of  principal  should  be  applied  to  the 
redemption,  at  the  market  prices,  of  Liberty  loan  bonds  or  Victory  loan  notes.  Should 
your  board  have  occasion  to  recommend  legislation  to  Congress,,  your  committee 
suggeetfl  that  you  include  a  recommendation  to  this  effect. 
Yours,  very  truly, 

Eugene  Meyer,  Jr.,  Chairman. 

I 

The  Chairman.  Haven't  you  the  information  from  which  to  tell 
us  the  name  of  this  single  tanker  case  that  was  not  adjusted  ?  Can't 
you  tell  us  what  company  it  was  ?  ^ 

Mr.  GiLLEN.  Do  you  mean  the  WUh^lm  Jehsen  case  ? 

The  Chairman.  Wasn't  there  one  tanker  case  that  you  said  was 
not  settled  on  the  doctrine  of  $4.15? 

Mr.  GiLLEN.  I  will  try  to  get  that  information  for  you. 

The  Chairman.  All  right,  you  may  proceed. 

Mr.  GiLLEN.  The  tanker  cases  is  the  next  matter  you  want,  isn't  it  ? 
•    The  Chairman.  Yes. 

Mr.  GiLLEN.  I  had  nothing  to  do  with  the  division  of  operations, 
but  at  times  matters  would  come  up,  and  if  they  were  important  I 
would  get  information  to  straighten  out  the  situation.  As  special 
assistant  to  Judge  Payne  and  Admiral  Benson,  I  attend^^d  the  meet- 
ings of  the  trustees  and  the  Shipping  Board,  was  at  many  of  their 
sessions.  We  had  what  was  called  a  Tuesday  morning  conference, 
oi^anized  bv  Judge  Pa;me,  at  which  conference  the  heads  of  divisions 
met  with  the  commissioners,  and  a  report  would  be  given  at  that 
meeting  on  the  conditions  of  the  different  departments.  Some  time 
in  November,  Capt.  Paul  Foley,  in  charge  of  the  tanker  division, 
came  down  and  made  his  report  on  the  tanker  division.  And  from 
time  to  time,  untU  he  became  chief  of  operations,  he  would  report 
on  the  oil  situation. 

The  reports  at  no  time  gave  evidence  of  anything  being  wrong  in 
the  tanker  division.  But  along  in  the  early  part  of  May  at  least  three 
different  men,  representing  oil  companies,  came  to  my  office  and  bit- 
terly complainecl  that  their  companies  were  being  unjustly  treated 
in  reference  to  use  of  the  tankers  belonging  to  the  fleet.  I 
took  the  matter  up  with  Admiral  Benson.  I  then  made  a  reauest 
upon  Capt.  Foley,  who  was  chief  in  charge  of  operations  and  haa  the 
tanker  division  under  him,  to  give  me  a  chart  oi  the  tankers.  He  said 
he  had  no  chart  of  the  tankers.  I  then  drafted  a  form  to  show  where 
our  tankers  were,  and  who  had  them,  and  where  they  were,  as  I  said, 
and  whether  they  were  in  Government  use  or  in  semi-Government 
use,  or  private  use,  and  the  date  of  the  charters  and  the  date  of 
expirations. 

It  took  about  10  days  for  the  division  to  bring  that  information  to 
me.  At  the  end  of  that  time  I  was  able  to  make  a  chart  of  the  situa- 
tion, and  I  had  it  drafted  as  of  May  24,  1920.  It  showed  that  we 
then  had  in  operation  54  tankers,  33  of  them  in  Government  service. 
The  Government  service  consisted  of — 

(a)  Steamers  engaged  exclusively  in  transporting  crude  oil  coast- 
wise for  conversion  into  fuel  oil  for  accoimt  of  United  States  Shipping 
Board  (Standard  Oil  Co.  deducts  from  deliveries  of  crude  oil  by  these 
tankers  equivalent  in  transportation  of  fuel  oil  delivered  by  West 
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India  Co.  to  Panama  Canal ;  therefore,  two  of  these  tankers  are  for 
account  of  the  Panama  Canal). 

(h)  Next  were  steamers  engaged  in  making  deliveries  of  fuel  oil 
and  gasoline  imder  Navy  Department  contracts. 

(c)  Next  were  steamers  engaged  in  making  delivery  imder  War 
Department  contracts. 

{d)  And  lastly,  steamers  engaged  in  transporting  fuel  oil  to  its 
foreign  stations  for  account  of  the  boaid. 

That  covered  33  tankers^  Then  there  were  six  semiprivate  tank- 
ers, or  in  semiprivate  use;  and  five  under  construction  tnat  were  tied 
up  by  charters,  although  they  had  not  as  yet  been  delivered  for  semi- 
private  use. 

Semiprivate  use  consisted  of  charters  along  this  line: 

For  instance,  to  the  Huastech  Petroleum  Co.:  Charters  on  these 
steamers  will  be  extended  indefinitely  to  tWs  company  in  contempla- 
tion of  satisfactory^  contracts  being  made  by  them  lor  fuel  oil  supply 
to  the  United  States.  We  have  also  allocated  two  under  construc- 
tion for  semiprivate  account.  sThis  company  has  contracts  with  the 
board  to  deliver  fuel  oil  at  Jacksonville,  New  Orleans,  and  Galveston, 
and  this  service  requires  about  two  tankers — as  they  have  four  tankers 
two  are  for  their  private  account. 

The  next'  case  is  the  Gulf  Refining  Co. :  Steamei  s  chartered  to  this 
company  to  enable  them  to  protect  their  contracts  with  public 
utility  corporations,  such  as  railroads,  and  so  forth.  We  have  also 
allocated  two  under  construction  for  semiprivate  account. 

The  next  is  the  Interocean  Oil  Co. :  Charter  of  steamer  to  this  com- 
pany to  be  extended  in  anticipation  of  contract  being  made  with  the 
Doaid  for  refining,  storing,  and  delivery  of  fuel  oil  at  Baltimore. 

The  next  one  is  the  Sinclair  Navigation  Co.:  Steamer  chartered 
to  this  company  to  transport  fuel  oil  to  Cuba  to  the  sugar  refineries, 
subject  to  use  at  any  time  by  the  board  to  replenish  our  station  at 
St.  Thomas.  Charter  temporal ily  suspended  to  allow  steamer  tO' 
load  cargo  of  fuel  oil  at  Tampico  for  discharge  at  St.  Thomas  for  the 
account  of  the  board. 

The  next  case  is  the  Sugai'  Products  Co. :  One  steamer  under  con- 
struction was  allocated  to  them. 

The  next  one  is  the  West  Indies  Transportation  Co.:  Steamers  em- 
ployed in  molasses  trade.  A  large  portion  of  the  molasses  is  used  for 
cattle-feeding  purposes,  and  the  tank-steamer  department  has  re- 
ceived many  pressing  applications  for  the  allocation  of  additional 
tonnage  in  this  trade.  But  that  is  not  for  Government  accoimt,  in 
the  case  of  molasses,  like  the  others  I  gave  you. 

Next  are  steamers  for  private  account.  There  were  15  steamers 
allocated  to  private  corporations  for  their  private  account,  ^.nd  4 
then  had/not  been  allocated  to  private  corporations  for  private  ac- 
count, plus  at  least  6  more,  which  you  will  find  up  here  higher  in 
this  statement,  which  were  for  private  account,  and  benefit  of  the 
private  corporations  having  the  tankers.  Thirty  more  were  coming 
off  the  ways,  under  no  allocation. 

I  then  made  an  analvsis  of  the  oil  used  by  the  Shipping  Board, 
and  found  that  we  needed  about  42,000,000  barrels  of  oil  a  year  to 
run  the  fleet.  I  foimd  that  Capt.  Foley  did  not  know  that  tne  ship 
operators  operating  for  the  account  of  the  Shipping  Board,  or  general- 
cargo  boats,  at  least  40  per  cent  of  them  were  buying  oil  at  From  $4 


SHIPPING  BOARD  OPERATIONS.  2489 

to  $6  a  barrel  in  the  open  market,  while  60  per  cent  of  the  fuel  oil 
being  furnished  by  the  Shipping  Board  was  at  $2.07  a  barrel.  In 
other  words,  that  while  we  had  this  vast  fleet  of  tankers,  sufficient 
for  our  own  use,  at  least  20  of  them  were  being  used  for  private 
account,  and  we,  the  Shipping  Board,  were  having  operators  of  our 
cargo  boats  buy  40  per  cent  of  the  oil  that  they  used  in  the  open 
market. 

On  the  28th  day  of  May  I  called  on  the  operating  division  to  give 
me  a  list  of  the  ships  in  ports,  from  Maine  to  Florida,  that  were  held 
up  on  account  of  oil.  These  ships  cost  us  $2,000  a  day  to  Ue  idle 
with  the  crews  on  them.  I  received  a  list  of  54  ships,  representing  a 
loss  of  $108,000  a  day,  or  $3,000,000  a  month.  I  tnen  made  inquiry 
as  to  these  contracts  with  private  persons.  I  foimd  that  the  Vacuum 
Oil  Co.  had  four  of  these  steamers.  I  found  that  the  Standard  Oil  Co. 
of  New  York  had  one  steamer.  I  found  that  the  Standard  Oil  Co.  of 
California  had  three  steamers.  I  found  that  the  Atlantic  Refining  Co. 
had  one  steamer.  I  found  that  the  American  Fuel  &  Transportation 
Co.  had  one  steamer.  I  found  that  the  Island  Oil  Markethig  Corpo- 
ration had  two  steamers.  I  found  that  the  G.  W.  McNear  Co.  (Inc.) 
had  one  steamer.  I  found  that  the  France  &  Canada  Oil  Trans- 
portation Co.  had  one.  I  found  over  in  what  they  called  semiprivate, 
a  number  of  tankers  allocated  for  private  purposes  to  help  out  m  what 
they  called  Governmeiit  or  national  needs. 

We  were  at  that  time  vitally  short  of  tankers.  There  was  a  world 
shortage  of  tankers.  There  was  a  national  shortage  of  tankei-s,  I 
have  never  had  occasion  to  figure  it,  but  I  am  informed  that  at  that 
time  the  rate  at  which  tankers  were  being  leased  in  the  open  market 
ran  from  $15  per  dead-weight  ton  to  as  high  as  $20  and  $22  a  dead- 
weight ton.  The  Government  was  leasing  these  tankers  to  these 
private  parties  or  corporations  for,  I  believe,  either  $6.15  or  $6.50  per 
dead-weight  ton  per  month.  The  exact  amount  I  do  not  find  in  the 
record. 

Now,  to  explain  what  that  meant:  For  several  months,  unbeknown 
to  Judge  Payne  and  unbeknown  to  Admiral  Benson,  we  had  these 
tankers  there  in  the  hands  of  private  interests,  making  at  least  $60,000 
a  month.  That  was  the  minimum.  It  was  the  only  piece  of  floating 
property  belonging  to  the  Shipping  Board  for  which  there  was  a 
demand  and  on  which  we  could  make  a  handsome  profit,  and  it  was 
done  at  the  sacrifice  of  our  own  oil  needs,  because  where  we  had  con- 
tracts for  the  deliver}^  of  oil  for  ourselves  if  we  hauled  it  and  took 
care  of  it,  at  the  rate  of  $2.70  a  barrel,  we  did  not  furnish  our  own 
boats,  and  40  per  cent  of  them  were  purchasing  in  the  open  market 
at  from  $4  to  $6  a  barrel.  At  the  same  time  we  were  delaying  our 
boats  to  such  an  extent  that  on  the  Atlantic  coast  on  that  particular 
day  there  were  54  of  those  ships  waiting, for  oil. 

As  soon  as  a  chart  was  made  and  the  situation  was  seen  it  was 
submitted  to  Admiral  Benson.  He  moved  instantly.  He  took  the 
division  away  from  Paul  Foley  and  put  it  in  the  hands  of  Mr.  Bowen, 
who  then  chartered  the  fuel  requirements,  under  a  plan  that  was 
worked  out  for  him,  so  that  he  was  able  to  get  a  list  of  his  contracts 
for  the  delivery  of  oil,  the  delivery  dates,  the  ports  at  which  it  was 
to  be  delivered,  the  tankerage  to  take  care  of  it,  and  the  ships  to  take 
care  of  that  tankerage  and  the  number. 
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Now,  the  admiral  is  able  to  control  this  situation.  There  is  only 
one  thing  wrong  with  it,  and  that  is  that  the  time  clauses  are  not 
broken  with  those  private  parties.  In  my  judgment  the  Shipping 
Board  should  reach  out  as  to  those  contracts  and  take  those  snips 
back,  even  if  these  lessees  do  claim  damages  for  the  contract,  we 
having  built  those  ships  for  our  own  use,  we  needing  them  for  our 
own  use,  and  we  paying  almost  in  blood  for  oil  on  the  outside  while 
these  tankers  are  diverted  to  other  purposes. 

I  submit  for  the  record,  in  that  connection,  the  charts  of  May  24 
and  of  June  1,  showing  the  oil  situation. 

(The  tabulations  so  submitted  by  Mr.  Gillen  are  here  printed  in 
full,  as  follows:) 

Distribution  of  tankers  as  of  May  24,  1920. 


Names  of  charter;;  and  steamers. 


A.  TANKER-S  OPERATING. 

1.  (tt)  Standard  Oil  Co.  of  N.  J.,  Government 
accoimt: 
In  operation— 

Allentown 

Antietam *. 

Rethelridge , 

Overbrook 

Portola  Plumas 

Rapldan 

Salem  County 

Salinas 

Sharon 

Sllverbrook    (account    Panama    Canal. 

See  note). 
W.  S.  Rheem  (account  Panama  Canal. 
Commitments— 

Hoxbar 


Besaomer. 


I.  (6)  Vacuum  Oil  Co.,  private  account: 
In  ooeratlon— 

Avondale 

Chestnut  Hill 

Deroohe , 

Llbertv  Mlnqnas , 

1.  (c)  Standard  Oil  Co.  of  N.  Y.,  private  ac- 
count: 
In  operation— 

Hugoton 

1.  (d)  Standard  Oil  Co.  of  California,  private 
account: 
In  operation— 

Dillwtn 

Dillworth 

Qtaabbiii 

1.  {e)  Atlantic  Refoiing  Co.,  private  account: 
In  operation— 

Hisco 

2.  Texas  Co..  Government  account: 
In  operation— 

Fumwell 

Ungenot 

Romulus 

Watertown 

3.  Barber  Asphalt  Co.,  Government  account: 
In  operation— 

I/aramie 

4.  Warner  Ouinlan  Co.,  semiprivate  account: 
In  operation— 

tlagan , 

Hagood , 


Dead- 
weight. 


7,300 
10,100 
10,300 

9,000 
10,100 
11,376 

7,500 
11,375 

7,000 

0,000 

10,475 
10.100 


7,000 


9,000 

7,028 

10,100 

7,500 


10,100 


10,111 
10,100 
10,000 


8,943 


9,000 

10,100 

7,500 

9,100 


10,000 


9,100 
10,100 


Form  of 
charter. 


Voyage 

....do 

....do 

....do 

....do 

....do 

....do 

....do 

....do 

....do 

do 

From  U.  S. 
Shipping 
Boora  ac- 
count. 

From  Gulf 
Refining 
account. 


Time.. 

do. 

do. 

do. 


.do. 


.do. 
.do. 


Date  of 
charter. 


May 
May 
Oct. 
Apr. 
May 
May 
Apr. 
May 
May 
May 


10,1920 
12,1920 

30. 1919 
9,1920 
7,1920 

12,1920 
22,1920 
18,1920 
12,1920 

19. 1920 


May   10,1920 


May   24.1920 
Mar.   15,1920 

do 

Apr.     1,1920 


Date  of 
expiration. 


June  15,1020 
June  18,1920 
June  23,1920 
Mav  29,1920 
June  5, 1920 
May  25,1920 

Do. 
June    7,1920 
June  15,1920 
June    8,1920 

June    5, 1920 


Doc.  31,1920 
Da 
Do. 
Do. 


July   14,1919     July  —,1920 


Sept.  30, 1919 
do , 


.do '  Mar.  17,1920 


Voyage Jan,     6,1920 


Time.. 

do. 

....do. 
do. 


Voyage. 


.do, 
.do. 


July  1.1919 

Aug.  11,1919 

Julv  1, 1919 

July  15,1919 


Apr.     2. 1920 


Apr.     7, 1920 
May  22,1920 


Oct.  2,1920 
Jan.  15,1920 
June  30,1920 


Jime  22,1920 


Aug.  1,1920 

Aug.  25.1920 

Aug.  2;  1920 

July  —,1920 


Sept.  20,1920 


Sept.    1,1920 
Aug.     1.1920 
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DUtribution  of  tankers  as  of  May  24, 1920 — Continued. 


Names  of  charters  and  steamers. 


A.  TANKBB8  OPERATING— eoiltinued. 

5.  Huastoca  Petroleum  Co.: 
In  operation— 

netterton  (private  account) 

Hadnot  (private  aooount) 

Habatonka  (Government  account) 

Viacarbon  (flovemment  accoimt) 

Under  coastnictlon— 

Miller  County 

Mattqle 

0.  OuU  Refining  Co.,  semi  private  account: 
In  operation — 

Bessemer 

CahriUe 

Under  omstruction — 

Dinsmore 

Moffltt 

7.  Interocean  Oil  Co.,  ^emiprivato  account: 
In  operation- 
Bald  Butte 

K  American  Fuel  Oil  Transportation  Co.: 
Commitments— 

Utacarbon 

Portola  Phmias 

Under  caLstructian— 

Palo  Alto 

9.  Island   Oil  Marketing  Corpomtion,   private 
account: 
In  oneiation— 

Brandywine 

BaldfilU 

Under  construction — 

Peralta 

10.  G.  W.  McNeor,  private  account: 
In  operation- 
City  of  Reno , 

11.  Prance  Sc  Canada  OH  Transportation  Co., 
private  account: 

In  operation— 

Tri  Mountain 

Under  construction — 

Cuyamaca 

San  Pasqual 

12.  Sinclair  Navigation  Co.,  ?iemlprivate  account: 
Commitment — 

T.  M.  Connolly 

13.  Sugar  Produce  Co.,  semiprivate  account: 
In  operation- 
Dannie  Daike 

Under  construction — 

City  of  Preeport 

14.  HVest  Indies  TranspcMtation  Co.,  5>eraiprivate 
account: 

In  operation— 

Daavine 

Kewanee 

15.  U.  S.  Shipping  Board,  Government  account: 
In  operation— 

Cathwood 

Houma 

City  of  Ahncda 

Haven 

Keweah 

Hulaco 

Darbyllne 

Devclente 

Imlav 

Miskianza 

J.  M.  Connelly 

Pboenlz 

Hoxbar 


Dead- 
weight. 


Form  of 
charter. 


10,300 

9,100 

10,100 

10,000 

10,300 
10,000 


Voyage 

do.. 

do.. 

do.. 


7,000     Voyage. 
7,500   do.. 


7.500 
7,500 


9,100 


10,000 
10,100 

7,500 


7,500 
9,100 

7,500 


10,000 


9,100 

7,500 
7,500 


7,000' 

6,000 
6,000 


6,000 
6,000 


*2' 

10. 
10, 

10, 
10, 


100 
358 
114 
100 
000 
100 
000 
159 
100 
100 
000 
100 
100 


Voyage. 


Voyage. 
Time... 


Time. 


Voyage. 


Voyage. 


Voyage. 
do.. 


Date  of 
charter. 


Feb.     6, 1920 
Mav  12,1920 

.  ..do 

Apr.  28.1920 


Nov.  20,1919 
Nov.  14,1919 


Date  of 
expiration. 


June  25.1920 
May  27,1920 

Do. 
May   24,1920 


June  23,1920 
Aug.    5,1920 


Jan.     1,1920 


June    7,1920 


Dec.   15,1019 
Oct.   21,1919 


July  31,1919 


Apr.  23,1920 


Aug. 
Oct. 


1,1920 
1,1920 


Dec.     9, 1919 


Aug.  15,1920 


July   10,1920 


Oct.    12,1920 


Apr.  15,1920 
Feb.  25,1920 


Dec.  31,1920 
Sept.    1,1920 
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"— ■ 

IK'S 

dellverj. 

Suat. 

JSt 

iMlrcrr. 

To  be  allocBted: 

10,000 

lolioo 

lo|300 

lojoo 
fllom 

Affi 

11 

Julv      2 

Si!  % 
sir 

Aw.  - 

Sepl.- 

TIOH  NOT  COUHITTID — COTI- 

T''be»llo«iWd-CoDtlru«d. 

10,100 

10,300 

10,000 
lolsoo 

^f*-~ 

^■""V^^r^i^/.".'""' 

u 
I< 

ID 
1( 

100 

200 
300 

Hul1Ko.2«iO 

N  WBICH  TAMKBBS  are  KHOfkOKIi. 


A-1  (a).  Slan/laid  Oil  Oo.  a)  N.  J.— These  steamen  an  nninged  exchisivelv  in  tnuLiwrtlng  crude  oil 
coastwise  for  con vfli^on  fnlo  fuel  oil  Tor  account  of  tbo  UultAi  ^ta(P3  Shipping  Board.  (Standard  deducts 
rrom  tlsUnirle^  ol  crude  b;  tbesc  tsnWer^  equivalent  In  Irons [XHtatlon  of  hieroll  delivered  by  West  Indim 
Co.  to  Panama  Canal,  therefore,  two  o[  these  tinlters  arc  lor  account  ol  the  Panama  fanol.) 

*  "■.   Taia  Cli.— Steamers  eugUKcd  In  making  deliveries  ol  fuel  oil  sJid  gaMillne  under  Navy  Dcpart- 


A'pliali  Cto.— Sloimers  on^aced  In  makInK  de 

n'qrur-QujnIan  (>i.— Stoamers  en^iied  In  maldne  di 
,   United  siala  Shipping  floarf.— Steamers  cngoi;cd  In 


telv  to  this  cm 
to  t'niliii  Eisn 


\-i.  Huanlca  PtiToltvm  Cb.— Thaners  on  those  steamers  will  be 
rany  In  contomplillm  of  satlslactory  contracts  Iwlne  made  by  them  fo 
We>iavR  alio  allocated  2  under  construction  lor  semlprlvate  neeount. 
board  to  deliver  luol  oil  at  Jacltaonville,  \nw  Orleans,  and  OalvesH 

A-0,  Ob//  R'Unirtg  Oo.— Steamers  chartered  to  this  oempanv  lo  ena' 
with  public  utility  corporations  such  as  rallrcuds,  etc.  We  tiave  alsc 
for  semlprtvate  account. 

A'T.  Inltr-Oeean  OH  Oi.— Charter  of  steamer  to  this  comnanv  to  b 
tract  beine  made  with  the  Board  for  the  rel 

A-12.  Sincbtlr  WiH^ton  Cb.— Steomer  ol 
support  sojnr  reflneries,  subipct  to  us 
Charter  tompororily  suspended  to  al 
Thomas  lor  the  account  of  the  board. 

A-13.  Sufiar  Pforfuefti  Cto,— Have  al 

A-14.  Wert  India  TmrupiiTlalioH  Co.— Steamon^  employed  In  molasses  trade.  A  lir^re  portion  ol  Ibis 
Riohsies  is  used  for  cattle- [e«ding  purposes,  and  the  Tank  ijteatner  Department  bas  received  man; 
preaslngappllcatims  lor  the  allocation -'-•'•''■' — '  ' '-  "■'-—-■- 


nipanv  to  be  extended  In  anticipation  < 
,  and  Hellrery  of  luel  oil  at  Raltimore. 
lis  company  to  transp<Hl  fuel  oil  to  ri 
Bi  any  iiuie  n\  luK  bonrd  to  replenish  om  station  at  St.  Tli 
ff  steamer  to  load  cargo  fuel  oil  at  Tampico  lor  disebarKe 


f  addition 


.uw  Oil  Ch.— Thew  sloamers 

..reini  eneroochmont. 

).  SlandiaToil  Co.ofN.  V.— 9toam( 


'e  been  ebartered  tc 


A-«.  hiand  Oil  Marka 


in.^Two  steamers— one 
er  chartered  lor  voyages 

'niiuponalioti  Od. 


imo  chartered  to  this  company  on  account  of 
time  chartered  and  one  on  yoysge  clurtfr. 
from  Paclflc  Coast  Ports  to  Dnlled  iCliir- 
Ueilco  lo  FsU 


A-11.  Franti  i   Ofutia  OH  TraitrpaTtiilian  (%.— Sleantor  chartered  for  v<»ages 
River  subject  to  use  bv  the  board  at  any  time  to  replenish  our  station  at  St.  The 

B.  Steamers  now  under  constraction  Kill,  upon  Mmpletlm,  become  engaged  as  required  in  tbe  tnns- 
portation  olfuel  oil  (or  Government accotmt. 

C.  Steemen  cmtractad  lor,  the  coostructioa  of  wblch  has  not  yet  begun. 


^ 
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RecapUftUUion, 

. 

Number  of 
steamers. 

Dead- 
weight 
tonnage. 

Dead- 

Account. 

In 
opera- 
tion. 

Under 
construc- 
tion. 

weight 
tonnage. 

Government '. 

33 

9 

15 

315  856 
80,128 
86,753 

Semlprivate 

5 

4 

30 

48,600 

30,000 

296.450 

Private 

Under  ooaJstniction  (no  allocation) 

Total 

54 

39 

482,737 

375,060 

Mr.  GiLLEN.  Continuing  with  this  analysis,  it  also  shows  how  many 
boats  the  Shipping  Boara  needs  for  oil  purposes  and  gives  a  knowl- 
edge of  the  number  of  tankers  still  to  come.  In  other  words,  when 
the  tanker  pro-am  is  completed,  according  to  thia  chart  made  at 
that  time,  we  wijl  have  93  tankers,  and  we  will  have  use  for  approxi- 
mately 54 — it  may  be  56  or  58  or  it  may  be  a  little  less  than  tnat — 
to  puU  our  42,000,000  barrels  of  oil. 

The  balance  of  those  tankers  are  available  for  sale,  and  this  is  the 
best  market  the  Government  will  ever  get  to  sell  those  tankers. 
They  are  building  for  British  account  in  Great  Britain  a  great  amount 
of  tanker  tonnage.  They  are  building  in  this  country,  at  from  $190 
to  $195,  about  950,000  tons,  I  believe,  of  tankers.  I  am  not  sure  of 
the  figure,  but  anyhow  it  is  a  very  large  amount.  If  you  delay  to 
any  CTeat  extent  in  selling  the  balance  of  those  tankers,  you  will  not 
be  able  to  sell  them  except  at  quite  a  reduced  price,  and  in  my  judg- 
ment the  balance  of  those  tankers  beyond  those  which  are  needed  for 
the  Shipping  Board  should  be  sold,  and  if  you  have  to  get  possession 
of  those  that  are  in  the  hands  of  private  operators  for  private  account, 
the  Government  should  take  those  tankers  in  hand  and  sell  them. 

In  reference  to  that  tanker  situation,  I  desire  to  file  a  letter  of  July 
24,  1920,  written  by  me  in  my  official  capacity  as  a  trustee  of  the 
Emergency  Fleet  Corporation  to  Admiral  Benson.  In  discussing 
another  case  in  my  office  I  had  said  that  this  particular  matter  that 
I  was  talking  about  was  like  the  tanker  situation;  it  was  so  rotten 
that  when  I  put  my  finger  down  into  it  my  hand  went  way  down  to 
the  elbow.  Somebody  neard  it  and  reported  it  to  Capt.  Foley,  and 
he  wrote  a  letter  to  the  admiral  saying  that  he  should  ask  me  for  an 
apology. 

I  wrote  this  letter  reviewing  the  situation.  Mark  you,  this  is  July 
24 — a  month  afterwards — and  for  some  reason  or  otner  Capt.  Foley 
still  wants  to  get  hold  of  that  tanker  position.  I  want  to  say  for 
Capt.  Foley  that  he  is  an  honest  man,  m  my  judgment,  but  he  has 
no  business  to  handle  or  have  anything  to  do  with  the  tanker  situa- 
tion. It  should  be  carefully  watched,  as  it  is  now,  by  the  chairman 
of  the  Shipping  Board  or  by  some  one  of  the  members  of  the  board, 
for  the  desire  to  get  tankers  creates  a  situation  that  needs  to  be  care- 
fuDy  watched. 

llie  Chairman.  It  needs  resistance  ? 
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Mr.  GiLLEN.  It  needs  what  I  said  the  other  day,  resistance,  sir; 
yes,  sir.     [Reading  :1 

July  24, 1920. 
President  United  States  Shipping  Board 
Emergency  Fleet  Corporation, 

Washington^  D.  C. 

My  Dear  Admiral:  I  have  before  me  a  memorandum  311,  312,  and  313  of  Director 
of  Operations  Foley  and  have  carefully  considered  the  same. 

They  are  in  the  main  complaints  made  against  me  as  trustee  of  the  Emeigency 
Fleet  Corporation,  holding  an  official  position  as  an  associate  trustee  with  you  of  the 
Fleet  Corportion,  and  as  superior  officer  of  Mr.  Foley,  director  of  operations,  handling 
the  fleet  subject  to  the  rule  and  regulations  laid  down  by  his  supenor  officers,  namely, 
the  board  of  trustees  of  the  Emergency  Fleet  Corporation.  The  complaints  of  his 
two  assistants  in  which  they  say  tlmt  the  resolution  is  of  such  a  nature  that  they  can 
not  stay  in  the  organization  and  comply  with  it — which  Mr.  Foley  brings  forth — are 
against  the  direct  action  of  the  board  of  trustees. 

Both  to  you  and  Mr.  Foley,  with  your  yeaJrs  of  experience  in  the  Navy,  there  must 
come  at  once  the  definite  thought  that  proper  organization  means  obedient  loyalty 
to  the  rules  of  superior  authority,  and  there  can  be  no  leniency  shown  to  acts  wbicn 
do  not  recognize  superior  authority  in  an  organization.  The  resignation  of  Mr.  Clooney 
and  Mr.  Payne  should  be  accepted  forthwith  for  the  good  of  the  ors;anization.  I 
understand  we  have  sufficient  ability  and  talent  to  take  care  of  the  taiiker  operations 
within  our  own  oivanization. 

As  to  the  complaint  of  Mr.  Foley,  director  of  operations,  permit  me  to  point  out 
that  he  has  not  accepted  the  proper  viewpoint  of  the  work  mat  I  have  endeavored 
to  do  in  this  corporation  in  so  far  as  it  affects  his  department.  I  came  to  the  corpora- 
tion special  assistant  to  Judee  Payne  to  analyze  each  of  the  departments  of  the  cor- 
poration. Until  the  1st  of  May  of  this  year  I  was  busy  in  the  department  of  the 
treasurer,  comptroller,  construction,  claims,  and  repair.  My  main  enort  was  directly 
to  disclose  ana  brinff  to  the  attention  of  the  director  of  those  departments  in  the  first 
instance  and  to  the  board  as  a  whole  those  underlying  errors  and  defects  that  existed 
so  that  proper  judgment  could  be  exercised  by  the  director  of  the  departments  and 
the  officials  of  the  corporation. 

It  has  even  been  recognized  by  everyone  connected  with  this  organization  that 
things  have  been  and  are  in  a  most  chaotic  condition  and  that  we  have  had  few  men 
in  the  organization  who  have  been  trained  to  analyze  conditions  and  bring  up  the 
facts  so  that  corrections  might  be  made.  In  analyzing  the  situation  from  the  Ist 
of  October  to  the  Ist  of  May  in  the  above  departments,  I  have  fearles^y  brought 
forth  conditions  that  were  mtolerabie,  unbusmesslike,  destructive,  and  costly  to 
the  fleet.  In  each  case  when  those  facts  were  brought  forth  the  directors  of  those 
departments,  as  well  as  Judge  Payne,  aided  me  and  did  not  take  umbrage  as  I  dug 
up  conditions  that  showed  their  d.epartment  to  be  running  in  a  frightiul  way.  Ro- 
peatedly  did  I  find  things  that  Judge  Payne  was  doing,  which  facts  would  not  war- 
rant, and  ever  did  he  court  the  disclosure  when  I  brought  them  to  him  without 
taking  umbra^.  Then,  too,  you  yourself,  as  chairman  of  the  board,  have  not  hesi- 
tated to  permit  me  to  show  you  conditions  which  corrected  your  judgment  from  time 
to  time.  You  have  been  more  than  kind  to  me  in  accepting  facts  and  judgments 
that  I  have  presented — ^many  times  in  a  rapid  insistent  manner— because  you,  with 
Jud^  Payne  and  the  other  directors  of  departments  with  whom  I  have  worked, 
realize  that  my  one  effort  has  been  to  get  up  facts  so  that  unsatisfactory  conditions 
could  be  corrected. 

Bep;inning  about  the  1st  of  May  I  started  to  get  information  concerning  the  tanker 
division  and  the  oil  supply  which  were  under  the  control  of  Mr.  Foley.  He  has 
had  but  a  limited  business  experience  in  commercial  affairs  and  has  never  been 
trained  to  analyze  vast  business  transactions;  yet  there  has  been  thrown  on  him 
a  position,  as  director  of  operations,  which  involves  operating  a  fleet  of  approximately 
1,250  cargo  boats  and  54  tankers  and  the  supplying  of  oil  U)r  these  cargo  boats.  It 
is  no  wonder  that  his  department,  unchartered  as  it  is  to-day,  can  not  give  him  the 
reflection  of  that  department.  This  is  no  charge  against  him  that  he  is  incompetent 
nor  that  he  has  been  unfaithful  to  his  trust,  for  were  his  position  to  be  filled  in  a 
business  organisation,  it  would  be  a  FrankUn,  a  Raymond,  or  a  Ballin  who  would 
take  that  job,  but  imder  the  Government  service  we  can  not  ^t  the  services  of  such 
men.  Further,  he  has  not  under  our  system  the  opportunity  to  get  the  business 
reflections  from  the  operations  of  the  fleet  or  the  tankers. 

As  I  dug  into  that  condition,  both  he  and  his  assistant,  Mr.  Clooney,  resented  it, 
and  instead  of  them  aiding  by  way  of  advice  across  the  table  it  was  only  by  insistence 
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on  my  part  that  I  was  able  to  get  the  facts  charted  in  reference  to  the  tankers,  the 
use  of  oil  by  our  fleet  as  to  the  amount  and  the  supply,  and  as  to  the  use  of  our  tankers 
as  a  means  of  getting  a  supply.  You  w\\\  recall,  ana  the  minutes  of  the  meeting  will 
show,  that  Mr.  Foley  did  not  know  that  our  operators  were  buying  40  per  cent  of  the 
oil  for  our  fleet  in  May  of  this  year  at  from  $4  to  $8  a  barrel,  nor  did  ne  have  knowledge 
of  the  amount  of  oil  required  for  our  fleet,  for  our  records  show  about  42,000  barrels^ 
while  60,000  was  the  number  that  Mr.  Foley  used  repeatedly.  This  is  not  mentioned 
to  criticize  him  in  his  position,  because  there  were  never  enough  hours  in  the  day,  nor 
did  he  have  the  business  training,  nor  were  our  records  in  shape,  unless  properly 
charted,  to  show  the  requirements,  so  that  he  or  the  trustees  of  the  Emergency  Fleet 
Corporation  could  see  what  the  conditions  were. 

I  nave  no  argument  as  to  "yesterday,"  but  I  want  to  point  out  that  for  the  first  time 
since  last  October,  at  which  time  ^  came  with  the  Fleet  Corporation,  have  I  seen 
tanker  records  come  before  the  board  which  the  board  of  trustees  could  lay  their  eye& 
on  and  form  a  judgment  therefrom  of  two  facts — first,  the"  number  of  tankers  that  we 
had  in  use  and  to  be  delivered  to  us,  and  the  use  of  those  tankers;  and,  second,  the 
supply  of  oil  necessary  for  our  fleet,  together  ^^dth  the  conditions  surrounding  the 
future  use  of  tankers  to  aid  the  supply.  Mr.  Foley's  department  did  not  dig  that  up 
except  upon  my  insistent  demand  as  a  trustee. 

From  a  business  standpoint,  after  investigating  that  situation  and  realizing  that  his 
position  as  director  of  operations  required  him  to  handle  1 ,200  ships,  which  were  being 
nandled  in  a  most  unbusinesslike  manner — again  for  which  he  is  not  resiaonsible — I 
set  forth  to  the  trustees  of  the  fleet  that  it  was  necessary  to  take  this  division,  in  so 
far  as  the  supplying  of  oil  and  the  use  of  tankers  was  concerned,  away  from  the  director 
of  operations  and  put  it  under  a  separate  division,  at' the  same  time  leaving  with  his 
division  the  operation  of  those  tanicers,  but  as  to  the  allocation  of  them,  have  that 
placed  under  the  purchase  and  supply  division  for  the  procurement  of  oil. 

The  remark  maoe  by  me  that  the  tanker  situation  was  rotten  (or  words  to  that  effect) 
is  true,  and  my  judgment  has  not  changed  one  iota  in  that  respect.  That  is  not  a 
reflection  on  Mr.  Foley;  it  is  a  reflection  on  conditions  which  he  could  not  control, 
because  it  was  physically  impossible  for  him  to  do  so.  If  the  director  of  operations 
will  devote  his  time  to  strengtnening  his  organization  in  his  home  ofllice  in  Washington 
for  the  operation  ofHhis  fleet  so  that  supervision  can  be  had  of  the  1^200  boats  that  we 
have  at  sea,  in  the  repair  yards,  and  lying  idle  in  the  harbors,  he  will  perform  a  great 
constructive  piece  oi  work  with  the  responsibility  that  goes  with  it.  Then,  too,  at 
the  Tuesday  meetings  he  should  present  a  chart  of  his  work  as  far  as  possible. 

I  deeply  regret  that  Director  Fole^  has  not  taken  a  larger  view  of  my  activities  in 

this  regard,  for  he  well  knows  from  his  experience  at  the  Tuesday  meetmgs  which  he 

has  attended  for  many  months,  that  the  drives  that  I  have  made  as  trustee  and  assistant 

•  to  the  chairman  have  been  for  the  betterment  of  the  organization  and  not  personal  as 

to  himself  or  as  to  the  parties  interested. 

Whether  it  is  required  to  have  a  representative  of  the  Division  of  Operations  on 
tankers  in  New  York  City  as  against  Washington,  I  have  not  enough  knowledge  of  the 
situation  to  decide,  and  it  may  be  better  that  Mr.  Foley's  representative  remain  in 
New  York  for  a  sufl^dent  length  of  time  for  Mr.  Bowen  to  analyze  that  situation 
carefully. 

However,  permit  me  to  make  this  prediction — that  the  analysis  of  the  tank  steamer 
situation  as  to  Government  and  private  use,  if  kept  up  by  Mr.  Bowen,  will  bring  to 
the  attention  of  your  board,  first,  the  number  of  tankers  actually  needed  for  our  use 
and  the  number  that  are  to  be  sold  or  leased;  anU,  second,  you  will  be  able  to  control 
the  supply  of  crude  oil  for  the  benefit  of  this  board,  which  will  obviate  the  necessity 
of  the  operators  buying  40  per  cent  of  the  oil  at  from  $4  to  $8  a  barrel;  neither  will 
you  have  so  many  as  54  cargo  boats  all  at  one  time  lying  in  the  harbors  of  Atlantic 
ports  waiting  for  oil. 

Mr.  Bowen  should  be  requested  to  so  chart  the  tankers  that,  as  we  have  an  excess,  an 
advertisement  can  be  inserted  in  the  commercial  papers  asking  for  bids  for  the  leasing 
of  those  tankers  or  for  their  sale.  We  will  then  find  out  what  the  market  is  and  will 
stop  preference,  petty  pull,  or  misinformation  in  the  acquirement  by  private  interests 
of  our  tankers. 

I  respectfully  return  herewith  to  you  memorandum  311,  312,  and  313  from  Mr. 
Foley. 

Very  truly,  yours, 

Trustee,  ETnergency  Fleet  Corporatum. 
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Are  there  any  questions  on  the  tankei*s? 

The  Chairman.  Upon  receipt  of  that  letter,  you  say,  ttie  admiral 
acted  promptly? 

Mr.  GiLLEN.  This  was  a  later  letter.  The  admiral  acted  at  once 
when  the  matter  was  called  to  his  attention.  I  would  like  to  sav  for 
Admiral  Benson  that  1  never  saw  a  situation  arise,  when  it  got  to  the 
admiral  and  where  he  could  understand  it,  charted,  that  he  did  not 
move  promptly  and  in  nearly  every  case  with  good  judgment. 

Mr.  Steele  (handing  to  the  witness  the  tabulated  statement  last 
submitted  by  iiim).  How  long  had  these  contracts  for  private  use 
been  in  existence  ?  ^ 

Mr.  GiLLEN.  The  date  of  the  charter  in  this  column  here  [indicating! 
will  tell  the  story.  If  you  want  me  to  put  into  the  record  the  exact 
dates 

Mr.  Steele.  I  do  not  want  any  repetition. 

Mr.  GiLLEN.  All  that  I  put  into  the  record  was  the  date  of  the 
charter  and  the  date  of  its  expiration,  because  I  wanted  that  informa- 
tion to  know  when  it  was  done  so  we  could  put  our  finger  on  the 
people  who  had  done  it. 

Mr.  Steele.  The  impression  that  I  had  from  glancing  over  your 
statement  was  that  they  had  not  been  very  long  m  existence,  and  I 
wanted  to  know  whether  my  impression  was  correct. 

Mr.  GiLLEN.  Let  us  take  one  case;  take  A-l-(b),  the  case  of  the 
Vacuum  Oil  Co.  It  had  four  tankers  May  24,  1920.  Mr.  Foley  at 
that  time,  as  I  pointed  out  to  the  admiral,  fell  in  on  top  of  that  tmng, 
and  he  gave  the  last  one  to  the  Vacuum  Oil  Co.  on  May  24,  1 920. 

Mr.  Steele.  What  was  the  date  of  your  report  on  that? 

Mr.  GiLLEN.  This  was  charted  up  on  May  24,  but  J  had  been 
working  with  him  then  for  two  and  a  half  or  three  weeks.  Another 
one  was  March  15,  1920.  Another  one  vms  March  15,  1920.  Another 
one  was  April  1,  1920.  I  maintain  that  those  four  contracts  should 
be  canceled  and  that  we  should  take  those  boats  back.  Those  con-, 
tracts  expire  on  the  31st  of  December,  this  year. 

Mr.  Steele.  That  covers  what  I  wanted;  it  shows  my  impression 
as  to  what  you  said  was  correct. 

Mr.  GiLLEN.  In  that  particular  one,  mavtie,  but  not  as  to  the 
others.  Take  the  case  oi  the  Standard  Oil  Oo.  of  New  York.  That 
was  July  14,  1919,  and  expired  in  July,  1020. 

Mr.  Steele.  Your  recommendation  was  that  the  surplus  tankera 
should  be  sold  at  once  ? 

Mr.  GiLLEN.  My  recommendation  was  that  these  contracts  for 
private  purposes  should  be  taken  back. 

Mr.  Steele.  Do  you  know  whether  Admiral  Benson  took  any  steps 
to  do  that  ? 

Mr.  GiLLEN.  Afterwards  he  had  no  board  about  him,  so  that  he 
dared  not  take  as  strong  a  position  as  that.  When  Judge  Payne 
left  in  March,  that  left  Mr.  Stevens,  Mr.  Donald,  and  Admiral  Benson. 
Then  Mr.  Stevens  left  before  this  particular  matter  came  up,  and 
that  left  merely  Mr.  Donald  and  Admiral  Benson. 

Now,  there  is  another  phase  of  this  tanker  case  which  should  be 
brought  out  here,  so  that  tne  injustice  may  not  be  done.  The  \mder- 
standing  with  the  big  oil  companies  was  that  where  they  carried 
oil  for  our  account — m  other  words,  we  bought  the  oil,  and  they 
not  having  the  tankers  we  would  supply  the  tankers  to  them.     Cm 
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ihis  paper  you  will  find  reference  to  the  Standard  Oil  Co.  We  were 
buying  oil,  and  they  were  hauling  it  for  our  account.  But  the 
Vacuum  Oil  Co.  was  not  delivering  any  oil  to  us,  and  these  other 
private  concerns  were  not  delivering  oil,  and  they  were  not  hauling 
our  oil. 

During  this  time  the  Standard  Oil  Co.  of  New  Jersey  came  down 
and  pointed  out  to  us  that  the  Shipping  Board  owed  them  a  credit 
of  1 ,300,000  barrels  delivery,  where  under  an  arrangement  that  they 
bad  with  us  we  were  to  furnish  them  tankers,  and  we  failed  to  do  so, 
so  that  we  owed  them  tankerage  to  that  amount.  At  the  same  time 
the  Pan-American  had  some  claims,  and  I  think  there  are  some  other 
tanker  companies  or  other  oil  companies  whose  credits  have  not 
been  satisfied  to  date.  And  yet  other  companies  not  furnishing  us  a 
bit  of  oil,  got  these  tankers  in  a  market  where  tankers  were  gold, 
and  got  them  at  such  a  price  that  it  is  almost  a  shame  to  think  that 
there  are  on  the  records  of  the  corporation  charters  of  that  low  rate. 

Mr.  Steele.  That  criticism,  as  1  unders^nd  you,  does  not  apply 
to  tankers  allotted  to  the  Standard  Oil?  They  were  carrying  Gov- 
ernment oil? 

Mr.  GiLLEN.  They  were  carrying  Government  oil;  that  is,  certain 
of  the  Standards.  The  Standard^of  New  York,  no.  The  Standard 
of  New  York  had  for  private  use  one  boat  of  10,100  tons.  But  the 
Standard  of  New  Jersey — they  got  an  awful  trimming,  from  what 
they  tell  me.  There  is  quite  a  competition  among  these  Standard 
companies,  and  they  do  not  pay  mucn  respect  to  each  other. 

Mr.  Steele.  I  thought  there  was  general  harmony  among  them. 

Mr.  GiLLEN.  Not  if  you  listen  to  the  talks  I  have  listened  to  down 
there  when  the  different  Standards  were  down  there  fighting. 

Mr.  Steele.  I  was  just  trying  to  discover  which  one  of  these 
companies  was  carrying  Government  oil,  and  which  were  not. 

Mr.  GiLLEN.  The  Standard  of  New  Jersey — I  think  they  have  a 
contract  now,  when  we  could  not  get  anyone  else,  practically,  to 
give  us  contracts.  I  may  be  wrong  as  to  the  amount  of  the  oil,  but 
of  the  42,000,000  barrels,  they  came  in  and  made  a  contract  to  the 
extent,  I  think,  of  twenty  or  twenty-four  million  barrels  for  this 
next  year,  while  these  other  big  companies  would  not  come  in  except 
at  a  very  much  larger  price. 

Mr.  Steele.  Then  only  the  companies  that  you  have  enumerated 
here — one  or  two  of  the  Standard  Oil  companies — were  carrying 
Government  oil  ? 

Mr.  GiLLEN.  That  is  all. 

Mr.  Kellet.  My  understanding  is  that  the  Government  furnishes 
the  oil  for  all  the  cargo  ships  that  are  in  the  hands  of  these  operators  ? 

Mr.  GiLLEN.  And  we  furnished  the  Navy  oil,  and  furnished  the 
Army  oil  as  well,  and  the  oil  for  the  Panama  Railroad  and  their 
boats.  # 

Mr.  Kelley.  And  under  this  disposition  of  the  tankers  the  oper- 
ators were  required  to  purchase  at  retail  about  16,000,000  barrels 
of  oil  a  year  ? 

Mr.  GiLLEN.  Again,  '^if — if  it  ran  during  the  12  months,  that 
would  be  so.  At  the  time  we  got  into  it,  it  was  running  that  high 
for  a  month,  and  had  been  running  that  high  for  some  time.  You 
will  notice  that  if  it  takes  54  tankers  to  pull  our  oil  and  we  have 
about  33  of  them  in  our  service  and  you  have  21  in  the  other  service, 
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you  have  twenty-one  fiftieths;  that  is,  we  are  shy  about  40  per  cent. 
Xnd  that  is  the  remarkable  thing,  that  it  w^orkcd  out  that  way  after    - 
we  made  the  investigation  from  the  other  standpoint. 

Mr.  Kej-ley.  That  would  mean  that  the  ships  were  buying  about 
sixty-four  or  sixty-five  million  dollars  worth  of  oil  at  retail  that 
nobody  down  there  seemed  to  know  anything  about  (■ 

Mr.  GiLLEN.  Oh,  they  know  about  it;  after  we  got  control  of  it 
we  knew  they  were  buying  supplier.  But  no  one  in  the  Division  of 
Operations  knew  that  the  operators  were  buying  oil  in  the  open 
market. 

Mr.  Kelley.  Well,  if  the  monthly  accounts  of  the  ships  were 
audited  for  supplies,  why  would  they  not  know  about  it  as  the 
vouchers  came  through  ? 

Mr.  GiLLEx.  I  do  not  think  they  would  pick  it  up  that  way, 
because  if  it  was  in  due  course  of  business  the  accountant  would  not 

gick  that  out  agaiu.  It  would  have  to  come  from  the  Division  of 
Operations.  Working  wjXh  the  supply  and  sales,  he  ought  to  know 
how  much  oU  he  woiud  need  for  a  year,  and  the  Division  of  Supply 
and  Sales  would  know  whether  they  were  using  this  oil  up. 

Mr.  Kelley.  That  is  to  say,  it  was  not  the  business  of  the  account- 
ant to  know  anything  about  who  ^furnished  the  oil? 

Mr.  GiLLEN.  It  was  his  business 

Mr.  Kelley.  To  know  that  the  oil  was  furnished  ?  He  did  not 
have  anvthing  to  do  with  controlling  the  supply  of  oil  'i 

Mr.  (jiLLEN.  Not  at  all.  There  nas  been  an  absolute  failure  in 
the  Division  of  Operations  to  know  anything  about  one  of  the 
biggest  supplies  we  have.  You  take  your  oil  at  $2.07  a  barrel,  and 
figure  that  you  require  42,000,000  barrels,  and  you  see  w^hat  it 
amounts  to  during  the  year.  If  it  were  $2.30,  as  it  has  now  gone 
up,  you  can  see  what  it  would  mean. 

Mr.  Kelley.  It  means  sixty-four  or  sixty-five  million  dollars 
worth  of  purchases  ? 

Mr.  GiLLEN.  Yes,  sir. 

Mr.  Kelley.  What  percentage  of  the  cost  of  operating  a  ship  is 
fuel  ?     Do  you  know  ? 

Mr.  GiLLEN.  I  could  not  tell  you. 

Mr.  Kelley.  The  President  has  all  his  war  powers  yet,  has  he 
not,  Mr.  Gillen  ? 
.  Mr.  GiLLEN.  Yes. 

Mr.  Kelley.  He  has  authority,  has  he  not,  to  take  these  ships 
at  any  time,  or  any  other  property  in  the  United  States  ? 

Mr.  GiLLEN.  Yes;  but  we  have  had  a  pretty  sad  experience  in  the 
exercise  of  that  authority  because  after  you  get  hold  of  one  of  those 
vessel  by  fiat  of  law  and  have  got  your  Government  organization  in 
there,  then  you  have  a  fine  lot  of  damages  and  you  have  messed  the 
situation  a  good  deal  worse  than  it  was  before. 

Mr.  Kelley.  What  was  your  idea  about  getting  hold  of  these 
ships?  Just  simply  take  them  and  trust  to  a  settlement  at  some 
other  time  ? 

Mr.  GiLLEN.  Why,  when  it  oame  into  port  I  would  take  my  boat 
over;  that  is  all.  I  would  maintain  that  the  lease  was — ^well,  a  good 
deal  like  when  an  incompetent  makes  a  contract  and  you  reach  out 
and  break  his  contract  and  take  back  the  things  he  has  given  away. 
I  do  not  know  what  word  you  would  use  there. 
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Mr.  Kelley.  Non  compos  mentis?  Is  that  what  you  are  trying 
to  say  ? 

Mr.  GiLLEN.  No.  I  think  there  was  a  lot  of  pull  in  those  contracts; 
I  do  not  think  it  is  all  ^'non  compos  mentis"  by  a  long  shot. 

Mr.  Steele.  Wlio  was  chairman  of  the  board  then  f 

Mr.  GiLLEN.  Admiral  Benson;  and  Judge  Payne  was  there  while 
part  of  that  was  going  on. 

Mr.  Kelley.  Ito.  Gillen,  how  many  members  were  there  supposed 
to  be  on  the  Shipping  Board  when  the  places  w^ere  all  filled? 

Mr.  Gillen.  five. 

Mr.  Kelley.  You  have  mentioned  a  good  man^  times  Judge 
Payne  and  Mr.  Donald,  and  I  have  not  heard  you  mention  anyboay 
«lse  very  much.     Were  there  only  those  two  members  on  the  board  ? 

Mr.  Gillen.  When  I  came  there,  there  was  Judge  Payne,  Mr.  John 
Donald,  and  Mr.  Scott.  There  was  a  fourth  member,  Mr.  Stevens, 
but  he  did  not  show  up  as  a  member  of  the  board  until  January. 

Mr.  Kelley.  What  do  you  mean  by  saying  that  he  did  not  show 
up? 

Mr.  Gillen.  Well,  he  was  not  around  there. 

Mr.  Kelley.  Did  he  draw  his  pay? 

Mr.  Gillen.  I  imagine  so;  he  had  not  resigned. 

Mr.  Kelley.  He  (fid  not  show  up  for  how  long? 

Mr.  Gillen.  Why,  I  understood  irom  the  1st  of  August  to  the  1st 
of  January.  I  understood  he  was  down  in  Florida  during  that  period. 
1  know  he  came  back  the  1st  of  January,  1920. 

Mr.  Kelley.  Was  he  sick? 

Mr.  Gillen.  1  do  not  know.  He  looked  very  well  when  he  came 
back. 

Mr.  Kelley.  Well,  who  else  ? 

Mr.  Gillen.  There  was  one  vacancy  on  the  board. 

Mr.  E^LLEY.  There  were  practically  two  vacancies,  according  to 
that  ? 

Mr.  Gillen.  That  is  a  matter  of  calculation. 

Mr.  Kelley.  Yes;  that  is  a  matter  of  arithmetic.  How  long  a  time 
elapsed  with  only  Judge  Payne  and  Mr.  Donald  on  the  board? 

Mr.  Gillen.  Well,  Mr.  Stevens,  Judge  Payne,  Mr.  Donald,  and 
Mr.  Scott  were  on  the  board  when  Judge  rayne  resigned.  Then 
Admiral  Benson  was  appointed.  Shortly  thereafter,  about  a  month 
after  Judge  Payne  left,  Mr.  Scott  left,  and  then  there  were  three 
members  out  of  five.  Then  along  about  the  1st  of  June,  I  think  it 
was,  1920,  Mr.  Stevens  resigned. 

Mr.  E^ELLBY.  That  left  two  out  of  five? 

Mr.  Gillen.  Two  out  of  five.  And  Mr.  Donald  was  taken  sick 
about  three  weeks  ago 

Mr.  Kelley.  And  that  leaves  one  ? 

Mr.  Gillen.  And  he  is  a  very  sick  man. 

Mr.  £[£LLEY.  How  could  they  do  business  on  this  board  with  le* 
than  a  quorum? 

Mr.  UiLLEN.  I  think  the  la^,  the  Jones  bill,  provides  that  the  re- 
maining members  of  the  board  can  continue  to  operate  the  board  and 
perform  its  fxmctions  until  the  new  board  is  organized. 

Mr.  Kelley.  So  that  Admiral  Benson  is  practically  performing  all 
th e functions  of  the  entire  board  at  thepresent  time ? 

Mr.  Gillen.  In  the  absence  of  Mr.  Donald,  I  would  say  so. 
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Mr.  Kelley.  Has  Mr.  Donald  been  sicK  long  ? 

Mr.  GiLLEN.  About  two  or  three  weeks. 

Mr.  Kelley.  As  I  judge  from  what  has  been  said  here,  he  is  rather 
an  elderly  man  ? 

Mr.  GiLLEN.  He  is  an  elderiy  man,  but  he  was  one  of  the  most 
conscientious  public  servants  that  I  ever  knew.  I  never  knew  him  to 
be  absent  from  that  organization  from  9  o'cIock  in  the  morning  until 
6  o'clock  at  nignt  all  during  the  period  I  was  there  and  all  during  the 
hot  weather  this  la^  summer;  and  they  tell  me  that  that  was  his 
record  all  during  the  almost  four  years  he  was  on  the  board. 

Mr  .-Kelley?  Who  took  your  place  as  aid  to  the  chairman  of  the 
board  ? 

Mr.  GiLLEN.  Wnile  that  was  my  title,  that  was  the  title  that  I  had, 
I  held  a  different  position  than  a  special  assistant  to  the  chairman.  I 
was  functioning  with  the  department  heads.  The  chairman  has  a 
number  of  assistants;  he  has  two  or  three  assistants,  I  think. 
Judge  Payne  had  three  assistants.  The  admiral  has  two  or  three 
assistants. 

Mr.  Kelley.  Who  is  at  tne  head  of  the  operation  of  these  tankers 
now,  the  tanker  division  ? 

Mr.  GiLLEN.  Mr.  Bowen. 

Mr.  Kelley.  And  is  Capt.  Foley  comiected  with  the  board  yet  ? 

Mr.  GiLLEN.  He  is  chief  of  operations. 

Mr.  Kelley.  Well,  ho\\  did  he  get  that  position  ? 

Mr.  GiLLEN.  When  Mr.  Gushing  left  he  was  advanced  from  chief  of 
the  tanker  division  to  chief  of  operations. 

Mr.  Kelley.  So  that  now  he  not  only  controls  the  tankers  but 
the  whole  1 ,200  of  the  fleet  ? 

Mr.  GiLLEN.  The  tankers  were  taken  away  from  him;  Mr.  Bowen 
was  put  in  charge  of  the  tankers. 

Mr.  Kelley.  And  although  he  made  a  complete  failure  of  handling 
the  tankers,  he  was  given  the  entire  fleet  to  manage  ? 

Mr.  GiLLEN.  He  was  given  the  entire  fleet  to  manage,  including 
tankers,  and  tankers  were  taken  away  from  him. 

Mr.  Kelley.  I  see.     He  had  charge  of  operations 

Mr.  GiLLEN.  Director  of  operations. 

Mr.  Kelley.  At  the  time  that  this  matter  arose,  and  because  of 
this  particular  investigation,  the  tankers  were  taken  away  ? 

Mr.  GiLLEN.  Yes,  sir. 

Mr.  Kelley.  Based  upon  the  information  which  you  obtained  that 
day  as  to  the  number  of  ships  that  were  waiting  for  oil  and  the  delay^ 
and  the  number  of  ships  that  had  to  obtain  oil  at  retail — based  upon 
that  and  spreading  it  out  over  the  year,  what  would  you  say  woula  be 
the  loss  to  the  GovTcmment  of  this  depreciation  of  the  tankers  ? 

Mr.  GiLLEN.  I  could  make  no  estimate  that  would  be  a  fair  one  to 
this  committee,  because  that  was  during  a  bad  period  on  the  Atlantic 
(JOast,  and  yet  there  must  have  been  an  apparent  shortage  over  a  long 
period,  because  they  had  deflected  practically  21  tankers  out  of  54, 
which  were  required  to  carry  the  amount  of  oil  consumed  by  the 
Shipping  Board. 

Mr.  Kelley.  But  if  that  ratio  held  as  to  the  shortage  of  oil  through- 
out the  year,  it  would  make  at  least  $65,000,000  for  that  item  alone, 
based  on  the  lowest  price  that  they  paid  for  oil  at  retail,  namely, 
$4.  a  barrel. 
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Mr.  GiLLEN.  I  would  not  care  to  make  an  estimate,  but  I  am  of  the 
opinion  that  three  great  losses  occurred;  first,  the  holding  up  of  our 
ships  from  time  to  time  because  they  could  not  set  oil;  second,  the  pur- 
chasing of  oil  in  the  market  by  operators  who  did  not  care  what  price 
they  paid  as  long  as  they  got  their  oil;  and,  third,  the  great  loss  to 
the  Government  in  its  failure  to  lease  those  tankers  at  the  going  or 
public  rate,  where  there  would  have  been  a  terrific  competition  in  the 
oidding  for  those  tankers  every  time  one  of  them  was  free,  because 
it  was  the  only  free  tankerage  in  America. 

The  Chairman.  Mr.  Gillen,  did  I  understand  your  testimony  yester- 
day to  be  that  at  the  time  you  went  to  the  board,  while  Judge  Payne 
was  chairman,  Mr.  Rossiter  was  in  charge  of  the  division  of  operations  1 

Mr.  Gillen.  Yes,  sh*. 

The  Chairman.  And  he  was  an  experienced  operator  of  ships,  was 
he  not  ? 

Mr.  Gillen.  So  I  understood  then  and  I  understand  now. 

The  Chairman.  Where  was  his  experience  acquired,  according  to 
your  understanding  or  knowledge  1 

Mr.  Gillen.  Well,  as  the  general  manager,  and  later  the  head  of 
one  of  the  biggest  operating  companies  on  the  Pacific  coast,  I  think 
it  was  the  Pacific  Mail.  He  was  for  a  great  many  years  with  Grace 
&Co. 

The  Chairman.  Wlio  preceded  him  'i 

Mr.  Gillen.  I  think,  though  I  do  not  know,  that  he  followed  Ed 
Carey,  of  Chicago. 
jThe  Chairman.  Was  he  a  steamship  man  ? 

Mr.  Gillen.  Ed  Carey  came  from  the  Barker  &  Haskell  Car  Works 

The  Chairman.  And  who  did  he  follow,  if  you  know  ? 

Mr.  Gillen.  I  do  not  know.  Mr.  Carey  was  there  for  a  loii*; 
period. 

TTie  Chairman.  It  is  the  fact  that  this  Division  of  Operations  had 
no  accoxmting  system,  even  when  it  had  an  experienced  operator  like 
Mr.  Rossiter  in  charge  of  it,  and  that  they  only  had  audited  8  out  of 
8,000  voyages,  is  it  not  ? 

Mr.  Gillen.  It  is.  I  desire  in  that  regard  to  put  in  the  record 
Col.  Abadie's  report:  ^^ Condensed  Report  of  E.  H.  Abadie,  General 
Comptroller  of  tne  United  States  Shipping  Board  Emergency  Fleet 
Corporation,  Februarj^,  1920";  and  '*Resum6  of  Vital  Matters  Need- 
ing Immediate  Consideration,  General  Comptroller's  Department,'' 
dated  March  27,  1920,  submitted  by  him. 

(The  documents  submitted  by  tlie  witness  are  here  printed  in  full, 
as  follows:) 

Condensed  Report  of  E.  H.  Abadie,  General  Comptroller  of  the  United 
States  Shipping  Board  Emergency  Fleet  Corporation. 

February  27,  1920. 

office  of  general  comptroller  created. 

The  office  of  general  comptroller  was  created  on  September  19,  1919;  and  on 
October  29,  1919,  bv  an  amendment  to  the  by-laws  of  the  corporation,  the  responsi- 
bility for  the  formulation  and  ladministration  of  the  general  accounting  policy  of  the 
corporation  was  vested  in  this  officer.  To  effect  a  centralized  control  of  the  finance 
ana  accounting  of  the  Division  of  Construction  and  the  Division  of  Operations,  the 
general  comptroller  promptly  assumed  direction  of  the  home  and  district  organizations 
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of  the  finance  diviflion  of  the  Division  of  Construction^  and  the  comptroller's  office 
of  the  Division  of  Operations.  These  oiganizations  had  previously  functioned  inde- 
pendently. 

CONTROL  BOOKS  FOR  ENTIRE  CORPORATION. 

The  General  Comptroller  began  at  once  to  set  up  control  books  of  accounts  for  the 
entire  corporation.  Notwithstanding  most  earnest  and  concentrated  effort,  this 
task  has  progressed  slowly  because  oi  the  inadequacy  of  the  accounting  records  set 
up  during  the  first  year  following  the  declaration  of  war.  Inability  to  carry  on  the 
accounting  procedure  defined ,  caused  arrearge  of  accounting  work .  This  had  virtually 
affected  the  completion  of  setting  up  the  control  books.  However,  we  have  at  this 
date  virtually  completed  our  work,  and  it  is  expected  that  we  will  have  the  control 
records  in  ledger  form  within  approximately  30  aays. 

ACCOUNTING   SYSTEM,  DIVISION   OP  CONSTRUCTION. 

The  accounting  and  auditing  system  of  the  Emergency  Fleet  Corporation  was 
created  almost  in  a  day.  Without  any  opportunity  for  an  orderly  development,  it 
had  thrust  upon  it  the  responsibility  for  accounting  control  over  expenditures  that 
have  exceeded  $3,000,000,000. 

It  was  necessary  to  organize  not  only  a  home  office  force,  but  to  organize  district 
forces  covering  the  shipbuilding  communities  on  the  Great  Lakes  and  all  the  coasts 
of  the  United  States. 

In  contrast  with  other  Governmental  agencies  established  for  war  purposes,  the 
Fleet  Corporation  had  no  nucleus  from  wMch  to  build.  Because  of  its  character  as 
a  commercial  organization  it  could  not  employ  the  simple  system  of  accounting  used 
by  Government  departments. 

Despite  the  pressing  demands  of  the  war  program,  the  accounting  system  was 
planned  in  accordance  with  modem  principles.  Before  it  could  be  put  into  effective 
operation  it  was  overwhelmed  by  the  tremendous  requirements  of  the  construction 
campaign. 

Enormous  expenditures  were  made  before  it  was  possible  to  account  properly  in 
accordance  with  the  established  accounts. 

GOOD   ACCOUNTING   SACRIPICED  TO   SPEED   OP  PRODUCTION. 

The  accounting  and  auditing  division  attempted  to  enforce  good  accounting,  but 
was  forced  to  sacnfice  proper  procedure  to  the  reauirement  of  the  construction  division; 
the  accounting  -should  not  interfere  with  shipouilding.  The  cry  was  for  ship  pro- 
duction, and  there  was  no  toleration  for  the  man  who  wanted  to  count  dollars. 

Contractors  who  were  paid  to  the  limit  of  their  earnings  insisted  on  fiu'ther  pay- 
ments, and  in  order  to  keep  them  going  payments  were  directed  without  strict  regard 
to  contracts,  and  with  no  proper  basis  for  accounting  for  the  payments.  Advances 
in  excess  of  progress  payments  due  per  contract  were  made  from  time  to  time,  which, 
in  the  summer  of  1918,  is  estimated  to  have  reached  a  sum  in  excess  of  $100,000,000, 
and  even  to-day  we  find  many  contractors  retain  accounts  in  excess  of  their  contract 
earnings. 

These  advances  were  frequently  used  for  purposes  other  than  for  which  they  weit 
a  d vanced .  It  was  an  hour  of  necessity  which  knew  little  of  the  orthodoxy  of  business. 
Confusion  of  accounts  were  inevitable  under  the  conditions  that  prevailed.  Many 
accounts  became  hopelessly  involved.  It  was  not  possible  to  make  a  proper  distribu- 
tion of  costs  among  individual  hulls,  or  even  to  distribute  between  hull  costs  and  the 
cost  of  shipyard  plants. 

GREAT  ACCUMULATION   OP   UNDISTRIBUTED   EXPENDITURES. 

The  result  was  a  great  accumulation  of  undistributed  expenditures,  amounting  on 
July  31, 1919,  to  $508,481,113.04  in  the  districts  and  $53,196,166.75  in  the  home  office. 

Since  that  time  $225,502,516.48  has  been  distributed  from  the  district  accumulation 
and  $92,146,102.04  from  home-office  accounts.  The  amount  of  $92,146,102.04  referred 
to  as  distributed  is  made  ppssible  by  the  &kct  that  the  balance  shown  in  this  account  of 
$53,196,166.78  is  a  net  figure,  and  the  actual  amounts  necessary  to  be  analyzed  and  dis- 
tributed included  large  credits,  also  current  charges,  to  this  account,  oetween  the 
dates  under  comparison. 

The  accounting  organization  had  an  almost  superhuman  task.  Men  were  not  avail- 
able; it  was  impossible  to  obtain  competent  help.  Starting  with  only  six  men  in 
June,  1919,  it  was  never  able  to  catch  up  with  the  requirements.  While  tiie  back 
work  is  not  yet  up  to  date,  it  is  progressing  rapidly. 
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With  expenditures  several  millions  of  dollars  every  balance  day,  it  would  have  been 
difficult  enough  to  keep  a  simple  account  of  receipts  and  disbursements.  Notwith- 
standing the  fundamental  accounting  principles  estabUshed  were  doggedly  adhered  to. 

SETTLEMENT  OF  CANCELLATION   CLAIMS. 

The  absence  of  a  definite  and  continuing  policy  governing  the  relationship  of  the 
accounting  division  to  the  settlement  of  cancellation  claims  increased  the  difficulties. 
Instead  of  coordinated  effort,  with  an  audit  proceeding  concurrently  with  the  nego- 
tiations for  settlement,  the  negotiations  were  usually  made  without  reference  to  the 
accounting  division,  and  later  that  division  was  suddenly  called  upon  to  produce  at 
once  audit  reports  that  would  require  weeks  to  make. 

The  ^enersJ  comptroller's  department  haa  succeeded  in  handling  claims  referred 
for  audit.  These  audits  have  resulted  in  material  reductions  of  the  amounts  claimed. 
In  3  of  the  II  districts  these  reductions  have  amounted  to  more  than  $3,000,000. 

WAGE  REIMBURSEMENT  CLAIMS. 

One  of  the  difficult  problems  of  the  general  comptroller's  department  is  the  deter- 
mination of  proper  rates  of  reimbursement  to  diipbuilders  for  the  increase  of  from 
85  per  cent  to  50  per  cent  in  wages  since  the  beginning  of  the  shipbuilders  progress. 
The  Fleet  (.V)rporation  must  pav  the  authorized  increases,  which  have  been  estimated 
at  from  $250,000,000  to  $300,000,000.' 

The  contnu^tors  have  naturally  tried  to  collect  from  the  Fleet  Corporation  as  much 
of  the  excess  cost  of  labor  as  they  could.  This  effort  has  given  rise  to  claims  of  the 
most  diverse,  ingenious,  and  intricate  character,  and  it  has  been  the  duty  of  the  general 
comptroller's  department  to  try  to  reduce  these  claims  to  reasonable  terms,  and  to 
settle  them  on  uniform  general  principles. 

The  one  broad  principle  as  formulated  by  the  general  comptroller,  which  underlies 
all  settlements  with  contractors  is: 

"The  Emergency  Fleet  Corporation  will  reimburse  contractors  onlv  for  the  increased 
labor  cost  resiflting  directly  from  the  decisions  of  the  Shipbuilding  Labor  Adjustment 
Board,  from  or  autnorizations  by  proper  officers  of  the  Emergency  Fleet  Corporation.'* 

ACCOUNTING   FOR  VESSEL  OPERATIONS. 

The  Shipping  Board  beo;an  to  operate  vessels  in  Ma}',  1917.  Beginning  with  7,  it 
was  controlling  the  operations  of  50  vessels  by  October,  1917.  These  were  all  seized 
German  vessels. 

On  November  1,  1917,  the  office  of  comptroller,  Division  of  Operations,  was  created. 
At  this  time  New  York  and  San  Francisco  were  the  only  porta  at  which  branch  offices 
had  been  established.  Accounting  transactions  covering  the  operation  of  vessels 
managed  by  these  offices  were  reported  to  the  Comptroller  of  the  Division  of  Opera- 
UoDB  at  Washington.  However,  accounts  were  not  received  by  the  comptroller  until 
about  January  1, 1918,  at  which  time  accounting  records,  in  accordance  with  steamship 
practice,  were  set  up.  Prior  to  this  time  the  records  in  the  Washington  office  carried 
cash  transactions  onlv. 

The  board  adopted  the  policy  of  assigning  vessels  to  agents  for  management  and 
operation  about  April  1,  1918.  These  agents  rendered  their  accounts  to  the  comp- 
troller at  Washington,  until  May  1,  1919,  when  a  decentralization  plan  was  inaugu- 
rated. 

Under  this  plan  mana^rs  and  operators  were  required  to  render  their  accoimts  to 
district  offices,  located  at  Boston,  New  York,  Philadelphia,  Baltimore,  Norfolk,  New 
Orleans.  San  Francisco,  and  Cleveland.  An  office  for  handling  foreign  business  was 
established  at  London. 

VOYAGE  ACCOUNT  DRIVE. 

Up  to  October  1,  1919,  there  had  not  been  rendered  accountings  on  voyages  that 
would  permit  our  preparing  a  profit  and  loss  statement  as  of  June  30,  1919,  to  bring 
these  voyage  accounts  in  a  drive  was  started  on  October  6,  1919,  which,  so  far  as  the 
field  work  was  concerned,  was  ended  on  February  20, 1920.  During  this  period  there 
was  obtained  5,724  accountings  on  1,215  vessels,  representing;  $190,979,497.40  in 
revenue,  and  $77,629,797.98  in  expense.  During  the  same  period  there  was  collected 
in  cash  more  than  $120,000,000.  We  have  now  received  in  the  home  office  more  than 
4,000  complete  voyage  accounts  on  1,300  vessels,  representing  $417,521,952.17  in  gross 
revenue.  A  large  force  temporarily  employed  for  the  purpose  is  auditing  these 
accounts,  and  preparing -operating  cost  statements  by  vessels  and  voyages  thereof. 
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UNIFORM  SYSTEM  OP  ACCOUNTING. 

On  January  1, 1920,  managers  and  operators  were  required  to  open  uniform  books  of 
account,  and  to  report  daily  the  casn  receipts  and  disbursements  and  balance  on 
hand.  They  were  also  required  to  submit  monthly  trial  balances  beginning  January 
31,  1920,  permitting  the  compilation  of  a  monthly  profit  and  loss  statement  of 
operations. 

ACCOUNTING  FOR  REPAIRS. 

A  bureau  of  repair  cost  audit  was  organized  in  the  fall  of  1918.  It  is  difficult  to 
present  figures  that  will  reflect  the  cost  of  repairs  to  the  fleet  prior  to  that  time,  for  the 
reason  that  the  repairs  on  a  very  large  number  of  vessels  in  the  Army  and  Nav^  service 
were  made  by  these  departments,  and  not  carried  into  our  accounts.  For  the  year 
ending  December  31,  1919,  there  was  operated  commercially  a  monthly  average  of 
5,429,788  tons,  upon  which  were  made  repairs  amounting  to  136,882,426.13,  an  average 
of  10.566  per  dead-weight  ton  per  month. 

ACCOUNTING  FOR  REQUISITIONED  VESSELS. 

Under  the  presidential  proclamation  of  October  13,  1917,  the  corporation  became 
the  charterer  of  approximately  650  vessels.  No  machinery  was  set  up  to  handle 
accounting  on  these  vessels,  or  to  pay  the  charter  hire  due  owners  under  the  requisition 
charter,  until  the  beginning  of  tne  year  1918.  At  a  meeting  of  the  owners  and  the 
comptroller,  Division  oi  Operations,  it  was  agreed  that  accountings  would  be  sub- 
mitted without  supporting  documents,  and  that  the  audit  of  these  accounts  would  be 
made  in  the  office  of  the  steamship  companies. 

In  January,  1918,  .the  force  in  this  section  consisted  of  two  employees,  but  the  setting 
up  of  accounting  records  was  not  started  until  April,  1918. 

The  method  of  setting  the  accounts  in  Washington,  whilst  the  audits  were  being  made 
mostly  in  New  York,  proved  cumbersome,  and  to  obviate  this  difficulty  the  accounting 
on  th ese  vessels  was  transferred  from  Washington  to  New  York  in  May,  1919.  Th e  cases 
of  delay  in  audits  have  been  gradually  eliminated .  The  work  is  now  proceeding  in  an 
orderly  manner,  and  we  will  shortly  be  relieved  of  this  accounting  procedure  entirely. 

Gross  revenue  from  operation  of  requisitioned  vessels  on  voyages  completed  prior 
to  June  30,  1919,  amounted  to  $140,252,279.02,  and  expenses  ainounted  to  1117,886,- 
493.08,  leaving  a  net  profit  for  this  period  of  $22,355,785.94. 

CENTRALIZATION  IN   WASHINGTON    OP  HOME  OFFICE  ORGANIZATIONS. 

On  February  2, 1920,  the  home  office  organization  of  the  Construction  Division  was 
moved  from  Philadelphia  to  Washiii^ton,  and  located  in  the  same  building  with  the 
home  office  organization  of  the  Division  of  Operations,  bringing  the  main  offices  of  ^1 
the  accounting  divisions  under  the  direct  supervision  of  the  general  comptroller. 

ORGANIZATION. 

The  problem  of  organizing  the  ^neral  comptroller's  department  is  one  of  extreme 
difficulty,  because  of  the  complicity  and  variety  of  its  functions,  size  and  wide  geo- 
graphical distribution.  A  comprehensive  plan  for  the  complete  organization  and 
coordination  of  activities  and  methods  has  been  set  up,  and  is  in  process  of  application. 

BUDGET. 

The  administrative  budget  requirements  for  the  general  comptroller's  department, 
in  schedule  form,  will  be  presented  in  the  near  future. 

E.  M.  Abadie,  General  Comptroller, 


March  27,  1920. 
General  Comptroller's  Department. 

resume  op  vital  matters  needing  immediate  consideration. 

On  September  1,  1919,  E.  H.  Abadie  was  made  comptroller.  Division  of  Opera- 
tions, and  on  September  19  he  was  made  general  compUoiler  of  not  only  the  Division 
of  Operations,  but  likewise  of  the  Construction  Division  and  all  other  divisions  of 
the  Fleet  Corporation,  and  also  of  the  United  States  Shipping  Board. 
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Judge  Payne  had  then  as  a  special  assistant  a  &Ir.  Brown,  of  Marwick,  Mitchell, 
Peat  &  Ck>.,  as  an  advisor  of  finance  acting  in  the  capacity  of  chainuan  of  the  Com- 
mittee of  Finance  and  Accountin;^.  Said  committee  on  or  about  September  10 
determined  that  in  the  Division  of  Operations  we  lacked  375  men  to  keep  up  the 
current  work  alone.    The  following  work  was  found  greatly  in  arrears: 

VOYAGE   ACCOUNTS. 

On  September  10  not  one  voyage  account  statement  of  over  4,500  voyages  had  been 
made  up.  Diuring  the  month  of  September  it  was  found  that  lliere  was  sufficient 
data  at  hand  to  complete  but  43  voyages.  This  resulted  in  memorandum  and  plan 
of  procedure  dated  September  13,  approved  by  the  chairman  October  2.  A  week 
later  we  inaugurated  the  voyage  account  drive. 

RESULTS   VOYAGE   ACCOUNT  DRIVE. 

Necessary  data  to  complete  voyage  account  statements  for  sailing  prior  to  July  1, 
1919,  was  obtained.  Gross  revenue  totaling  $189,000,000  was  recovered.  Voyage 
accountings  were  foimd  totaling  178,000,000,  bringing  in  additional  net  revenues  of 
$115,000,000;  at  the  same  time  there  was  collected  in  cash  the  sum  of  $120,000,000. 
This  was  all  back  work,  and  in  addition  to  the  regular  force  required,  an  average  of 
800  men  for  90  days.  As  800  qualiiied  men  were  not  procurable,  I  was  forced  to  take 
men  from  the  current  work.  It  naturally  put  the  current  work  behind.  The  drive 
was  conducted  simultaneously  in  the  eight  districts  of  the  United  States,  in  which  are 
located  the  district  offices  of  the  Division  of  Operations.  This  voyage  account  drive 
was  carried  on  only  with  owned  vessels  allocated  to  operators  or  managers,  and  cov- 
ered sailings  prior  to  July  1,  1919.  A  drive  is  now  being  carried  out  on  a  restricted 
scale  in  an  effort  to  bring  in  voyage  results  for  sailings  siibsequent  to  July  1,  1919,  to 
January  1,  1920. 

BUREAU  OP  VOYAGE   AUDITING. 

In  the  bureau  of  voyage  auditing,  voyage  cost  accountings  are  audited  and  made  up 
into  cost  statements  snowing  voyage  results.  We  have  been  able  to  carry  on  this  worfc 
with  only  350  men,  of  which  100  are  unreliable.  Fifty  of  the  latter  are  being  tried 
out  in  other  departments  where  they  may  be  utilized,  otherwise  dropped.  The 
other  50  may  also  have  to  be  transferrea  or  dropped  unless  they  improve.  It  is  rather 
disheartening  to  find  that  we  can  not  get  this  work  out  in  90  days  as  planned.  It  is 
very  likely  tnat  it  will  consume  six  months  from  this  date  unless  we  can  get  additional 
competent  employees. 

REQUISmONED   DRIVE. 

On  January  1,  men  were  returned  to  the  requisitioned  vessel  section  and  approxi- 
mately 100  men  are  making  a  drive  to  audit  the  requisitioned  vessel  accounts,  which 
represent  something  over  $165,000,000  On  March  23  the  condition  of  the  progress 
of  the  requisitioned  vessels  show  that  it  would  require  at  least  three  months  to  com- 
plete the  audit,  using  approximately  100  men.  These  auditors  are  required  to  go 
into  the  office  of  the  operators  who  have  accountings  on  requisitioned  vessels.  For 
greater  details,  see  report  to  the  general  comptroller  dated  March  23  on  this  subject. 

REPAIR  BILLS. 

During  the  month  of  May,  1919,  invoices  received  for  repairs  totaled  approximately 
$1,000,000  and  for  the  month  of  Januaiy,  1920,  over  $6,000,000,  representing  a  400 

Eer  cent  increase  in  nine  months.  On  October  1,  1919,  nearly  $14,400,000  in  repair 
ills  were  in  arrears.  Contractors  were  refusing  to  extend  the  corporation  more  credit 
or  to  take  any  more  repair  work.  Payment  of  75  per  cent  on  account  was  made  and 
extra  employees  obtained  to  keep  up  the  current  work  and  bring  up  the  back  work. 
The  back  work  has  been  reduced  to  approximately  $5,000,000  while  current  bills 
are  being  kept  up  to  date.  Within  90  days  the  bills  in  arrears  will  have  been  cleared 
up,  although  the  volume  of  repairs  is  still  increasing.  We  need  about  eight  employees 
in  this  bui^u  to  carry  out  this  program  and  keep  abreast  of  the  current  work,  assuming 
that  the  current  work  does  not  increase  and  maintains  about  the  average  of  the  last 
two  months.    See  supporting  memorandum  of  March  23  from  the  auditors  of  repairs. 

BUREAU  OP  GENERAL  AUDmNG. 

Work  in  this  branch  was  behind  on  September  1.  Work  in  the  charter  hire  branch 
is  now  up  to  date.  Same  can  be  said  of  supercargo  branch,  pay  roll,  transportation, 
and  the  miscellaneous  general  expense  branch.  They  are  all  working  on  current 
work,  this  condition  having  been  reached  about  the  first  of  the  year. 
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BUREAU  OF  ACCOUNTS. 

The  billing  of  accounts  receivable  is  considerably  behind.  This  represents  work 
in  arrears  at  about  18,000,000  on  October  1,  while  on  March  1  it  stood  at  approxi- 
mately $25,000,000,  because  of  data  and  records  obtained  from  the  voyage  account 
drive.  We  are  billing  at  the  rate  of  about  $4,000,000  per  month.  There  are  many 
contributing  causes  to  the  delays  in  this  bureau,  as  the  other  departments  whose 
work  is  in  arrears  reflects  in  this  bureau.  To  keep  up  with  the  current  work  in  this 
department  and  dispose  of  the  back  billing,  at  least  a  pieriod  of  six  months  will  be 
required  and  will  require  the  addition  of  an  extra  stafto'f  employees.  We  need  an 
additional  force  of  from  15  to  20  billine  clerks,  competent  to  analyze  accurately  and 
render  invoices.  Further  details  can  be  had  by  referring  to  memorandum  from  the 
assistant  chief  accountant,  dated  March  24,  1920. 

BUREAU  OF  VESSEL  MOVEMENTS  AND  ACCOUNTING  RECORDS. 

The  work  in  this  department  is  pfrobably  90  days  in  arrears,  which  in  turn  retards 
the  work  of  the  entire  bureau.  At  the  same  time  due  to  insufficient  force,  we  are  in- 
formed, the  districts  and  home  office3  of  the  supervisor's  department  can  only  keep 
abreast  of  current  work  though  the  present  force  is  90  days  in  arrears.  In  other 
words,  they  are  handling  the  work  promptly  as  it  is  received,  but  they  should  be  up 
to  date  and  not  90  days  behind. 

On  September  19,  1919,  Col.  Abadie  was  made  general  comptroller  of  not  only 
the  Division  of  Operations  but  of  the  Division  of  Construction  of  the  Fleet  Corpora- 
tion. Responsibility  was  increased  fourfold  and  much  the  same  condition  confronted 
the  added  divisions  as  was  found  in  the  Operating  Division  of  the  Fleet  Corporation. 

CENTRAL  CONTROL. 

On  assiuning  the  general  comptrollership,  it  was  foimd  that  no  such  office  was 
provided  by  the  by-laws  of  the  corporation,  hence  the  duties  of  such  office  had  to 
DC  defined.  Accordingly  the  general  comptroller's  recommendations  with  modifica- 
tions were  accepted  as  a  bv-law  of  the  corporation  on  October  29.  The  addition  of 
the  necessary  force  of  employees  which  should  have  started  two  years  ago  re<iuired 
the  setting  up  of  complete  accounting  controls  for  the  Shipping  Board,  tne  Division 
of  Operations  and  Construction,  and  all  other  divisions  that  ti^  in  and  were  a  part 
of  the  Fleet  Corporation  or  the  Shipping  Board.  The  establishment  of  these,  and  espe- 
cially the  selection  of  personnel  on  account  of  limitation  of  salary,  was  an  exceedingly 
difficult  task  and  not  accomplished  to  the  best  interests  of  the  corporation.  Never- 
theless as  a  result  of  what  has  been  done,  we  were  able  to  render  proper  statements 
for  the  corporation  as  a  whole  from  our  control  records  as  of  December  31,  1919,  and 
January  31,  1920.  In  setting  up  this  control  it  required  the  addition  of  224  employees 
to  the  staff  in  the  Washington  office. 

CONSTRUCTION   DIVISION. 

On  October  1,  1919,  it  was  found  that  the  following  important  operations  were 
badly  in  arrears:  Billing  to  the  districts.  This  is  vital,  as  on  it  depends  a  proper 
settlement  with  the  contractors.  We  need  30  employees  capable  of  analyzing  and 
auditing  to  bill  out  to  the  districts  and  from  the  districts  to  contractors  material, 
equipment  and  machinery  purchased  in  bulk  and  shipped  to  the  contractors  in  various 

Earts  throughout  the  country.  A  drive  was  made  on  this  billing  October  1,  effort 
eing  made  to  bring  up  the  back  work  prioi*  thereto.  Billing  in  arrears  as  it  stands 
at  the  present  time  represents  about  $180,000,000.  We  should  have  30  capable  and 
experienced  employees  in  this  section.  On  one  account  alone  known  as  the  home 
office  '*Machiner>'  under  construction  account"  15  additional  employees  are  required. 

INVENTORY  ACCOUNTS. 

These  accounts  are  in  a  deplorable  state.  We  show  assets  of  $177,000,000.  It  is 
known  that  these  accounts  do  not  reconcile  with  the  physical  inventor}%in  any  one 
case.  Complete  reports  have  been  made  of  the  inventory  accounts  of  the  home 
office  and  district  records  as  at  June  30,  1919,  by  Whittlesey,  Wythes,  and  Wilson 
which  show  the  necessity  for  immediate  analyzation  of  these  accounts  by  a  competent 
staff.  The  physical  inventories  are  now  being  taken  in  the  field  by  the  Supply  and 
Sales  Di\'ision  and  when  these  are  completed,  which  it  is  claimed  will  be  by  \lay  1, 
adjustment  of  these  inventory  records  can  be  made,  and  adjustment  made  with  the 
subinventory  accounts  and  records  in  the  districts,  which  a^in  shall  be  brought 
into  adjustment  with  the  physical  inventory  record.  It  is  estimated  that  about  500 
men  a  day,  or  10  special  men  for  60  days  will  be  required  to  clear  this  accoun^ 
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COMPLETED  MACHINERY  ACCOUNT. 


It  is  eetimated  that  it  will  require  over  300  men  a  day  or  10  special  men  for  approxi- 
mately 60  days  to  clear  this  account. 

HOUSING  PROJECTIONS. 

We  have  just  secured  the  certification  of  the  completion  date  of  the  housing  project 
and  will  now  proceed  to  recover  for  the  corporation  moneys  due  it,  but  which  by  the 
terms  of  the  construction  housing  contract  could  not  have  been  collected  before. 
The  auditing  and  adjusting  of  these  accounts  and  bringing  them  up  to  date  will 
require  at  least  20  experienced  men  probably  60  days. 

MACHINERY  UNDER  CONSTRUCTION   ACCOUNT. 

Machinery  under  construction  is  probably  the  most  complicated  of  all  accounts. 
Machinery  under  construction  has  been  cleared  within  the  past  three  months  of 
probably  $100,000,000.  There  still  remains  some  $50,000,000,  and  it  will  take  as  long 
if  not  longer  to  clear  this  account  because  it  represents  the  most  difficult  items  of 
analyzation.  Competent  employees  on  this  work  in  Philadelj)hia  refused  to  move 
to  Washington.  Practically  no  work  is  being  done  in  the  clearing  of  this  account  at 
the  present  time.  We  should  have  40  employees  continuously  at  work  until  the 
account  is  cleared.  Ships  contractors*  construction  work  is  now  nearing  the  end. 
To-day  we  are  considerably  behind  in  auditing  and  preparing  final  statements  for  the 
purpose  of  settlements  with  contractors.  I  have  urged  tne  establishment  of  a  calendar 
BO  that  we  could  take  up  these  audits  for  settlement  in  accordance  with  calendar 
program  for  the  construction  claims  board.  It  is  impossible  at  this  time  to  even 
approximate  the  number  of  men  and  time  to  complete  this  work. 

The  Chairm^vn.  Have  you  got  any  record  there  to  show  how  many 
ships  this  concern  with  which  Mr.  Rossiter  is  now  connected  is 
operating  ? 

Mr.  GiLLEN.  I  never  have  had  occasion  to  make  any  investigation 
of  Mr.  Rossiter,  nor  of  his  connections,  and  whatever  I  say  here  merely 
comes  in  answer  to  the  questions. 

The  Chairman.  Then  you  have  no  information  on  that? 

Mr.  GiLLEN.  I  have  no  information  except  the  personal  information 
you  pick  up  in  the  discussion  about  the  Shipping  Board,  and  his 
general  reputation. 

The  Chairman.  This  morning  Mr.  Steele  asked  you  a  general  ques- 
tion, which  I  will  ask  him  to  repeat. 

Mr.  Steele.  You  may  recall  that  I  asked  you  this  morning,  what 
as  a  result  of  your  long  experience  here  with  the  Shipping  Board,  ^rou 
had  to  suggest  in  a  constructive  way,  to  remedy  these  things  which 
you  have  detailed,  to  which  objection  has  been  made? 

Mr.  GiLLEN.  I  would  ask  for  a  recess  of  five  minutes  until  I  make 
my  notations  here,  and  then  I  will  discuss  it;  because  if  I, discuss  it, 
since  I  am  leaving  you,  I  would  rather  give  you  the  information  I 
have.     It  will  take  me  a  few  moments  here. 

The  Chairman.  Mr.  Gillen,  if  you  will  do  that,  we  have  another 
witness  whom  we  can  call,  who  probably  will  not  take  over  10  or  15 
minutes. 

Mr.  GiLLEN.  Very  well,  -I  will  sit  right  down  here  and  block  it  out 

TESTIMONY  OF  MB.  BEBNABD  S.  VAN  BENSSELAEB. 

(The  witness  was  duly  sworn  by  the  chairman.) 
The  Chairman.  Your  name,  Mr.  Van  Rensselaer? 
Mr.  Van  Rensselaer.  Bernard  S.  Van  Rensselaer. 
The  Chairman.  What  is  your  occupation  or  profession  ? 
Mr.  Van  Rensselaer.  I  am  a  lawyer. 
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The  Chairman.  And  your  residence? 

Mr.  Van  Rensselaer.  Rio  de  Janeiro,  Brazil. 

The  Chairman.  At  one  time,  Mr.  Van  Rensselaer,  did  vou  make  an 
investigation  of  matters  at  Rio  with  reference  to  the  furnishing  of 
supplies,  fuel,  or  equipment  to  ships  of  the  Shipping  Board,  and  re- 
pairs to  those  vessels  at  Rio  ? 

Mr.  Van  Rensselaer.  I  did. 

The  Chairman.  With  reference  to  the  steamship  Dio,  did  you  make 
any  investigation  of  matters  affecting  that  craft  ? 

Mr.  Van  Rensselaer.  My  oflice  did;  that  is  to  say,  I  am  in  charge 
of  the  branch  office  of  Curtis,  Mallet-Prevost  &  Colt,  of  this  citv, 
who  are  engaged,  among  other  things,  in  international  law.  In  Feo- 
ruary  of  1920  the  American  consul  at  Rio  de  Janeiro  requested  our 
office  to  assist  him  in  the  prosecution  of  an  investigation  into  ship  re- 
pairing conditions. 

I  was  assisted  in  that  work  by  Mr.  Frederick  W.  Whitney,  of  this 
city,  an  admiralty  attorney,  who  is  associated  with  us.  Mr.  Whitney 
had  more  to  do  with  the  Dio  transaction  than  I  did,  but  I  am  familiar, 
through  Mr.  Whitney,  with  the  matters  that  were  developed. 

We  first  learned  about  the  Dio  business  through  an  ex-employee 
of  the  Standard  Oil  Co.,  who  came  to  our  office  and  made  a  confession. 
That  was  in  the  course  of  the  general  investigation.  Do  you  care  to 
have  the  details  of  that,  or  are  they  already  on  the  record  ? 

The  Chairman.  We  have  had  testimony  to  the  effect  that  that 
involved  the  payment  of  some  $9,000  for  a  supply  of  oil,  of  which 
several  hundred  gallons  was  not  actually  furnisned. 

Mr.  Van  Rensselaer.  That  is  correct. 

The  Chairman.  And  that  the  Shipping  Board  paid  for  the  full 
supply,  but  the  value  of  the  amount  not  fumishea  was  divided  be- 
tween three  or  four  persons  aboard  this  vessel. 

Mr.  Van  Rensselaer.  That  is  what  the  evidence  in  our  possession 
shdws. 

The  Chairman.  And  you  have  knowledge  that  the  parties  receiving 
this  money  were  later  indicted? 

Mr.  Van  Rensselaer.  Yes. 

The  Chairman.  And  is  it  a  fact,  do  you  know,  that  the  indictments 
were  secured  upon. the  information  which  your  office  furnished  the 
authorities  here  ? 

Mr.  Van  Rensselaer.  That  is  to  say,  we  passed  on  the  information. 

The  Chairman.  You  made  the  investigation  ? 

Mr.  Va^  Rensselaer.  We  made  the  investigation  for  the  consul, 
and  he  transmitted  the  affidavits  and  depositions,  and  upon  the 
strength  of  those  affidavits  and  depositions  the  indictments  were 
found,  as  I  understand.  I  might  say,  of  course,  Mr.  Meehan  made  a 
very  careful  and  thorough  supplementary  investigation  here.  We 
only  developed  the  leads  and  got  the  confession  of  the  ex-employee  of 
the  Standard  Oil  Co.  It  was  Mr.  Meehan's  very  excellent  work  that 
secured  the  testimony  of  the  captain  and  the  chief  engineer.  We 
do  not  want  to  take  the  whole  credit  for  it. 

The  Chairman.  You  did  make  an  investigation  of  the  general 
ship  service  and  repair  conditions  in  Rio,  at  the  request  of  the  consul 
there  ? 

Mr.  Van  Rensselaer.  We  did. 

The  Chairman.  And  did  you  complete  that  investigation? 


SHIPPIKG  BOARD  OPERATIONS.  2509 

Mr.  Van  Rensselaer.  We  did  not,  no;  we  withdrew  from  it. 

The  Chairman.  Did  some  ojQ&cial  of  the  American  embassy  there 
have  knowledge  of  that  investigation  ? 

Mr.  Van  Rensselaer.  He  did. 

The  Chairman.  Mr.  Craig  Wadsworth  ? 

Mr.  Van  Rensselaer.  Tne  charg6  d'affaires,  at  the  American 
embassv. 

The  Chairman.  Mr.  Craig  Wadsworth  ? 

Mr.  Van  Rensselaer.  Mr.  Craig  Wadsworth. 

The  Chairman.  Will  you  state^ briefly  what  you  found  with  refer- 
ence to  conditions  there  relative  to  ship  service  and  repair  conditions, 
as  far  as  your  investigation  went. 

Mr.  Van  Rensselaer.  We  secured  depositions  from  20  or  more 
dijBferent  witnesses.  Those  depositions  indicated  that  there  was  a 
ring  in  existence  in  Rio  de  Janeiro,  which  had  for  its  purpose  the 
defrauding  of  American  vessels,  particularly  those  belonging  to  the 
Shipping  Board.  The  ring  was  made  up,  so  far  as  we  could  learn 
from  these  depositions  which  we  took,  of  ship  repair  men,  ship 
chandlers,  and  employees  of  shipping  agencies,  who  it  was  alleged 
were  in  the  pay  oi  one  of  the  repair  men,  and  other  persons  in  the 
city  of  Rio  de  Janeiro. 

The  first  evidence  of  the  existence  of  this  ring,  or,  to  put  it  in 
another  way,  I  will  say  that  the  first  activities  on  the  part  of  this 
ring,  appeared  from  the  affidavits  to  have  taken  place  in  the  early 
part  of  1919,  either  in  January  or  February,  shortly  after  the  armis- 
tice, and  thereafter  practically  up  to  the  time  that  we  commenced 
this  investigation.  The  affidavits  alleged  that  there  were  very  few 
American  Snipping  Board  vessels  which  came  into  the  port  of  Rio 
de  Janeiro  that  were  not  defrauded  with  respect  to  either  repairs  or 
chandlery  bills.  We  obtained  certain  figures  which  we  took  from  the 
books  of  account  of  one  of  the  ship  repair  men  who  appeared  in  the 
United  States  consulate  and  permitted  us  to  inspect  some  of  his 
books,  and  those  figures  indicated  that  the  Shipping  Board  had  lost 
very  large  sums  of  money,  indeed. 

One  of  these  repair  men  admitted  to  me,  in  the  United  States 
consulate,  that  he  had  given  a  certain  American  Master  about  27 
contos  of  reis,  Brazilian  currency,  which  would  be  more  or  less 
$7,500.  I  asked  the  I'epair  man  whether  that  had  been  in  the  nature 
of  a  gratuity.  He  laughed  and  said  he  was  too  old  a  bird  to  bo 
caught  in  that  way;  that  it  was  given  for  value  received.  I  asked 
him  what  the  consideration  had  been  for  the  payment,  and  he  said 
that  he  had  been  repairing  this  particular  vessel  and  that  the  captain 
had  assisted  him  in  steppmg  a  mast,  and  had  lent  his  crew,  their  ser- 
vices, and  had  otherwise  hurried  the  work,  and  therefore  he  had  given 
to  the  master  his  real  profits  on  the  job.  The  total  bill  on  that 
vessel,  as  I  recall  it,  was  considerably  in  excess  of  $50,000.  I  do 
not  want  to  be  certain  about  that,  but  it  is  approximately  that. 

We  got  evidence  intended  to  show  that  vessels  were  bemg  charged 
anywhere  from  five  to  six  or  seven  times  the  amount  of  work  done. 
We  obtained  the  statements  of  persons  who  had  actually  seen  or 
were  alleged  to  have  seen  money  passed  by  the  repair  men  to  masters 
and  chiei  engineers,  upon  consideration  that  the  masters  and  chief 
engineers  would  either  approve  improper  bills,  or  in  some  cases  even 
sign  bills  in  blank;  as  they  did  in  the  Dio  case. 


2510  SHIPPING  BOARD   OPERATIONS. 

In  one  case  a  ship  repair  man  who  farmed  out  most  of  his  work,  put 
in  a  very  large  bill  for  electrical  supplies.  Now,  I  am  speaking  from 
memory,  because  I  have  not  got  my  data  before  me.  That  bill  was 
for,  I  think  about  $18,000,  as  I  recall  it;  $1,800,  or  $18,000,  but  that 
is  not  the  vital  thing.  The  real  point  was  that  when  we  went  to  the' 
man  who  had  actually  done  the  work,  and  examined  the  bills  that  he 
had  rendered  to  the  ship  repair  man  who  had  farmed  out  the  sub- 
contract, the  actual  cost  of  the  work  had  been  either  $2,000  or  $200, 
so  that  the  Shipping  Board  was  being  charged  about  nine  times  the 
actual  cost  of  the  work  at  fair  prices. 

We  also  got  evidence  that  tended  to  show  that  when  an  American 
boat  came  in  to  Rio  de  Janeiro,  these  repair  man  and  chandlers  would 
not  wait  to  have  her  come  alongside,  but  they  would  send  launches 
out  with  runners,  and  make  propositions  to  the  captains,  either  to 
have  imnecessary  work  done  on  board,  or  to  buy  supplies  at  out- 
rageous prices. 

Our  evidence  tended  to  show  that  most  of  the  corruption  occurred 
in  cases  of  red  ticket  men — red  ticket  ofTicers. 

The  Chairman.  What  are  those? 

Mx.  Van  Rensselaer.  Red  ticket  officers,  as  I  understand  them, 
are  masters  and  chief  engineers  who  are  not  citizens  of  the  I'nited 
States,  but  who  have  been  given  temporary  licenses  under,  I  think 
the  Panama  act,  wasn't  it?     Or  one  of  the  pieces  of  early  war 
legislation. 

We  also  obtained  depositions  which  alleged  that  these  repair  men 
had  organized  the  thing  in  such  a  way  that  when  bids  were  called  for 
on  ships,  they  were  always  able  through  men  that  they  had  planted 
in  these  ship  agencies  to  obtain  information  as  to  their  competitors' 
bids.  It  was  alleged  that  they  would  then  put  in  a  bid  for  a  lower 
sum  than  the  bids  of  their  competitors,  and  would  then  make  it  up 
by  submitting  a  bill  for  extras  lor  an  excessive  amount,  which  bills 
would  be  approved  by  the  masters  and  chief  engineers. 

The  Chairman.  Was  a  report  of  these  things  and  these  depositions 
submitted  to  the  Shipping  Board  agent  there  'i 

Mr.  Van  Rensselaer.  During  this  investigation  the  iVmerican 
consul  was  representing  the  Shipping  Board.  The  Shipping  Board 
had  no  agency  there.  We  withctrew  from  this  matter  in  the  middle 
of  March,  ancl  declined  to  proceed  with  it.  In  April  of  1920  a  Ship- 
ping Board  agent  arrived.  We  then — when  I  say  *'we"  I  mean  my 
lirm — got  back  into  the  general  investigation  more  or  less  actively 
in  connection  with  the  American  Embassy,  with  \^hom  we  were  then 
working.  We  had  certain  conferences  with  the  Shipping  Board  agent 
about  conditions,  and  tried  to  show  him  the  necessity  of  continuing 
the  investigation.  He  took  the  position  that  there  was  no  sense  in 
''post  morteming,"  and  that  it  was  best  to  let  dead  dogs  lie.  Before 
we  had  withdrawn  from  the  case  we  had  prevailed  upon  the  American 
consul  to  issue  an  order  prohibiting  a  certain  repair  man  from  re- 
ceiving any  more  business  on  American  vessels. 

The  Chairman.  What  repair  man  ? 

Mr.  Van  Rensselaer.  M.  R.  Millar,  who  has  since  been  indicted 
in  the  southern  district  of  New  York.  He  is  a  Scotchman  doing  busi- 
ness in  Rio  de  Janeiro.  Since  that  time  I  am  informed  that  the 
Shipping  Board  agent  has  given  other  repair  jobs  to  Millar. 

The  Chairman.  Are  there  any  questions,  Mr.  Steele? 
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Mr.  Steele.  As  I  understand  it,  this  matter  was  covered  by  the 
testimony  of  Mr.  Meehan  last  week  1 

Mr.  Van  Rensselaer.  I  did  not  hear  Mr.  Meehan's  testimony. 

Mr.  Steele.  I  understood  you  to  say  that  you  did,  that  he  covered 
itfuUy? 

The  Chairman.  Mr.  Meehan  covered  the  investigation,  Mr.  Van 
Rensselaer.said. 

Mr.  Steele.  How  many  indictments  have  been  found  on  these 
charges  ? 

Mr.  Van  Rensselaer.  Three  indictments,  as  I  understand  it,  have 
been  found  here. 

Mr.  Steele.  Have  the  cases  been  tried? 

Mr.  Van  Rensselaer.  Two  of  the  defendants  have  taken  pleas  of 
guilty,  and  have  received  short  sentences. 

Mr.  Steele.  These  conditions,  you  say,  prevailed  from  January 
last  on  ? 

Mr.  Van  Rensselaer.  Up  to  about  February.  I  think  that  it  may 
be  a  little  better  now. 

Mr.  Steele.  Your  information  is  based  on  affidavits,  you  say  you 
received  ? 

|k  Mr.  Van  Rensselaer.  Affidavits  that  we  took  peraonally  in  our 
office  and  in  the  United  States  consulate. 

Mr.  Steele.  Investigation,  you  say,  was  conducted  by  the  Amer- 
ican consul  at  that  point  ? 

Mr.  Van  Rensselaer.  Under  the  auspices  of  the  American  consul, 
although  our  office  did  practically  all  tne  work;  his  health  was  not 
not  particularly  good. 

Mr.  Steele.  And  the  American  embassy  there  cooperated  with 
you,  as  I  understood  you  to  say,  or  had  knowledge  of  it. 

Mr.  Van  Rensselaer.  The  United  States  embassy  was  very 
much  in  favor  of  the  continuation  of  the  investigation. 

Mr.  Steele.  Since  then  there  has  been  a  Snipping  Board  rep- 
resentative there,  you  say  ? 

Mr.  Van  Rensselaer.  The  Shipping  Board  representative  arrived 
about  the  1st  of  April. 

Mr.  Steele.  Outside  of  the  awarding  of  this  contract,  as  you  say, 
to  Millar,  have  you  any  knowledge  of  me  continuance  of  these  prac- 
tices ?    You  say  they  were  in  January  and  February  of  last  year. 

Mr.  Van  Rensselaer.  January  and  February  and  March,  the 
early  months  of  this  year.  Well,  1  left  there  the  latter  part  of  Au- 
gust, and  I  do  not  know  what  the  condition  is  there,  but  I  am  inclined 
to  believe  that  we  have  not  got  all  the  bag. 

Mr.  .Steele.  Have  you  any  personal  information  on  it,  or  is  it 
simply  a  belief  ? 

Mr.  Van  Rensselaer.  Well,  the  depositions  speak  for  themselves. 
Thev  are  with  the  ^tate  Depjartment,  and  they  are  available. 

Mr.  Steele.  I  tlunk  that  is  all. 

Mr.  Van  Rensselaer.  I  would  like  to  make  this  one  statement, 
if  I  may,  which  may  be  of  interest  to  you  gentlemen  who  are  investi- 

f gating  snipping  conditions;  and  that  is  that  we  are  absolutely  help- 
ess  down  tnere  in  South  America  unless  we  have  got  a  good  popular 
service.  As  I  say,  up  to  April  1  of  this  year  the  consuls  were  charged 
with  the  representation  of  the  Shipping  Board. 
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In  Brazil,  as  I  recall  it,  we  are  entitled  to  one  consul  general  in 
Kio  de  Janeiro,  and  we  are  entitled  to  full  consul,  I  think,  in  Santos, 
San  Paulo,  Bahia,  Pemambuco,  and  Para.  At  the  present  time  we 
have  no  consul  general  in  Brazil,  and  we  only  have  one  full  consul. 
I  think  all  the  omers  are  either  young  vice-consuls  or  consular  agents. 

Now  it  is  exceedingly  unfair  to  entrust  to  young  men,  22  or  23 
vears  of  age — most  of  the  vice  consuls  are  about  that  age — the 
important  duties  which  they  are  called  upon  to  perform  in  these 
very  important  coasts.  It  is  not  fair  to  tne  men  and  it  is  not  fair 
to  our  business  interests,  and  we  have  all  felt  that  very  much  indeed.  • 
We  have  not  had  a  consul  general  in  Rio  since  Mr.  Morris  Gottschalk 
unhappily  lost  his  life  on  me  Cyclops,  He  was  a  very  great  loss  to 
American  interests  in  Brazil. 

Mr.  Steele.  Let  me  ask  you  right  there:  Do  those  conditions 
prevail  with  reference  to  shipping  generally  around  Rio  ? 

Mr.  Van  Rensselaer.  Well,  you  mean  the  conditions  of  corrup- 
tion, and  so  on  ? 

Mr.  Steele  Yes;  that  you  have  described. 

Mr.  Van  Rensselaer.  I  do  not  know  at  first  knowledge,  but  I 
have  received  reports  from  Buenos  Aires  and  Montevideo  to  show 
that  they  exist,  possibly  to  a  lesser  extent;  but  when  you  put  red- 
ticket  men  on  the  trips  and  you  have  got  young,  innocent,  or  inex- 
perienced consuls  representing  the  Shipping  Board,  and  you  turn 
the  agencies  of  these  ships  over  to  British  agencies  who  have  got  no 
interest  in  protecting  the  American  interests,  you  are  at  the  mercy 
of  local  conditions. 

(At  this  point  the  committee  took  a  short  recess.) 

The  Chairman.  You  received  a  letter,  which  refers  to  the  investiga- 
tion that  was  conducted  by  your  office,  from  Mr.  Craig  Wadsworth, 
did  you? 

Mr.  Van  Rensselaer.  I  did. 

The  Chairman.  Will  you  read  that  letter,  please,  for  the  record. 

Mr.  Van  Rensselaer  (reading) : 

Embassy  op  the  United  States  op  America, 

Buenos  Aires,  August  11,  1920. 

Dear  Sir:  It  was  my  intention  of  writing  you  before  my  departure  from  Rio  de 
Janeiro,  expressing  my  satisfaction  with  the  work  done  by  your  firm  during  the  recent 
shipping  investigation  conducted  by  Consul  Haeberle,  and  thanking  you  for  the 
assistance  you  so  generously  rendered  me  afterwards  during  Mr.  Haeberle 's  absence , 
when  I  practically  assumed  charge  of  the  entire  matter  on  his  behalf.  • 

As  I  was  in  constant  touch  with  the  consul  and  the  shipping  committee  of  the 
chamber  of  commerce,  I  fully  realized  the  value  of  the  assistance  you  had  rendered 
the  consulate  general  up  to  the  time  of  your  withdrawal  from  the  case,  when  the 
investigation  ceased. 

I  consider  the  services  you  rendered  most  patriotic,  disinterested,  and  efficient, 
and  that  your  firm  is  entitled  to  a  large  share  of  the  credit  for  such  results  as  were 
accomplished.  I  regretted  your  withdrawal,  but  we  fully  understood  your  reasons 
for  taUng  that  course  and  refusing  to  resume  your  activities  as  legal  advisers  to  the 
consul. 

After  a  conference  with  Mr.  McGovem,  the  chairman  of  the  shipping  committee, 
during  which  it  was  decided  that  a  continuance  of  the  investigation  was  highly  de- 
sirable, I  drafted  a  telegram  to  the  department  for  Mr.  Haeberle's  signature  and  sent 
it  to  him  in  the  country  for  his  approval.  In  his  telegram  I  suggested  that  you  be 
engaged  by  either  the  department  or  Shipping  Board  as  special  counsel  to  prosecute 
the  inquiry,  and  to  report  directly  to  the  department  or  to  the  Shipping  Board.  I 
considered  you  the  onlv  person  in  a  position  to  carry  the  investigation  to  a  successful 
issue.  I  stated  to  Mr.  Haeberle  in  my  letter  inclosing  a  draft,  that  I  was  most  anxious 
for  several  reasons  that  the  matter  be  no  longer  connected  with  either  the  embassy 
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or  the  consulate  general.  This  telegram,  as  I  informed  you,  was  not  sent  by  Mr. 
Haeberle,  who  returned  to  Kio  de  Janeiro  the  following  day  and  resumed  his  duties. 
He  informs  me  he  had  other  plans. 

Some  time  after  Mr.  Morgan's  return  and  I  had  ceased  to  be  charge  d'affaires,  I  saw 
Mr.  McGovem  and  asked  nim  if  the  investigation  had  been  resumed.  He  replied 
not  that  he  was  aware  of.  I  deeply  r^retted  to  hear  this,  for  I  considered  that  at  the 
time  the  investigation  ceased  it  was  incomplete,  and  that  the  information  you  x>os- 
eeesed  led  to  the  doors  of  various  ship  agencies  and  other  persons  whose  innocence  or 
guilt  should  have  been  established. 

Permit  me  to  thank  you  again  for  your  kindness  and  courtesy. 
Very  truly,  yours, 

Craig  W.  Wads  worth. 
To  Mr.  Bernard  van  Rensselaer, 

66  Rua  General  Camara^  Rio  de  Janeiro^  Brazil. 

The  Chairman.  Are  there  any  questions  with  reference  to  the 
letter  Mr.  Steele  ? 

Mr.  Steele.  No  questions. 

The  Chairman.  That  is  all  Mr.  Van  Rensselaer. 

TESTIMOHT  OF  MB.  HABTIV  7.  OILL£]r--GoiLtinn6d. 

The  Chairman.  Mr.  Gillen  we  are  ready  for  your  reply  to  Mr. 
Steele's  question.  Do  I  understand  that  you  would  prefer  to  answer 
the  question  later,  rather  than  give  any  reply  now  ? 

Mr.  Gillen.  I  would  prefer  answer  the  question  later,  in  a  written 
statement  to  you.  However,  I  think  there  are  two  things  I  would 
like  to  say  right  in  this  connection  now,  after  what  has  been  said 
here.  I  tnink  the  first  big  thing  that  is  necessary  to  be  done  is  to 
remove  from  the  Shipping  Board  jurisdiction  over  all  of  the  balance 
of  the  construction,  all  oi  the  supplies  and  sales,  the  balance  of  the 
settlements  in  the  case  of  claims,  and  to  remove  from  the  Shipping 
Board  the  collection  end  of  the  back  receivables  and  back  accounting. 

In  other  words,  have  Congress  create  as  quickly  as  possible  a  small 
new  corporation,  liquidating  corporation,  and  pick  out  five  out- 
standing business  men,  irrespective  of  politics,  to  ao  the  clean-up  job. 

The  ouvision  can  be  made  so  far  as  accounting  is  concerned,  with 
very  little  difficulty,  by  Mr.  Tweedale.  The  balance  of  it,  namely, 
the  accounting  end  of  it  is  for  the  Shipping  Board,  because  they  have 
an  accounting  division  that  does  notnmg  else  but  take  care  of  oper- 
ations in  the  present  Shipping  Board.  Thus,  you  will  enable  the 
Shipping  Boara,  the  new  board  that  will  come  in,  to  begin  to  perform 
at  once  the  natural  functions  of  handling  the  big  going  jobs. 

I  know  what  plan  the  Admiral  has  for  the  new  board  of  several 
men,  for  through  Mr.  Beck  he  drew  up  a  chart  of  the  duties  of  each 
commissioner,  but  since  then  I  have  further  thought  on  that,  I  am  of 
the  opinion  that  the  six  men  outside  of  the  chairman,  there  should  be 
allocated  to  each  member  of  the  new  board  one  particular  piece  of 
work  in  reference  to  operations.  Instead  of  having  one  commissioner 
handle  all  operations,  one  commissioner  should  investigate  the  pier 
situation,  and  the  charges  for  docks  and  should  have  for  that  purpose, 
for  getting  him  up  the  data  and  the  records,  a  high-class  assistant 
who  will  go  over  and  chart  the  situation  for  him.  Another  should 
have,  for  instance,  supplies,  and  a  high-class  assistant  who  goes  out 
and  charts  that  situation;  not  as  secretary,  but  as  assistant  to  the 
conmiissioner.  A  third  one,  we  will  say,  should  take  allocations  and 
watch  the  allocations  to  the  operators.    Another  should  take  the 
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question  of  repairs;  another  should  take  the  question  of  stevedoring 
companies;  another  should  take  the  question  of  these  commissions 
that  are  being  paid  to  the  brokers. 

There  are  about  eight  or  nine  big  pieces  of  work  that  should  be 
distributed  among  the  new  commissioners,  leaving  the  Admiral  free, 
as  the  general  manager  and  the  chairman,  so  that  these  men  will, 
when  they  hold  their  meetings,  become  acquainted  with  the  operation 
of  the^e  ships. 

As  it  is  to-day  you  have  one  commissioner  handling  all  operations, 
and  if  this  thing  continues  you  are  going  to  have  the  board  continue 
to  play  with  all  of  this  back  stuff  that  you  still  have,  and  that  is 
merely  a  liquidating  proposition.  It  should  be  cleaned  out  of  the 
Shipping  Board  just  as  quickly  as  possible,  and  the  Shipping  Board 
should  be  made  free  to  function.  And  if  that  is  done,  together  with 
the  other  chart  that  the  Admiral  has  for  the  new  board,  you  will  find 
that  the  commissioners,  though  they  may  never  have  had  any  ex- 
perience, will  understand  what  is  going  on,  and  each  commissioner 
will  be  compelled  to  chart  up  that  particular  piece  of  work  which  is 
his,  and  thus  you  will  have  a  real  board  of  directors  running  the 
corporation. 

1  think  that  is  the  only  suggestion  that  I  want  to  make  at  this  time, 
and  I  make  it  so  that  the  newspaper  men,  who  are  following  this, 
can  have  it  as  a  part  of  my  testimony  at  this  time,  with  the  new 
board  coming  on. 

The  Chairman.  Have  you  any  further  questions,  Mr.  Steele? 

Mr.  GiLLEX.  I  will  get  you  the  other  within  a  week  or  so,  but  the 
rest  of  it  somewhat  different  from  this,  of  course. 

Mr.  Steele.  I  think  I  would  prefer  to  pursue  the  examination 
when  the  remainder  of  the  plan 'comes  in. 

Mr.  GiLLEN.  I  think  so,  too. 

The  Chairman.  One  further  question,  Mr.  Gillen.  In  reference  to 
the  operators,  have  you  any  knowledge  as  to  whether  or  not  out  of 
these  176  operators  who  are  operating  Shipping  Board  ships,  there 
are  not  a  number  who  may  be  classed  as  irresponsible,  inexperienced 
operators  ? 

I  think  there  are  a  great  many  that  are  irresponsible  from  the 
standpoint  of  ability  and  organization,  to  handle  these  ships.  And 
then  I  point  out  to  you  that  if  you  take  any  one  of  the  Southern 

forts,  for  instance,  in  Charleston  you  have  10  operating  companies, 
know  that  no  examination  of  those  operating  companies  has  been 
made  to  see  whether  or  not  you  can  rediice  in  Charleston  your  oper- 
ating companies  to  two  or  three.  You  have  got  a  duplication  of 
overhead.  If  Henry  Ford  had  an  agency  down  there,  he  might  have 
two  agencies,  one  for  his  tractors  and  another  for  his  motor  cars,  but 
he  certainly  would  not  have  the  overhead  of  many  companies  han- 
dling his  product. 

Mr.  Donald  stated  to  me  one  day  that  there  were  seven  operating 
companies  in  New  York  City  on  one  berth,  that  would  be  one  route. 
Now  you  can  easily  see  that  you  have  got  seven  operating  companies 
competing  against  each  other  to  get  freight,  and  that  means  that  if 
the  freight  is  a  little  bit  light  you  are  going  to  have  a  great  many 
boats  lying  idle,  while  the  seven  operators  are  trying  to  fill  seven 
boats.  Now  there  ought  to  be  one,  so  far  as  the  Shipping  Board  is 
concerned,  in  New  York  City,  unless  it  is  too  heavy  a  trad©  route; 
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Bomeone  should  go  in  there  and  find  out  how  many  there  ought  to 
be  to  cover  that  berth,  and  then  they  should  ruthlessly  cut  down 
these  operators. 

The  Chairman.  The  Grovemment  is  paying  the  bills,  of  course. 

Mr.  GiLLEN.  The  Government  is  paymg  the  bills  for  the  competi- 
tion, and  the  Grovemment  is  paying  for  the  large  overhead  that  is 
being  maintained. 

The  Chairman.  I  think  that  is  all,  Mr.  GiUen.    Thank  you. 

The  comii^ttee  will  adjourn  until  9.30  to-morrow  morning. 

(Whereupon,  at  4.30  o'clock  p.  m.,  further  hearing  was  adjourned 
to  Friday,  November  19,  1920,  at  9.30  o'clock  a.  m.) 
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Selectt  Committee  on  United  States 

Shipping  Board  Operations, 

House  of  Representatives, 
Ne^o  York^  November  19^  19W, 

The  committee  met  in  room  401,  United  States  Post  Office  Build- 
ing, at  9.40  o'clock  a.  m.,  Hon.  Joseph  Walsh  (chairman)  presiding. 
JPresent  also :  Hon.  Patrick  H.  Kelley,  member  of  committee. 

TESTIMONY  OF  ME.  CHABLES  A.  ELLIOTT— Becalled. 

The  Chairman.  Mr.  Elliott,  you  said  the  other  day  that  from  .the 
time  you  were  down  there  in  Rio,  up  to  the  present  time,  you  had  not 
received  any  of  your  compensation  for  the  voyage  on  the  Lake  Elk- 
woodf 

Mr.  Elliott.  I  have  not  been  paid  off  for  the  Lake  Elkwood,  I 
have  been  given  at  the  rate"of  $50  or  $100  on  two  different  tim^s,  but 
am  still  on  the  articles  of  the  ship ;  have  not  been  paid  off. 

The  Chairman.  When  did  your  service  cease  with  the  Shipping 
Board? 

'Mr.  Elliott.  That  I  have  not  found  out. 

The  Chairman.  Did  you  take  it  up  with  an  association  here,  the 
Neptune  Association? 

Mr.  Elliott.  Yes,  sir. 

The  Chairman.  Did  Capt.  McGray  receive  a  letter  from  the  Ship- 
ping Board  about  it? 

Mr.  Elliott.  Yes,  sir. 

The  Chairman.  Just  look  at  this  paper  which  I  now  show  you  and 
see  if  it  is  the  letter  to  which  you  refer,  and  if  so,  pass  it  back  to  me. 

Mr.  Elliott.  Yes,  sir ;  that  is  the  letter. 

The  Chairman.  The  letter  bears  at  the  top. 

Division  of  Industrial  Relations, 

United  States  Shhtino  Board, 
VraBhinyton,  D.  O.,  March  20,  1920, 
Capt.  A.  McGeay, 

Neptune  Assocuition, 

Room  J432,  No.  15  Park  Row,  New  York  City. 

Dear  Sir  :  Your  letter  February  20,  Inclosing  correspondence  with  reference  to 
the  expense  claim  of  Mr.  Charles  A.  Elliott,  the  chief  mate  with  the  Lake  Elk- 
wood  and  the  Westfieldy  was  referred  to  the  Division  of  Operations.  They  ad- 
vise us  that  the  papers  were  forwarded  to  New  York  with  recommendations 
that  the  claim  be  paid. 
Very  truly,  yours, 

Danagh  de  Lancjey,  Director. 
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Have  you  taken  up  the  matter  with  them  since  then? 

Mr.  Elliott.  Why,  when  that  letter  came  Capt.  McGray  was  in 
New  Orleans.  I  went  into  the  office  in  the  morning,  and  his  secre- 
tary was  there,  and  I  asked,  "  Have  you  any  mail  here  ?  "  He  said, 
"  les;  here  is  a  letter  to  the  captain,  but  pertaining  to  yeu."  I  said, 
"  Do  you  mind  letting  me^ee  it?  "  He  said,  "  No."  I  looked  at  the 
letter,  and  I  said, '  I  am  going  to  show  it  to  Capt.  Parker."  He  said 
he  would  if  he  were  me.  I  took  it  to  Capt.  Parker,  and  he  advised 
me  to  jsjo  to  the  Kerr  Steamship  Co.  and  for  them  to  settle  with  me 
immediately.  I  went  over  there,  and  Mr.  Leach  was  there,  and  he 
said,  ''  Seeing  you  have  taken  the  matter  up  with  Capt.  McGray,  I 
will  take  it  up  with  him."  I  says,  "  Capt.  McGray  is  in  New  Orleans, 
and  you  will  not  be  able  to  see  him  until  Monday."  He  said,  "  That 
doesn't  make  any  difference."  I  said,  "  Every  day  you  don't  see 
Capt.  McGray  it  will  cost  you  that  much  more."  So  after  Capt. 
McGray  got  back  he  went  down  there  at  2  o'clock  in  the  afternoon 
and  sat  at  Mr.  Leach's  desk  for  about  two  hours  going  over  the  ac- 
counts, and  they  came  to  an  agreement  with  Capt.  McGray  if  I  would 
come  up  the  next  morning  at  10  o'clock  he  would  have  the  papers  for 
me  to  sign  and  pay  me  in  full. 

I  went  up  at  10  o'clock,  and  it  was  1  o'clock  before  I  saw  him. 
When  I  got  to  him  he  said,  "  We  will  go  over  to  see  Capt.  Parker." 
I  said,  "AH  right."  So  we  went  over  to  see  Capt.  Parker,  and  they 
went  into  the  private  office  and  left  me  on  the  outside.  I  was  sitting 
next  to  the  door,  and  whatever  Mr.  Leach  said  to  Capt.  Parker — and 
he  has  rather  a  rough  voice — I  could  hear ;  and  he  said,  "  My  advice  is 
to  settle  with  that  man  at  once."  Mr.  Leach  is  an  Englishman  or 
something,  and  he  didn't  see  it  that  way.  About  that  time  Mr.  Lyons 
and  another  gentleman  came  in,  and  thev  went  in  where  Capt.  Parker 
was  and  where  Mr.  Leach  was,  and  in  a  few  minutes  Capt.  Lyons  came 
out  and  said,  "If  we  place  you  on  another  steamboat  for  a  few  days 
longer  until  Mr.  Leach  has  time  to  take  this  matter  up  with  Wash- 
ington, will  it  be  agreeable  to  you  ?  "    And  he  said 

The  Chairman  (interposing) .  Well,  they  didn't  settle  with  you  ? 

Mr.  Elliott.  No,  sir. 

The  Chairman,   iou  have  not  received  your  money? 

Mr.  Elliott.  No,  sir. 

The  Chairman.  1  believe  that  is  all. 

I  would  like  to  have  Mr.  Sullivan  come  forward. 

TESTIMONY  OF  ME.  PETEE  J.  STILIIVAN,  BEOOKLYH,  N.  Y. 

(The  witness  was  duly  sworn  by  the  chairman.) 

The  Chairman.  Mr.  Sullivan,  give  us  your  full  name. 

Mr.  Sullivan.  Peter  J.  Sullivan. 

The  Chairman.  What  is  your  residence? 

Mr.  Sullivan.  801  Prospect  Place,  Brooklyn,  N.  Y. 

The. Chairman.  What  is  your  business  or  occupation? 

Mr.  Sullivan.  At  the  present  time  I  am  connected  with  Jacob 
Wheatlev,  in  plant-protection  work,  industrial  plants. 

The  Chairman.  Were  you  at  any  time  connected  with  the  United 
states  Treasury  Department? 

Mr.  Sullivan.  Yes,  sir. 

The  Chairman.  In  what  capacity? 


SHIPPING  BOABD  OPBBATIONS.  2519 

Mr.  SuiiLivAN.  Special  agent. 

The  Chairman.  When  was  this  ? 

Mr.  Sullivan.  Up  until  June  8, 1919,  when  I  tendered  my  resigna- 
tion. 

The  Chaibman.  How  long  had  you  been  with  the  Treasury  De- 
partment when  you  resigned  1 

Mr.  Sullivan.  I  entered  the  Treasury  Department  on  the  1st  of 
March,  1908. 

The  Chairman.  Did  you  as  a  part  of  your  work  with  the  Treasury 
Department  make  any  investigation  or  mquiry  into  purchases  by  or 
sales  to  the  Shipping  "board  ? 

Mr.  Sullivan.  I  did. 

The  Chairman.  Where  ? 

Mr.  Sullivan.  At  New  York. 

The  Chairman.  Were  there  any  other  Treasury  representatives 
with  you  in  that  investigation?  ' 

Mr.  Sullivan.  On  the  investigation  that  I  was  conducting  I  had 
as  assistant  Martin  D.  Jewel,  who  was  a  customs  agent;  he  was  a 
liquidator  at  the  time,  and  assigned  to  the  special  agent^s  office.  There 
were  a  number  of  other  agents  at  the  time  attached  to  the  special 
agent's  office  that  were  conducting  investigations  as  to  Shipping 
Board  transactions. 

The  Chairman.  What  did  you  ascertain  with  reference  to  over- 
charges, quality  of  material,  quantity  of  material,  and  matters  of 
that  sort  on  your  investigation? 

Mr.  Sullivan.  If  you  will  permit  me  to  tell  my  story.  I  have  not 
the  records  here  with  which  to  acouaint  myself  with  the  proper  dates ; 
they  are  at  the  customhouse,  and  1  believe  they  have  been  subpoenaed, 
but  my  statement  can  be  corroborated  from  those  records. 

The  Chairman.  Very  well,  go  along  and  state  what  you  found 
out. 

Mr.  Sullivan.  When  I  first  started  the  investigation  I  checked 
out  the  bids  that  were  supposed  to  have  been  submitted  to  the  Ship- 
ping Board  by  the  different  people  who  were  doing  business  there, 
or  who  anticipated  doing  business  with  the  Shipping  Board.  I 
interrogated  a  number  of  the  officials;  that  is,  employees  of  the 
Shipping  Board.  When  I  started  with  Mr.  David  AVliamond,  who 
was  the  purchasing  agent  of  the  Shipping  Board,  he  remarked  to 
me,  when  he  heard  my  name  and  I  had  been  introduced  to  him, 
"  \  ou  look  like  a  regular  fellow."  I  said,  "  Yes,  Mr.  Whamond, 
I  am.  That  is,  when  things  are  right  they  are  going  to  be  spelled 
that  way,  and  when  things  are  wrong  they  are  going  to  be  spelled 
that  way."  He  saidj  "  Mly  be  we  can  get  along  together."  I  said, 
"  Under  those  conditions  we  can."  I  had  been  called  in  by  the  agent 
in  charge,  Mr.  James  F.  McConnochie,  who  told  me  that  I  was  to 
conduct  this  investigation. 

The  Chairman.  That  was  the  Treasury  agent  in  charge? 

Mr.  Sullivan.  Yes.  I  said,  "  Jim,  I  am  pretty  busy  on  a  number 
of  other  matters.  Nevertheless,  you  are  the  doctor,  and  if  you  want 
me  to  stop  them  I  will  take  up  this  investigation."  He  said,  "  Weil, 
I  want  you  to  take  it."  He  said,  "  Of  course,  I  feel  there  is  no  one 
who  can  reach  you  through  political  influence  or  otherwise."  I  said, 
**  All  right,  as  long  as  you  have  that  confidence  in  me  I  anfl  going 
ahead  and  will  stop  for  no  one." 
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Mr.  Whamond  took  exception  to  my  interrogating  employees  of 
the  Shipping  Board  in  my  office.  He  wanted  all  interrogations  and 
all  transactions  conducted  in  his  office  and  in  his  presence.  I  told, 
him  it  was  absolutely  impossible  to  do  that,  due  to  the  fact  that  he 
was  a  busy  man,  and  that  that  was  not  the  proper  place  for  an 
investigation  to  be  conducted  anyhow.  "  Well,"  he  said,  "  I  will  go 
up  to  your  office."  I  said,  "  Very  well,  you  may  listen."  Then  some 
sort  or  argument  came  up  whereby  it  was  settled  by  Mr.  McCon- 
nochie  and  Capt.  Yates  and  some  other  captain  whose  name  I  have 
forgotten,  but  those  are  all  in  the  record. 

I  took  each  and  every  employee  and  examined  him  as  to  his  duties, 
how  he  secured  his  position,  what  his  official  duties  were,  and  went 
along  the  general  line  of  investigation.    Whamond  came  up  to  my 

office  one  day  and  he  said,  "  You  little  Irish  s of  a  b ,  if  you 

will  throw  your  gun  and  shield  away  I  will  trounce  hell  out  of  you." 
He  put  his  hands  lip,  and  I  jimiped  up  and  I  said,  "Whamond, 
nobody  ever  raised  his  hand  to  me  that  1  did  not  resent  it,  and  you 
are  going  to  eat  every  word  you  have  said."  So  I  went  after  him. 
and  the  agent  in  charge  went  after  me,  but  I  threw  him  aside.  Ana 
then  Whamond  went  out  in  the  hall.  Whamond  said,  "  You  are  not 
going  to  last  to  conduct  this  investigation,"  and  he  saia,  "  I  am  going 
to  see  to  it."  "  Well,"  I  said,  "  I  am  going  as  far  as  I  can  on  it,  and 
you  can  go  as  far  as  you  like." 

The  Chairman.  Did  you  get  to  make  your  investigation? 

Mr.  SuLXiiVAN.  Yes ;  but  I  want  to  get  this  in. 

The  Chairman.  Well,  we  are  not  so  particular  about  conversations. 
We  want  to  know  what  you  found,  the  facts,  if  you  found  any. 

Mr.  Sullivan.  Well,  I  sent  Jewel  out  and  sent  him  up  to  Sills.  He 
had  found  in  the  course  of  the  examination  of  the  books  at  Sills  that 
some  man,  who  was  a  representative  of  the  purchasing  department  of 
the  Shipping  Board,  and  who  bad  placed  an  order  with  Sills,  had 
received  a  certain  amount  of  money  as  commissions.  As  soon  as  he 
found  out  that  the  books  had  been  examined  and  that  it  was  learned  he 
had  received  monev,  that  man  tendered  his  resignation,  and,  to  the 
best  of  my  knowleclge  he  went  down  to  Washington  ana  was  put  on 
the  pay  roll  in  Washington. 

The  Chairman.  What  was  his  name? 

Mr.  Sullivan.  His  name  is  in  the  records. 

The  Chairman.  What  records? 

Mr.  Sullivan.  At  the  customhouse.  You  see,  I  did  not  make  the 
report.  They  did  not  leave  me  here  long  enough  to  make  the  report. 
That  is  the  reason  I  wanted  to  tell  you  that  conversation. 

The  Chaiiqian.  You  were  later  taken  off  this  work? 

Mr,  Sullivan.  Oh,  yes.  I  was  not  on  it  but  a  short  time  when  I 
was  taken  off. 

The  Chairman.  How  long  were  you  on  it? 

Mr.  Sullivan.  A  little  over  a  month. 

The  Chairman.  Was  Mr.  Jewel  on  it  the  same  time  you  were  ? 

Mr.  Sullivan.  Yes,  sir ;  he  was  under  my  supervision. 

The  Chairman.  He  made  the  report,  did  he  ? 

Mr.  Sullivan.  So  I  believe. 

The  Chairman.  During  the  months  you  were  there  what  did  you 
discover? 
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Mr.  Sullivan.  Well,  I  discovered  that  much,  and  I  discovered  that 
Mr.  Whamond  was  drawing  a  salary  from  the  steamship  company 
that  he  was  formerly  employed  with — the  New  York  &  Porto  Kico 
Steamship  Co.,  I  beheve  it  is ;  that  he  was  also  on  the  pay  roll  of  the 
Government  at  the  same  time;  and  that  at  Christmas  time  he  re- 
ceived a  sum  of  money  equal  to  his  salarj'-,  as  a  sort  of  bonus. 

The  Chairman.  Do  you  mean  that  he  received  that  from  the  New 
i  ork  &  Porto  Rico  Steamship  Co.  ? 

Mr.  Sullivan.  Yes,  sir.  In  checking  out  the  bids,  I  interviewed 
Mr.  Kahn,  who  was  in  the  matting  business,  and  he  told  me  that  it 
was  impossible  for  him  to  get  any  business,  although  he  could  com- 
pete with  any  of  them  with  an  even  break. 

The  Chairman.  That  he  could  compete  with  any  of  whom  ? 

Mr.  Sullivan.  Any  people  who  were  submitting  bids  and  who  were 
doing  business  with  the  Shipping  Board.  So  I  asked  him  about  that, 
and  asked  Whamond  and  some  of  his  representatives,  and  they  told 
me  that  they  received  bids  once  a  week  and  took  those  figures,  and  as 
they  desired  the  different  commodities  needed  for  the  Shipping  Board 
thev  ordered  them  as  they  saw  fit. 

The  Chairman.  Mr.  Sullivan,  where  were  you  transferred  to  ? 

Mr.  Sullivan.  To  Nogales,  Ariz. 

The  Chairman.  There  are  not  ships  operating  there,  and  were  not 
at  that  time  ? 

Mr.  Sullivan.  Not  to  my  knowledge.  I  never  saw  any  there  any- 
how. 

The  Chairman.  What  else  did  you  ascertain  ? 

Mr.  Sullivan.  I  checked  out  rubber  matting,  rubber  hose,  and 
gaskets.  I  interviewed  Mr.  Sdm  Hildreth,  who  had  been  trjnng  for 
some  time  to  get  some  business.  He  said  to  me  that  he  did  not  have 
a  chance.  He  said,  "  The  material  I  have  pot  they  have  got  to  buy, 
but  they  are  buying  it  from  somebody  else.  I  said,  "  Very  well,  we 
will^check  that  out."  I  went  then  to  a  concern  that  my  brother  was 
connected  with — he  was  the  cashier  of  the  concern — and  I  said  to 
him,  "  Have  you  ever  submitted  any  bids  to  the  Shipping  Board  for 
rubber  matting  and  hose?"    He  said,  "  Yes:  but  it  is  useless." 

The  Chairman.  What  concern  was  that? 

Mr.  Sullivan.  The  Gutta  Percha  Rubber  Co.  He  said,  "  It  is  use- 
less. We  can  not  get  any  of  it."  He  said,  "Why,  here  not  long 
ago  " — if  my  memory  serves  me  rightly,  he  said — "  for  rubber  hose 
and  rubber  matting  we  submitted  a  bid  to  the  Shipping  Board  at  a 
very  low  price,  practically  at  cost.  It  was  purchased  from  us,  how- 
ever, for  the  Shipping  Board,  by  two  East  Side  men  who  are  middle- 
men, and  who  received  the  order  from  the  Shipping  Board,  and  they 
paid  more  money  for  it  than  the  bid  showed  we  submitted  as  our 
price  to  the  Shipping  Board." 

The  Chairman.  Do  vou  know  who  the  men  were  ? 

Mr.  Sullivan.  No,  sir. 

The  Chairman.  Did  you  ask  him  ? 

Mr.  Sullivan.  I  asked  him  at  the  time,  but  I  can  not  recall  their 
names  now.  Later  on,  after  I  had  had  my  little  squabble  with  Wha- 
mond^I  received  word  from  the  Treasury  Department  to  be  at  my 
office  on  the  2d  of  January — oli,  pardon  me — in  the  meantime  there 
was  a  general  order  came  out  for  all  other  agents  to  cease  investigat- 
ing conditions  at  the  Shipping  Board.    And  all  those  that  were  as- 
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signed  to  special  details  were  also  told  to  return  to  their  official  posi- 
tions, except  Jewel,  McConnichie's  agent  in  charge,  was  held  at  the 
oiRce.  But  he  did  not  have  sufficient  time  to  make  a  complete  in- 
vestigation. These  facts  will  be  spelled  out  by  his  report.  I  will 
show  you  a  letter,  if  you  wish  to  see  it,  telling  of  my  transfer  [hand- 
ing to  the  chairman  a  letter]. 

The  Chairman.  That  letter  simply  gives  the  reason  for  sending 
you  to  Nogales  ? 

Mr.  Sullivan.  Yes,  sir.  And  there  was  absolutely  no  necessity  for 
sending  me  down  there,  because  I  could  not  do  much  there,  and  could 
have  done  much  better  in  New  York,  and  it  is  spelled  out  there  in 
that  letter. 

The  Chairman.  You  did  not  find  out  much  in  New  York  ? 

Mr.  Sullivan.  No,  sir ;  I  was  stopped  and  Jewel  continued. 

The  Chairman.  How  long  did  Jewel  continue? 

Mr.  Sullivan.  That  I  do  not  know. 

The  Chairman.  Is  Mr.  Jewel  here  ?        ^ 

Mr.  Sullivan.  Yes,  sir;  I  just  saw  him  here  in  the  room. 

The  Chairman.  Any  questions,  Mr.  Kelley  ? 

Mr.  Kelley.  You  were  an  agent  of  the  Treasury  Department  ? 

Mr.  Sullivan.  Yes,  sir. 

Mr.  Kelley.  How  does  it  happen  that  the  Treasury  Department 
was  investigating  work  of  this  kind  ? 

Mr.  Sullivan.  They  conduct  all  investigations  at  the  request  of 
the  different  departments  in  matters  connected  with  the  Treasury 
Department,  and  I  believe  this  was  on  request  made  by  Capt.  Yates. 
There  is  a  letter  on  file  to  that  effect. 

Mr.  Kelley.  Who  is  Capt.  Yates  ? 

Mr.  Sullivan.  He  was  connected  with  the  Shipping  Board. 

Mr.  Kelley.  When  the  Shipping  Board  requested  the  Treasury 
Department  to  assign  somebody  to  this  work  ? 

Mr.  Sullivan.  Right. 

Mr.  Kelley.  Was  Capt.  Yates  located  in  Washington  or  in  Phila- 
delphia ? 

Mr.  Sullivan.  In  New  York. 

Mr.  Kelley.  Was  he  a  superior  officer  to  Mr.  Whamond  ? 

Mr.  Sullivan.  Well,  I  do  not  know  whether  he  was  a  superior 
officer,  but  he  was  in  charge  of  a  department  here — ^he  was  in  charge 
of  the  accounting  department,  I  believe. 

Mr.  Kelley.  vVhat  was  Wliamond's  position? 

Mr.  Sullh'an.  He  was  purchasing  agent. 

Mr.  Kelley.  The  Department  of  Justice  has  a  corps  of  investi- 
gators, too,  hasn't  it  ? 

Mr.  Sullivan.  Well,  they  very  seldom  investigate  conditions  as  to 
records  of  the  Treasury  Department.  All  investigations  in  regard 
to  that  matter  are  conducted  by  Treasury  Department  agents.  Spe- 
cial agents  of  the  Treasury  Department  do  not  conduct  investigations 
as  to  the  criminal  end  of  the  Department  of  Justice  work. 

Mr.  Kelley.  This  investigation  of  yours  arose  out  of  a  dispute  of 
some  kind  between  the  Treasury  Department  and  the  Shipping 
Board  as  to  matters  in  the  accounting  division,  didn't  it  ? 

Mr.. Sullivan.  I  presume  so,  but  I  do  not  know.  • 

Mr.  Kelley.  That  is  probably  how  the  Treasury  Department 
would  be  brpught  into  it  ? 
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Mr.  Sullivan.  Certainly. 

The  Chairman.  You  understood  when  you  were  assigned  to  it 
that  Capt.  Yates  had  requested  the  Treasury  Department  to  inves- 
tigate conditions  up  here  ? 

Mr.  Sullivan.  It  was  requested  by  Capt.  Yates,  of  McConnochie, 
by  a  letter,  as  I  understood.    There  is  a  letter  on  file. 

The  Chairman.  Capt.  Yates  requested  the  Treasury  Department 
to  investigate  conditions  up  here? 

Mr.  Sullivan.  Yes,  sir. 

The  Chairman.  When  you  started  to  investigate  you  began  investi- 
gating the  Shipping  Board  affairs  as  well  as  dealers  around,  did  you? 

Mr.  Sullivan.  Yes,  sir. 

The  Chairman.  And  the  purchasing  agent  of  the  Shipping  Board, 
Mr.  Whamond,  objected  to  that,  and  you  and  he  had  a  controversy, 
and  he  threatened  to  have  you  pulled  off  the  investigation,  did  he  ? 

Mr.  Sullivan.  No,  sir. 

The  Chairman.  And  you  said  you  were  going  through  with  it  just 
the  same  ? 

Mr.  Sullivan.  Yes,  sir. 

The  Chairman.  But  later  you  were  transferred  to  Nogales,  Ariz.  ? 

Mr.  Sullivan.  Right. 

The  Chairman.  And  you  did  not  proceed  with  the  investigation 
long  enough  to  ascertain  very  much  about  conditions  except  in  two  or 
three  instances  you  ascertained  that  people  had  submitted  bids  which 
they  felt  were  at  low  prices,  and  yet  they  were  not  awarded  contracts 
for  supplies ;  is  that  it  ? 

Mr.  Sullivan.  Yes,  sir. 

The  Chairman.  Do  you  know  anything  else  about  it? 

Mr.  Sullivan.  No,  sir.    I  left  and  Mr.  Jewel  took  up  the  investi- . 
gation. 

Mr.  Kelley.  Did  your  investigation  go  far  enough  to  bear  out  the 
statement  which  you  made  at  the  beginning  of  your  testimony,  that 
the  purchasing  agent,  although  he  asked  for  bids,  actually^  pa  id  no 
attention  to  them  in  the  awarding  of  contracts? 

Mr.  Sullivan.  Why,  yes.  In  addition  to  that,  while  I  interrogated 
employees  of  the  Shippmg  Board — and  this  is  one  thing  he  took  ex- 
ception to — I  found  they  had  organized  some  sort  of  little  club,  where 
they  had  solicited  advertisements  from  different  people  who  had  been 
doing  business  with  the  Shipping  Board,  and  were  going  to  sell 
tickets.  According  to  the  statements  made  by  the  employees  to  me 
while  under  interrogation,  they  were  going  to  split  up  $1,000  apiece 
from  the  receipts  of  this  affair  that  they  were  going  to  nm. 

Mr.  Kelley.  Yes;  but  the  point  I  w^anted  to  be  sure  about  was 
whether  or  not  your  investigation  went  far  enough  to  see  that  it 
was  the  general  practice  at  the  time  in  this  department,  that  although 
bids  were  obtained  they  were  not  followed  in  the  awarding  of  busi- 
ness? 

Mr.  Sullivan.  Eight. 

Mr.  E^LLEY.  And  you  checked  out  the  bids? 

Mr.  Sullivan.  I  did. 

Mr.  Kelley.  Did  you  investigate  the  responsibility  of  bidders 
enough  to  know  whether  or  not  they  might  have  been  rejected  be- 
cause of  lack  of  responsibility? 
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Mr.  SuLiLTVAN.  Yes.  Being  in  charge  of  it  I  took  care  of  the  in- 
side end  of  the  work  and  Mr.  Jewel  took  care  of  the  outside  end  of 
the  work.  In  a  number  of  instances  the  bids  that  were  received  and 
purchases  made  were  at  a  higher  rate,  much  higher  rate  than  other 
bids  that  had  been  submitted  by  other  concerns. 

Mr.  Kelley.  Other  concerns  of  equal  responsibility. 

Mr.  Sullivan.  Yes. 

Mr.  Kelley.  That  is  all  I  wish  to  ask. 

The  Chairman.  Thank  you,  Mr.  Sullivan. 

We  will  now  call  Mr.  Jewel. 

TESTIMONY  OF  HE.  MAETIN  J.  JEWEL. 

(The  witness  was  duly  sworn  by  the  chairman.) 

The  Chairman.  Your  name,  Mr.  Jewel. 

Mr.  Jewel.  Martin  J.  Jewel. 

The  Chairman.  Where  do  you  reside? 

Mr.  Jewel.  240  Manhattan  Avenue,  New  York  City. 

The  Chairman.  What  is  your  business  or  occupation? 

Mr.  Jewel.  One  of  the  special  agents,  Treasury  Department. 

The  Chairman.  How  long  have  you  been  in  the  Treasury  Depart- 
ment ? 

Mr.  Jewel.  Thirteen  years  next  March. 

The  Chairai AN.  You  have  been  subpoenaed  to  appear  before  the 
committee  with  your  records? 

Mr.  Jewel.  Yes,  sir. 

The  Chairman.  Were  you  at  one  time  assigned  to  the  work  of  in- 
vestigating conditions  here  in  New  York  pertaining  to  transactions 
of  the  Shipping  Board? 
.     Mr.  Jewel.  Yes,  sir. 

The  Chairman.  When  was  that,  Mr.  Jewel? 

Mr.  Jewel.  The  first  matter  that  came  to  my  attention  was  a  com- 
munication of  Capt.  Yates  referred  to  Mr.  McConnochie,  then  my 
chief  [producing  paper]. 

The  Chairman..  This  letter  is  dated  November  6th,  1917. 

United  Stater  Shipping  Board, 

Ncio  York.  Office,  A' .  Y, 
Mr.  J.  F.  McConnochie, 

Special  Agent  in  Charge, 

Customs  House,  New  York  City. 

My  Dear  Mr.  McConnochie:  A  man  whose  name  was  givon  as  A.  Norvlck. 
No.  56  East  One  hundred  and  fifth  Street,  New  York  City,  has  been  talking 
to  our  marine  superintendent,  Capt.  E.  P.  McCalder,  about  methods  used  in 
connection  with  repair  w^ork  of  our  ships  at  Shewan's  sliipyards.  Capt.  Mc- 
Caulder  stated  that  it  was  not  quite  clear  to  him  wiiat  Mr.  Xorviek  was  talk- 
ing about,  hut  felt  it  was  desirable  to  have  him  investigated,  as  he  rather 
gathered  from  the  conversation  that  Mr.  Norvick  was  likely  to  cause  trouble. 
We  are  very  hazy  as  to  just  what  Mr.  Norvick  is  driving  at  and  with  our 
usual  selfishness  we  are  going  to  ask  you  to  find  out  for  us. 
Very  respectfully, 

United   States   Shipping  Board, 
Charles  Yates. 

Agent,  y.  Y.  Office. 

Stamped  "  Special  agent.  New  York,  received  Nov.  7th,  1917,  No.  33,288.  tile 
No.  9,277." 

With  notations  in  ix»ncil  at  the  top,  "  V.  D-Jewel " ;  with  the  name  in  pencil* 
"Abe  Nortick " ;  with  a  notation  in  the  lower  left  hand  corner,  the  name 
"  Lieut.  N.  H.  Henshaw,  S.  S.  Wadena ; "  In  the  lower  right  hand  corner.  In 
indelible  pencil  **  Report  November  14th." 


SHIPPING  BOARD  OPERATIONS.  2525 

Wlio  actually  assigned  you  to  the  work? 

Mr.  Jewel.  Mr.  McConnochie. 

The  Chairman.  And  who  was  assigned  with  you  ? 

Mr.  Jewel.  On  this  matter  Mr.  Van  Doren. 

The  Chairman.  Were  you  just  assigned  to  this  one  particular 
matter  ? 

Mr.  Jewel.  On  this  particular  case,  at  this  time. 

The  Chairman.  Did  you  investigate  it? 

Mr.  Jewel.  I  did  sir. 

The  Chairman.  And  what  did  you  find? 

Mr.  Jewel.  I  called  on  Mr.  Nortick  and  he  told  me  a  storv  that 
was  rather  interesting,  to  the  extent  that  I  asked  him  to  come  down 
to  the  office,  so  that  we  might  take  his  testimony  and  put  it  on  record, 
which  is  here.  If  you  wish  me  to  just  give  you  the  gist  of  it  I  can 
do  so. 

The  Chairman.  Just  give  the  substance  of  it,  if  you  can,  briefly. 

Mr.  Jewel.  I  will  do  that.  Mr.  Nortick  complained  that  while 
he  was  employed  at  th6  Shewan's  yard,  he  was  being  timed  in  on 
Government  work,  and  then  promptly  pulled  off  that  work  and  put 
on  private  work  and  timed  in  again,  for  which  the  Government  nad 
been  charged  as  well  as  the  private  parties. 

The  Chairman.  You  say  "timed  in,"  Mr.  Jewel;  what  do  you 
mean  by  that? 

Mr.  Jewel.  That  he  had  reported  for  work. 

The  Chairman.  On  Government  work? 

Mr.  Jewel.  On  Government  work.  He  was  timed  inj  that  means 
that  he  was  put  on  record  by  a  number  that  he  had  reported  for 
work,  and  for  such  hours  as  he  works  he  receives  pay. 

The  Chairman.  And  after  he  had  been  timed  in  and'  reported  for 
work  he  was  taken  off  that  and  put  on  private  work? 

Mr.  Jewel.  After  a  very  short  interval  he  would  be  taken  off  the 
Government  boats  and  put  on  private  work,  where  he  would  be 
timed  in  again.  Such  time  the  private  parties  paid  for,  but  the  time 
that  had  oeen  taken  on  Government  contracts  had  never  been 
changed ;  that  remained,  including  overtime,  etc.  He  goes  into  that, 
naming  the  different  boats  on  which  he  had  worked,  and  steamers, 
etc. ;  also  the  time  and  overtime  that  had  been  charged  to  the  Gov- 
ernment that  he  had  never  worked  upon  at  all. 

He  also  stated  that  in  asking  for  supplies,  packing,  etc.,  and  re- 
pairs, he  might  ask  for  one  or  two  square  feet  of  packing  and  he 
would  receive  six.  That  would  be  charged  a^inst  the  Government 
boat.  Then  when  packings  or  parts  or  materials  were  required  for 
the  private  contracts,  the  surplus,  extra  pieces,  the  excess  would  be 
taken  off  the  Government  boats  and  used  on  the  private  contracts 
and  recharged.    That  was  the  basis  of  his  testimony. 

And  he  also  complained  of  a  condition  where  they  were  then  con- 
structing these  torpedo-boat  cases,  which  matter,  however,  was 
turned  over  to  the  Naval  Intelligence;  purely  construction  work 
that  he  thought  was  inferior,  and  we  really  had  no  jurisdiction  on 
the  investigation. 

The  Chairman.  Did  you  investigate  the  complaints  merely  to  as- 
certain whether  what  he  complained  of  was  true? 

Mr.  Jbwel.  No ;  we  did  not  go  that  far ;  Mr.  Tates  merely  wanted 
to  know  what  the  gentleman  I^ad  in  mind.    The  testimony  was  pre- 
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sented  to  Mr.  Yates  with  a  report,  which  is  also  here,  for  such  action 
as  he  might  deem  proper.    I  do  not  think  any  action  has  been  taken. 

The  Chairman.  Then,  all  you  did  in  that  matter  was  to  get  Nor- 
tick's  story — find  out  what  it  was  he  was  talking  about? 

Mr.  Jewel.  Find  out  what  it  was.  We  were  placed  in  a  peculiar 
position  in  this  matter.  Mr.  Yates  appealed  to  Mr.  McConnochie 
to  assist  him  in  selecting  such  employees  and  such  help  that  might 
stand  muster  during  this  war  period,  which  he  did,  with  the  sanc- 
tion and  from  the  orders  of  the  Treasury  Department.  The  work 
really  never  belonged  to  us  at  all,  yet  Capt.  Yates  would  come  to  us 
freely,  sometimes  off  the  records  without  a  letter,  and  simply  ask  us 
to  find  out  so-and-so.  The  report  might  have  been  made  verbally  and 
never  become  a  matter  of  record  at  all. 

The  Chaiman.  Did  you  know,  at  the  time  you  were  working,  that 
the  Shipping  Board  itself  had  a  bureau  of  plant  protection,  or  a 
bureau  of  investigation? 

Mr.  Jewel.  At  that  time  thev  did  not. 

The  Chairman.  Did  not  have  either? 

Mr.  Jewel.  No,  sir. 

The  Chairman.  What  time  was  this? 

Mr.  Jewel.  They  had  a  plant  protection  in  so  far 

The  Chairman.    No  ;  what  time  was  it  that  this  work  was  done? 

Mr.  Jewel.  Why,  this  was  right  after  the  first  of  the  war. 

The  Chairman.  In  1917? 

Mr.  Jewel.  In  1917.  As  soon  as  these  foreign  ships  were  seized, 
our  men  were  then  oh  the  vessels,  and  they  were  taken  over  by  the 
collector  of  customs,  and  then  they  were  turned  over  to  the  Ship- 
ping Board.  Well,  the  guards,  etc.,  were  checked  up  by  our  office ; 
they  were  not  hired  by  us,  but  through  us. 

The  Chairman.  So  far  as  you  know,  the  first  matter  which  you 
looked  into  was  never  further  investigated  to  ascertain  if  the  con- 
ditions alleged  to  exist  by  Mr.  Nortick  were  true  or  not  ? 

Mr.  Jewel.  No,  sir. 

The  Chairman.  Did  you  conduct  any  other  investigation,  Mr. 
Jewel? 

Mr.  Jewel.  I  did,  sir.  At  one  time  Mr.  Yates  came  into  the  office 
and  stated  that  he  had  a  man  there  that  had  made  some  purchases 
of  condensed  milk,  and  he  feared  that  the  transaction  was  not  right, 
since  the  purchase  had  been  made  through  a  house  where  he  had 
formerly  been  employed.  He  requested,  however,  in  our  investiga- 
tion^ that  we  keep  away  from  the  man  entirely,  that  he  was  a  man 
of  high-strung  temperament,  and  particularly  nervous,  and  he  feared 
that  he  might  resign  if  he  thought  he  was  being  investigated.  He 
requested  me  to  come  over  one  evening  after  hours  and  go  through 
the  papers  and  files  of  the  office  and  see  what  papers  I  might  get 
that  would  lead  to  something. 

At  that  time  it  involved  a  purchase  of  condensed  milk.  I  went 
through  it  and  casually  I  saw  that  the  Shipping  Board  had  paid  a 
great  deal  more  than  the  market  at  that  time  warranted,  and  I  re- 
ported accordingly  to  Capt.  Yates  verbally,  but  no  action  was  taken. 
Subsequently  I  understand  that  the  Government  did  accept  his 
resignation. 

The  Chairman.  But  you  do  not  know  what  the  amount  of  the. 
overcharge  was? 
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Mr.  Jewel.  I  .can  show  you  that;  yes,  sir. 

The  Chairman.  Can  you  just  state  what  the  amount  of  the  over- 
charge was,  as  you  ascertained  it? 

Mr.  Jewel.  On  June  13,  1917,  there  was  ordered  from  John  S. 
Silk  &  Sons,  on  purchase  order  No.  1530-A,  condensed  milk,  and 
evaporated  milk,  which  were  billed  under  date  of  June  14,  1917. 
Do  you  want  the  items  ? 

The  Chairman.  Well,  if  you  have  the  items  there? 

Mr.  Jewel.  I  have  them  right  here ;  yes,  sir. 

The  Chairman.  Are  there  very  many  items? 

Mr.  Jewel.  No;  there  is  just  three  items. 

The  Chairman.  All  right;  perhaps  we  might  as  well  have  the 
itehis. 

Mr.  Jewel  (reading) : 

1.000  cases  48-1  tall  V'an  Camp's  evaporated  milk  at  $6.40 $6,400 

100  cases  48-1  taU  Libby's  at  $5.50 550 

500  cas<»s  48,  14-ouiice  comlensed  milk,  $7.75 3,  875 

Total 10,825^ 

If  that  order  had  been  purchased  direct,  they  would  have  paid 
for  the  first  i,000  cases,  instead  of  $6.40,  $5.50  apiece,  which  would 
extend  to  $5,500. 

The  Chairman.  Instead  of  $6,400  ? 

Mr.  Jewell.  Yes,  sir. 

The  Chairman.  What  do  you  mean,  if  they  had  been  purchased 
direct;  from  the  manufacturer? 

Mr.  Jewel.  Why,  Van  Camp  would  have  supplied  them  for  $5.50. 

The  Chairman.  What  did  you  find  as  to  the  other  items  ? 

Mr.  Jewel.  The  100  cases  of  Libby's  at  the  same  price ;  there  was. 
no  loss  there,  but  the  condensed  milk.  Sweet  Clover,  500  cases,  should 
have  been  purchased  at  $6.90  instead  of  $7.75.  Sills's  price  was  a  net 
price,  whereas  the  other  people  would  have  given  2  per  cent  off; 
which  meant  a  loss  in  that  particular  purchase  of  $1,515. 

The  Chairman.  Did  this  purchase  include  delivery  charge  at  any 
particular  point,  and  transportation,  and  things  of  that  sort? 

Mr.  Jewel.  All  this  merchandise  was  delivered  to  the  Shipping^ 
Board  warehouse,  located  on  Pier  4,  Hoboken,  the  Army  docl^. 

The  Chairman.  That  is  the  other  side  of  the  harbor? 

Mr.  Jewel.  Yes,  sir. 

The  Chairman.  And  there  was  no  transportation  of  any  account 
included  in  this  sale?    That  was  unusual? 

Mr.  Jewel.  No. 

The  Chairman.  Which  might  have  accounted  for  the  difference 

in  price? 

Mr.  Jewel.  Only  this,  that  the  gentleman  who  succeeded  in  put- 
ting the  order  with  Sills  &  Co.  was  working  on  a  commission,  and 
he  was  at  that  time  in  the  employ  of  the  Shipping  Board. 

The  Chairman.  Who  was  that? 

Mr.  Jewel.  W.  J.  Hanna. 

The  Chairman.  Did  he  receive  a  commission  for  that  ? 

Mr.  Jewel.  The  books  of  Sills  &  Co.  show  that  he  received  one 
payment  of  $242.72,  which  represented  his  commission. 

The  Chairman.  That  he  received  that  on  this  particular  sale, 
apparently? 
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Mr.  Jewel.  That  we  can  not  prove,  for  this  reason,  and  Sills  &  Co. 
would  not  tell  us  any  more  about  it ;  in  fact,  they  did  not  expect  that 
we  would  find  out;  but  Mr. 

The  Chairman.  Was  the  date  of  this  commission  which  you 
found  on  their  books  during  his  employment  by  the  Shipping  Board  ? 

Mr.  Jewel.  Yes,  sir;  he  was  at  that  time  employed  by  the  Ship- 
ping Board.  Mr.  Kelaher,  who  was  at  that  time  Mr.  Iianna's  im- 
mediate superior,  assistant  to  Mr.  Whamond,  in  his  testimony  states 
that  Mr.  Hanna  informed  him  that  he  is  still  receiving  commissions 
from  John  S.  Sills  on  all  business  received  from  the  Shipping 
Board. 

The  Chairman.  Is  there  anything  else  that  you  looked  into,  Mr. 
Jewel  ? 

Mr.  Jewel,  The  Shipping  Board  had  a  form  on  which  they  had 
submitted  weekly  prices  for  meats.  This  represented,  or  was  put  in, 
rather,  in  the  form  of  a  bid.  As  a  matter  of  fact,  the  Shipping 
Board  in  no  purchases  c(Shfined  themselves  to  competitive  bids; 
these  papers  were  merely  submitted,  open;  they  were  not  sealed. 
There  were  evidently  no  comparisons  maae.  The  orders  were  merely 
placed  where  they  felt  they  might  do  someone  th^most  good.  On 
some  invoices  of  meats  here  that  I  picked  up  at  random — there  were 
so  many  of  them  it  was  almost  impossible  to  go  through  them  all — 
but  just  picking  some  up  at  random  I  find  that  on  one  lot  of  meat 
there  was  $52  overpaid,  another  lot,  $95  overpaid;  another  lot,  $72 
overpaid ;  another  lot,  $48  overpaid,  and  so  on.  They  would  totally 
disregard  the  lowest  bid  that  was  submitted ;  that  is  how  I  arrived 
at  my  figures,  by  making  a  comparison,  a  recapitulation,  so  to  speak, 
of  the  highest  and  lowest,  or  rather,  ivot  the  highest,  but  of  the  bid 
where  the  order  had  been  placed,  against  the  lowest  bid  received 
during  that  period,  and  these  differences  indicate  that  it  might  have 
been  purchased  for  less  money  had  they  confined  themselves  to 
awarding  contracts  on  a  competitive  bid  basis. 

The  Chairman.  Did  you  make  any  investigation  of  the  low  bidder? 

Mr.  Jewel.  Oh,  yes. 

The  Chairman.  To  ascertain  whether  they  were  responsible  par- 
ties and  could  furnish  meat  of  good  quality! 

Mr.  Jewel.  They  were  all  responsible  parties,  sir. 

The  Chairman.  Did  you  find  out  whether  any  commissions  were 
paid  in  those  instances? 

Mr.  Jewel.  We  have  not  been  able  to  do  that ;  no,  sir.  When  Mr. 
Kelaher  and  Mr.  Whamond  were  questioned  on  that,  also  the  com- 
missary man,  their  argument  at  all  times  would  be  that  they  merely 
purchased  as  they  did  because  they  felt  they  were  making  a  better 
purchase,  even  though  it  may  have  cost  a  little  more  money. 

The  Chairman.  And  that  might  have  been  so? 

Mr.  Jewel.  Well,  they  are  not  consistent,  because  at  one  time 
Swift  &  Co.  may  have  gotten  it,  another  time  Armour  may  have 
gotten  it.  Now,  both  are  equally  good ;  they  are  of  the  same  stand- 
ard, and  when  they  disregard  a  price  and  simply  place  an  order 
there  must  be  some  reason  for  it  other  than  quality  alone. 

The  Chairman:  Well,  it  might  have  been  that  one  would  have  the 
Quality  for  iinmediate  delivery,  and  the  other  one  perhaps  could  not 
deliver  it  until  the  next  day. 
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• 

Mr.  Jewel.  They  all  did  that,  sir;  they  all  had  immediate  deliv- 
eries.   That  was  the  stipulation  and  the  understanding. 

The  Chairman.  Were-the  bidders  the  packers,  Swift  and  Armour, 
or  their  agents  here? 

Mr.  Jewel.  Yes,  sir.  They  imderstood  that  in  meeting  the  steam- 
ship demands  they  might  be  called  upon  to  supply  at  very  short 
notice. 

The  Chairman.  You  say  these  overcharges  were  $52  and  $78  and 
$48,  or  along  there.  Upon  how  large  an  order  would  those  over- 
charges appear — totaling  how  much? 

Mr.  Jewel.  Why,  the  usual  supply  of  a  ship  for  a  trip.  For 
instance,  there  was^  say,  $2,417.68  for  an  item.  One  item  there  was 
no  bid  on  by  the  lowest  bidder.  Eliminating  that  item,  the  amount 
would  be  $1,999.92,  against  a  lowest  bid  of  $1,947.61. 

The  Chairman.  Well,  is  that  for  a  single  ship? 

Mr.  Jewel.  Yes,  sir;  that  is  the  supply  for  one  ship  for  one  trip. 

The  Chairman.  How  many  ships  were  operating  there  at  that 
time? 

Mr.  Jewel.  I  can  not  tell  you  offhand,  sir. 

The  Chairman.  Did  you  investigate  more  than  one  ship  ? 

Mr.  Jewel.  We  did  not  cover  the  ships  at  all. 

The  Chairman.  Just  the  bids? 

Mr.  Jewel.  We  confined  ourselves  to  the  investigation  of  the  rec- 
ords and  files  of  the  purchasing  agent. 

The  Chairman.  Did  you  investigate  anything  with  reference  to 
short  deliveries  of  quantities  ? 

Mr.  Jewel.  We  had  the  checkers  there,  and  the  checkers  had  no 
records  of  what  they  checked  at  all. 

The  Chairman.  The  Shipping  Board's  checkers? 

Mr.  Jewel.  Yes,  sir.  They  should  be  certified  and  stated  that  they 
were  there  when  the  merchandise  was  received ;  they  checked  it  up, 
and  there  was  no  discrepancy,  and  there  was  nothing  said.  But  the 
checkers  at  no  time  had  any  records  of  weights  or  quantities  or  any- 
thing that  was  actually  passed  bv  them  aboard  ship. 

The  Chairman.  When  was  this? 

Mr.  Jewel.  During  this  same  period. 

The  Chairman.  WeW^  about  wnen;  1917? 

Mr.  Jewel.  1917  and  1918 ;  the  early  part  of  1918. 

The  Chairman.  Did  you  find  anything  with  reference  to  poor 
quality? 

Mr.  Jewel.  Well,  we  did  not  go  into  that.  They  had  a  meat  in- 
spector there  whose  duty  it  was  to  inspect  meats — in  fact,  ride  with  it. 

The  Chairman.  Did  you  find  his  reports  ? 

Mr.  Jewel.  But  all  he  had  was  purely  a  mental  report  of  what 
he  did. 

The  Chairman.  What  other  matter  did  you  look  into  ? 

Mr.  Jewel.  We  covered  the  matter  of  packings. 

The  Chairman.  Engine-room  supplies? 

Mr.  Jewel.  Engine-room  supplies,  which  seemed  to  be  purchased 
promiscuoushr,  at  random,  probably  thipugh  concerns  that  had  noth- 
ing but  an  office  or  a  desk — not  even  an  office. 

The  Chairman.  What  is  that  ? 

Mr.  Jewel.  Just  a  plain  desk ;  desk  room. 
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The  Chairman.  From  concerns  that  had  no  office  ? 

Mr.  Jewel.  No  factory,  no  plant,  no  stock,  or  nothing;  purely  an 
office. 

The  Chairman.  Well,  selling  agents,  you  mean  ? 

Mr.  Jewel.  Well,  these  men  would  secure  orders  as  they  would 
go  along,  and  would  place  these  orders,  or  have  the  conditions  met 
to  supply  the  board.  Now,  that  same  merchandise  could  have  been 
purchased  for  less  by  buying  direct,  but  many  of  the  manufacturers 
were  never  entertained  on  these  bids. 

The  Chairman.  Never  entertained  ? 

Mr.  Jewel.  No,  sir.  They  entertained  them  this  way,  on  their 
bids 

The  Chairman.  What  do  you  mean  by  "  entertained  " ;  considered! 

Mr.  Jewel.  Considered ;  yes,  sir. 

The  Chairman.  You  say  they  did  not  have  an  opportunity  to  bid  ? 

Mr.  Jewel.  They  did  bid;  yes;  and  they  bid  at  probably  lower 
prices  than  the  board  was  paying,  but  their  proposition  was  totally 
disregarded  and  the  orders  were  placed  with  men  who  had  the  con- 
nection or  association  with  members>of  the  board. 

The  Chairman.  These  men  who  just  had  an  office? 

Mr.  Jewel.  Yes,  sir. 

The  Chairman.  When  you  say  they  had  connections  with  the 
board,  what  connections  do  you  refer  to  ? 

Mr.  Jewel.  Why,  they  might  be  purely  sociable,  but  through  long 
acquaintance  from  their  association  prior  to  probably  the  gentlemen^ 
connection  with  the  board. 

The  Chairman.  Did  these  gentlemen  have  an  office  before  these 
transactions,  or  was  the  office  established  just  for  the  purpose  of 
securing  this  business? 

Mr.  Jew^el.  Well,  now,  that  is  hard  for  me  to  say  just  offliand. 
This  one  man  particularly  had  been  in  the  business,  but  operating 
just  along  these  lines.   He  would  purchase  what  he  required. 

Along  this  line,  it  appears  that  the  man  who  can  do  the  most 
business  with  the  steamship  people  on  supplies  is  the  man  that  will 
entertain  the  steward  or  whoever  is  in  charge  of  the  department  it 
may  fall  in,  the  machinist  or  whatever  it  may  be,  by  being  a  good 
fellow,  by  giving  him  outright  money,  or  by  entertaining  him 
socially. 

The  Chairman.  Did  you  find  any  instances  of  that? 

Mr.  Jew^el.  Well,  that  is  the  usual  condition;  there  are  no  bones 
made  about  it. 

The  Chairman.  Did  you  find  any  instance 

Mr.  Jewel.  Yes,  sir. 

The  Chairman.  Of  commissions  or  gifts  of  money? 

Mr.  Jewel.  Well,  only  in  so  far  that  it  has  been  intimated  it  has 
been  accepted  generally  as  a  condition,  from  the  concessions  of  one  of 
the  men  who  actually  refused  to  give  up  any  more  to  get  business. 
That  is  why  he  could  not  get  some  of  the  business  of  the  board. 

The  Chairman.  Because  he  would  not  pay  any  commissions  or 
make  any  presents  ? 

Mr.  Jewel.  He  would  not  pay  commissions  or  make  any  presents. 
He  stated,  "  I  have  been  paying  all  my  life.  I  am  honest  now."  The 
testimony  on  that  may  interest  jrou  gentlemen. 

The  Chairman.  Who  was  this  party? 
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Mr.  Jewel.  I  will  try  to  dig  that  out.  That  is  Mr.  Harry  N.  Ben- 
nett. He  charges  discrimination  on  the  part  of  the  Shipping  Board 
in  connection  with  placing  of  orders  for  boiler  compounds. 

The  Chairman.  Was  he  representing  some  firm  manufacturing  or 
dealing  in  boiler  compounds,  or  was  he  just  one  of  these  men  who  had 
an  office  to  secure  this  business  ? 

Mr.  Jewel.  No;  he  had  a  plant  and  bona  fide  business.  I  will 
just  refresh  myself  on  this,  if  you  do  not  mind ;  the  whole  gist  of  it  is 
just  in  a  few  words  [examining  record].  He  claimed  that  he  could 
supply  the  Shipping  Board  with  a  boiler  compound  identical  with 
what  they  were  using  for  5  cents  a  pound  less.  His  proposition  could 
not,  however,  be  considered  on  account  of  the  chief  engineer,  Mr. 
Scott. 

The  Chairman.  Of  what  ship? 

Mr.  Jewel.  This  is  the  engineer  to  the  board.  He  would  not  O.  K. 
the  orders  for  this  compound,  even  where  it  was  particularly  speci- 
fied by  the  engineer  of  a  vessel. 

The  Chairman.  Mr.  Jewel,  we  have  had  testimony  that  during 
the  operation  of  ships  by  the  Shipping  Board  from  this  port,  it  has 
been  the  practice  of  dealers  in  supplies  and  materials,  and  persons 
doing  repairs,  to  make  presents  of  money  or  pay  commissions  to 
officers  of  various  ships,  ajid  that  that  practice  was  not  confined  to 
Shipping  Board  ships  but  prevailed  in  shipping  circles  generally, 
and  had  extended  over  a  long  period  of  years ;  that  it  had  come  to  be 
a  well-established  practice.  As  a  result  of  the  inquiries  and  investi- 
gations you  made,  can  you  say  whether  or  not  you  found  that  to 
be  so? 

Mr.  Jewel.  Well,  morally  I  am  satisfied  that  that  condition  is  so, 
but  there  is  no  way  of  proving  it. 

The  Chairman.  You  found  instances  with  respect  to  Shipping 
Board  ships  where  that  occurred? 

Mr.  Jewel.  Oh,  yes ;  but  I 

The  Chairman.  And  received  admissions  from  people? 

Mr.  Jewel.  We  can  not  definitely  establish  that  fact,  because  a  man 
who  is  accepting  money  will  not  admit  it,  when  it  is  to  be  made  a 
matter  of  record,  and  the  man  who  is  giving  it  certainly  will  not 
either. 

The  Chairiman.  But  you  found  one  instance  where  it  appeared 
upon  the  books  of  the  concern  furnishing  the  supplies  that  a. certain 
amount  of  money  had  been  charged  as  a  commission  to  a  Shipping 
Board  officer? 

Mr.  Jewel.  No.  Mr.  Bennett  in  his  testimony  states  that  he  had 
been  paying  all  his  life  to  get  business.  A  little  difficulty  that  he  got 
into;  his  firm  used  to  give  him  an  amount  of  money,  a  fund  for  that 
purpose.  Mr.  Bennett,  instead  of  using  the  fund  for  that  purpose, 
placed  it  on  some  slow  horses.  The  result  was  that  he  could  not  pay 
these  men  for  their  business;  the  house  did  not  get  the  business,  so 
Mr.  Bennett  lost  his  job.  Then  Mr.  Bennett  decided  that  it  was  best 
for  him  to  be  honest  and  not  try  to  buy  business,  but  sell  his  mer- 
chandise at  the  best  market  price,  as  other  legitimate  bona  fide  busi- 
ness houses  did. 

The  Chairman.  How  about  the  Sills  case ;  you  found  an  entry  on 
the  books  there,  did  you  not? 

Mr.  Jewel.  Yes,  sir. 
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The  Chairman.  Where  the  commission  had  been  entered  on  their 
books  ? 

Mr.  Jewel.  That  absolutely  speaks  for  itself. 

Mr.  Kelley.  Mr.  Chairman,  as  I  recollect  in  that  case,  the  money 
was  not  paid  to  the  purchasing  agent  of  the  Shipping  Board  but  to 
somebody  else. 

Mr.  Jewel..  Well,  at  that  particular  time  the  money  was  paid  to  the 
man  who  happened  to  place  that  order.  Now,  by  what  authority  he 
placed  that  order  we  have  never  been  able  to  establish.  He  was  not 
the  purchasing  agent,  yet  he  succeeded 

The  Chairman.  But  he  was  the  man  who  placed  the  order  for 
these  goods? 

Mr.  Jewel.  Yes,  sir. 

The  Chairman.  He  was  in  the  purchasing  agent's  department,  was 
he  not? 

Mr.  Jewi:l.  No;  he  was  not  even  in  that  department  How  he 
succeeded  in  putting  an  order  through,  having  it  executed,  paid  for, 
and  everything,  nobody  could  explain  at  all. 

The  Chairman.  Have  you  found  any  other  instances  like  that  ? 

Mr.  Jewel.  No  ;  that  is  the  only  glaring  one  we  found  there.  On 
this  investigation  we  merely  scratched  the  surface,  because  we  were 
disturbed  and  interrupted.  Mr.  Sullivan  was  taken  away,  and  I 
had  orders  to  be  sent  back  to  my  quarters,  and  that  was  finally 
stretched  and  detained  until  we  finally  got  orders  to  discontinue  all 
investigation  for  the  Shipping  Board ;  that  the  board  would  conduct 
their  own  bureau  for  this  purpose. 

The  Chairman.  Did  you  have  any  difficulty  or  controversy  with 
Mr.  Whamond  during  tKe  investigation  you  made? 

Mr.  Jewel.  There  is  only  one  way  I  can  describe  it :  Mr.  Whamond 
went  off  the  handle,  absolutely  lost  his  head,  and  at  times  was  inclined 
to  be  quick,  and  with  Mr.  Sullivan  very  abusive. 

The  Chairman.  Were  you  there  when  he  had  this  controversy  with 
Sullivan? 

Mr.  Jewel.  Yes,  sir. 

The  Chairman.  And  heard  the  language  used?  ^ 

Mr.  Jewel.  Heard  the  language ;  saw  the  whole  thing. 

The  Chairman.  And  was  there  any  effort  made,  that  you  could  see, 
on  the  part  of  any  of  the  Shipping  Board  officials  or  employees  to  hin- 
der the  inquiry  that  you  were  making? 

Mr.  Jewel.  No  ;  they  did  not  hinder  us,  but  they  did  not  particu- 
larly offer  to  help  us. "  At  times  they  were  reluctant  to  freely 

The  Chairman.  Would  not  cooperate? 

Mr.  Jewel.  Exactly.  They  would  not  give  us  the  papers  thai  we 
wanted,  excepting  we  went  through  their  files  and  dug  them  up  our- 
selves. As  a  matter  of  fact  I  might  say  this,  in  justice  to  the  inno- 
cent people  on  the  board,  that  their  system  was  so  poor  that  I  doubt 
very  much  whether  they  themselves  could  find  some  of  the  papers 
if  they  wanted  them  without  going  through  a  whole  lot  of  files. 

The  Chairman.  Is  there  any  other  matter  that  you  investigated, 
Mr.  Jewel? 

Mr.  Jewel.  We  investigated  the  warehouse  or  storeroom.  Wc 
found  conditions  there  most  deplorable.  At  no  time  had  inventory 
been  taken,  and  there  was  absolutely  no  way  of  checking  up  as  to 
whether  merchandise  had  been  properly  <iispensed  or  requisitioned. 
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or  whether  merchandise  had  been  stolen  or  given  away.  There  was 
no  means  at  all  of  checking  up. 

The  Chairman.  Could  you  give  us  any  idea  as  to  the  quantity  or 
value  of  the  material  in  that  warehouse? 

Mr.  Jewel.  Well,  I  can  not. . 

The  Chairman.  Was  it  a  large  warehouse,  or  just  a  shed? 

Mr.  Jewel.  Oh,  no ;  very  large.  They  carried  an  enormous  quan- 
tity of  merchandise  of  all  kinds,  so  much  that  they  supplied  some 
of  the  Army  vessels,  transports,  etc.,  with  all  that  they  required, 
which  was  in  turn  credited  to  the  board. 

In  doing  all  this,  however,  there  were  no  real  records  kept  that 
could  be  checked  up  by  an  outsider  at  any  time.  The  man  who  had 
charge  of  the  warehouse  would  make  his  record  for  warehouse  pur- 
poses, and  then  send  a  duplicate  to  the  New  York  office.  The  New 
York  office  would  be  guided  by  what  these  guards  stated.  The  New 
York  office  had  no  absolute  way  of  checking  up  at  all. 

The  Chairman.  So  the  purchasing  department  at  New  York,  re- 
ceiving bills  for  goods  or  materials  purchased,  had  no  way  of  ascer- 
taining whether  those  goods  were  actually  received  and  delivered  at 
the  warehouse? 

Mr.  Jewel.  Not  at  all. 

The  Chairman.  And  did  the  man  at  the  warehouse  have  any  way 
of  ascertaining  whether  the  goods  received  were  the  correct  quantity 
that  had  been  ordered  by  the  purchasing  department  ? 

Mr.  Jewel.  No  ;  the  man  at  the  warehouse  would  be  guided  by  aix 
invoice  entirely ;  from  his  invoices  he  made  his  records. 

The  Chairman.  That  is,  the  invoice  sent  by  the  seller  ? 

Mr.  Jewel.  Sent  by  the  shipper  to  the  board. 

The  Chairman.  The  person  who  was  supplving  the  material? 

Mr.  Jewel.  Yes,  sir.  The  checker's  records  he  never  saw  at  all. 
As  a  matter  of  fact,  the  checker  never  had  any  records  to  show. 
Whether  the  merchandise  had  been  fully  received  or  not  I  do  not 
think  was  ever  discovered. 

The  Chairman.  And  whether  it  was  the  quality  or  the  particular 
brand  ordered. 

Mr.  Jewel.  Very  often  it  occurred  that  they  would  bill  one  brand 
and  ship  another. 

The  Chairman.  You  found  instances  of  that?  * 

Mr.  JE^vEL.  Yes,  sir;  and  no  Question  was  raised.  I  suggested 
inaugurating  or  starting  the  warenouse  with  a  system  which  would 
enable  them  to  check  up  accurately. 

The  Chairman.  Was  it  done  while  you  were  there  ? 

Mr.  Jewel.  That  was  very  strongly  opposed  by  Mr.  Whamond; 
he  did  not  propose  to  have  anybody  teJl  him  how  to  run  his  business. 

The  Chairman.  Do  you  know  whether  or  not  at  this  warehouse 
there  was  always  a  sufficient  supply  to  stock  ships  in  an  emergency  ?  * 

Mr.  Jewel.  On  some  items  they  always  had  plenty.  On  others 
they  were  competed  to  buy  as  they  needed. 

The  Chairman.  Did  you  in  your  investigation  find  instanceiE^ 
where  orders  were  delayed  or  held  up,  and  then  placed  at  higher 
prices,  on  the  ground  that  they  were  emergency  orders  and  there  nad 
to  be  quick  delivery? 

Mr.  Jewel.  No  ;  I  do  not  recall  that. 
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The  Chairman.  Is  there  any  other  matter  that  you  investigated' 
while  you  were  on  this  work?  ^ 

Mr.  Jewel.  Excepting  the  personnel. 

The  Chairman.  What  did  you  find  as  to  the  personnel. 

Mr.  Jewel.  Why,  almost  entirely  the  personnel  of  the  purchasing 
agent's  office  were  only  such  that  were  closely  related  to  him  through 
friendship  or  through  some  friend's  friend,  and  outsiders  were  never 
appointed.     In  other  words,  h^  made  that  a  very  close  corporation. 

The  Chairman.  Who  did? 

Mr.  Jewel.  Mr.  Whamond. 

The  Chairman.  Did  he  make  the  appointments? 

Mr.  Jewel.  Yes,  sir. 

The  Chairman.  How  many  did  he  have  on  his  force,  about  how 
many? 

Mr.  Jewell.  Oh,  about  20 ;  20,  possibly  25. 

The  Chair^ian.  And  were  these  the  men  that  formed  this  club; 
did  you  testify  about  that? 

Mr.  Jewel.  No;  Mr.  Sullivan  did,  I  guess. 

The  Chairman.  Do  you  know  about  that? 

Mr.  Jewel.  Yes. 

The  Chairman.  Some  little  club  they  formed ;  were  these  the  men 
that  formed  it? 

Mr.  Jewel.  They  helped  in  that  office.  They  formed  this  social 
club,  and  they  were  to  run  off  a  dance,  and  they  brought  out  the 
usual  catiwloj^e  and  solicited  ads.  from  the  people  that  supplied 
the  board.  The  testimony  shows  that  they  received  all  the  way  from 
$5  to  $60  from  the  various  people  for  the  inserts  or  ads. 

The  Chairman.  That  is,  these  employees  in  the  purchasing  agent's 
office  formed  a  club  and  held  a  dance  and  solicited  advertisements 
to  be  put  in  the  dance  program  from  the  persons  who  were  furnish- 
ing supplies  or  bidding  upon  goods,  submitting  their  bids  to  these 
offices  ? 

Mr.  Jewel.  That  is  correct. 

The  Chairman.  And  that  they  received  from  these  dealers,  for 
these  advertisements,  sums  varying  from  $5  to  $50  ? 

Mr.  Jewel.  That  is  right. 

The  Chairman.  Did  you  go  any  further  with  that  inquiry  and  find 
out  how  much  was  actually  received  ? 

Mr.  Jewel.  Yes ;  they  showed  us  at  the  time  how  much  money  had 
been  actually  received,  and  I  believe  when  this  investigation  brought 
the  facts  forth  they  were  instructed  to  return  these  moneys. 

The  Chairman.  Was  it  returned,  do  you  know  ? 

Mr.  Jewel.  That  we  do  not  know.    We  never  went  that  far. 

The  Chairman.  How  much,  if  you  remember,  was  received? 

Mr.  Jewel.  They  had  not  collected  a  great  deal  when  we  started; 
in  fact,  the  amount  they  had  collected  was  very  small. 

The  Chairman.  Had  the  dance  been  held  ? 

Mr.  Jewel.  No,  sir. 

The  Chairman.  So  you  think  that  is  one  matter  that  the  investiga- 
tion held  up  ? 

Mr.  Jewel.  Oh,  yes;  we  killed  that.  It  stopped  the  dance,  and 
practically  nullified  everything. 

The  Chairman.  To  whom  aid  you  make  your  report  ? 

Mr.  Jewel,  To  Capt.  Yates. 
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The  Chairman.  And  do  you  know  what  was  done  as  a  result  of 
the  report? 

Mr.  Jewel.  No,  sir;  excepting  I  do  know  this,  that  they  issued  a 
circular  letter  to  the  parties  from  whom  they  were  purchasing, 
dwelling  on  this  condition  and  directing  them  not  to  contribute  or 
offer  any  funds  for  such  purposes.  I  have  a  copy  of  that,  if  you 
would  like  to  see  it,  but  not  with  me. 

The  Chairman.  Did  you  make  any  investigation  as  to  the  coffee 
purchases  ? 

.  Mr.  Jewel.  Yes,  sir;  in  this  way:  That  investigation  had  to  be 
very  limited,  because  nobody  knew  anything  about  it  but  Mr.  AVha- 
mond,  and  he  would  not  tell  us  anythmg.  All  this  coffee  was  pur- 
chased from  a  plantation  in  Porto  Rico.  They^  paid  19  cents  a 
pound — no,  they  paid — or  he  states,  rather,  that  it  cost  him  19  cents 
a  pound  at  that  time,  here.  At  that  time  coffee  could  haye  been 
purchased  for  around  that  figure  or  less,  on  a  competitive  basis,  but 
which  Mr.  Whamond  said  that  the  Porto  Kican  Line  had  been  using 
that  coffee  entirely  for  years.  He,  knowing  it  to  be  good  coffee,  was 
satisfied  that  he  could  not  do  any  better  if  he  went  out  in  the  open 
market.  He  said  he  might  get  it  for  a  little  less,  but  he  would  not 
take  a  chance  on  the  quality. 

The  Chairman.  Well,  there  was  nothing  criticise  about  that,  was 
there  ? 

Mr.  Jewel.  Xo. 

The  Chairman.  If  that  was  the  fact? 

Mr.  Jewel.  Well,  is  Mr.  Whamond  in  a  position  to  judge  coffee 
without  trying  it  ? 

The  Chairman.  Well,  did  he  not  try  it? 

Mr.  Jewel.  No,  sir;  never  went  tnat  far;  never  considered  or 
entertained  anybody's  bid  at  all  on  coffee. 

The  Chairman.  Never  sought  bids  ? 

Mr.  Jewel.  Insisted  upon  getting  his  own  coffee  right  down  there. 
The  Porto  Rican  boats  run  right  down  through  that  section. 

The  Chairman.  That  is  the  line  with  which  he  was  connected? 

Mr.  Jewel.  That  is  the  line  with  which  he  was  connected. 

The  Chairman.  Did  you  examine  the  books  of  the  Porto  Rican 
line  at  all? 

Mr.  Jewel.  Only  pertaining  to  Mr.  AVhamond's  salary.  It  ap- 
pears that  while  he  was  on  the  pay  roll  of  the  Shipping  Board  he 
was  still  being  paid  by  the  Porto  Rican  steamship  line. 

The  Chairman.  Do  you  know  whether  he  was  rendering  them  any 
service  for  it  ? 

Mr.  Jewel.  He  did.  He  used  to  report  at  their  pier  in  Brooklyn 
about  9  every  morning,  8.30  or  9,  and  he  would  spend  an  hour  there 
to  take  care  of  things,  and  then  go  to  the  Shipping  Board. 

The  Chairman.  That  was  not  anything  unusual,  was  it,  during 
the  early  days  of  the  war,  when  they  called  men  from  various  busi- 
nesses, to  put  in  part  of  their  time  with  their  own  business  and 
give  the  rest  of  their  time  to  the  Government. 

Mr.  Jewel.  If  you  want  to  look  at  it  that  way,  no. 

The  Chairman.  I  say  it  was  not  unusual  at  that  time? 

Mr.  Jewel.  No;  but  on  the  other  hand,  he  being  a  Government 
employee,  was  he  justified  in  also  holding  another  position  with 
another  firm  ? 
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The  Chairman.  That  is  the  question  that  you  raise  ? 

Mr.  Jewel.  Yes,  sir. 

The  Chairman.  Now,  what  did  he  receive  for  those  Saturday 
afternoon  services? 

Mr.  Jewel.  No;  this  was  not.only  Saturday  afternoon;  this  was 
every  day. 

The  Chairman.  Every  day  ? 

Mr.  Jewel.  Every  morning  and  every  evening.  He  received  his 
usual  salary  of,  I  thiiik,  $55  a  week.  At  the  end  of  the  year  he  also 
received  a  bonus  equal  to  a  year's  salary,  and  he  received  during 
that  period  $6,000  from  the  Shipping  Board. 

The  Chairman.  $6,000  a  year? 

Mr.  Jewel.  Yes,  sir. 
*  The  Chairman.  Of  course,  a  great  many  men  were  taken  from 
their  own  concerns  or  left  good  positions  with  other  companies  dur- 
ing the  war  to  accept  Government  positions,  and  it  was  customary, 
was  it  not,  for  private  concerns,  in  order  to  maintain  their  organiza- 
tions, to  keep  these  men  upon  their  pay  rolls,  some  at  reducea  salary 
and  some  at  the  regular  salary,  even  though  they  were  receiving  a 
salary  from  the  Government;  and  the  only  question  you  raise  is 
whether  that  was  a  proper  thing  to  prevent? 

Mr.  Jewel.  Yes,  sir. 
.  The  Chairman.  Do  you  know  whether  his  services,  which  he  ren- 
dered the  Porto  Rican,  in  any  way  conflicted  or  interfered  with -his 
duties  as  a  Shipping  Board  official?  Did  they  cross  in  any  wajr? 
Did  he  have  dealings  with  the  Porto  Rican  company  in  his  official 
capacity  on  the  Shipping  Board  ? 

Mr.  Jewel.  No  ;  I  can  not  say  he  did.    Not  to  my  knowledge. 

The  Chairman.  Were  there  any  other  prectices  which  you  inves- 
tigated?   Did  you  look  into  the  coal  situation? 

Mr.  Jewel.  I  did  look  into  the  coal  situation.  He  bought  all  his 
coal  from  Berwind-White.  It  seems  that  Berwind,  of  Berwind- 
White,  is  also  one  of  the  large  stockholders  of  the  New  York  & 
Porto  Rican  Steamship  Co.,  and  also  of  this  company.  In  fact,  one 
is  controlled  by  the  other.  But  in  the  face  of  all  that,  while  there 
were  many  unusual  charges,  yet  as  a  total  they  did  not  appear  to  ex- 
ceed what  the  usual  market  price  was  during  these  periods.  There 
is  really  nothing  there  on  the  face  of  it  that  would  indicate  any 
overpayments. 

The  Chairman.  Were  there  any  short  deliveries  of  coal  or  poor 
quality  of  coal? 

Mr.  Jewel.  That  we  could  not  touch  on.  How  the  coal  was  de- 
livered or  how  received  can  only  be  established  by  a  check. 

The  Chairman.  And  there  was  not  a  sufficient  checking  system 
there  to  ascertain  that  ? 

Mr.  Jewel.  There  was  not  any  check  system  at  all. 

The  Chairman.  But  according  to  the  figures  on  the  books  the  con- 
cern got  coal  at  the  prevailing  prices,  and  apparently  it  was  of  gt)od 
quality  and  apparently  the  quantity  paid  for  was  delivered? 

Mr.  Jewel.  If  they  had  delivered  the  full  quantity,  the  quality 
and  the  price  appeared  regular. 

The  Chairman.  Well,  there  was  nothing  on  the  books  to  show  that 
they  did  not  deliver  the  quantity? 


SHIPPING  BOABD  OPERATIONS.  2-537 

Mr.  Jewel.  There  was  nothing  on  the  books  to  show  that  they  had 
been  short  diipped. 

The  Chairman.  Was  there  anything  else  you  looked  into  ? 

Mr.  Jewel.  No;  there  is  nothing  I  can  recall  just  offhand. 

The  Chairman.  Well,  when  you  int<5rviewed  these  people  and  took 
their  statement,  was  it  made  under  oath  ? 

Mr.  Jewel.  It  was  made  under  oath. 

The  Chairman.  Have  vou  any  questions,  Mr.  Kelley? 

Mr.  Kelley.  I  judge  irom  what  you  have  said  that  some  staple 
articles  which  would  be  required  by  the  Government  in  enormous 
quantities,  like  bacon,  were  supplied  on  a  rather  hand-to-mouth 
policy ;  that  is,  from  day  to  day  ? 

Mr.  Jewel.  Yes,  sir.  At  that  time  I  suggested  that  a  refrigerat- 
ing plant  be  installed  on  these  piers  for  ]ust  that  purpose.  That 
would  enable  them  to  purchase  their  meats  in  quantities  and  take 
proper  care  of  them. 

Mr.  Kelley.  Could  not  the  Government  make  arrangements  with 
these  large  packers  for  refrigerating,  so  that  they  would  not  have  to 
go  out  in  the  retail  market  and  buy  meat? 

Mr.  Jewel.  Oh,  they  practically  confined  themselves  to  the  big. 
packers  at  times.  Very  often  they  would  place  their  orders  with  the 
ship-supply  people. 

Mr.  Keli/ey.  It  is  not  customary,  is  it,  for  the  Government  to  buy 
articles  on  the  daily  market?  Do  they  not,  as  a  rule,  have  a  con- 
tract running  over  months  at  a  time? 

Mr.  Jewel.  Surely. 

Mr.  Kelley.  Has  not  the  Shipping  Board  pursued  that  policy? 

Mr.  Jewel.  No. 

Mr.  Kelley.  Is  the  Shipping  Board  now  buying  meat  on  the 
market  from  anvbodv  they  can  pick  it  up  from? 

Mr.  Jewel.  That  I  do  not  know.  I  have  not  been  near  the  Ship- 
ping Board  since  I  stopped.  I  rather  imagine,  though,  that  they  are 
doing  just  what  they  were  doing  here. 

Mr.  Kelley.  And  buying  coal  wherever  they  can  pick  up  a  few 
tons  of  coal  ? 

Mr.  Jewel.  When  they  need  to  supply  a  vessel  they  will  buy  it 
for  that  vessel  ? 

Mr.  Kelley.  It  hardly  seems  possible  that  you  are  right  about  that, 
Mr.  Jewel.    Are  you  sure  you  are  right? 

Mr.  Jewel.  Well,  with  packing  and  merchandise  of  that  character 
they  only  bought  such  quantities  as  were  required  for  a  vessel.  At 
that  time  it  was  suggested  that  they  follow  the  Navy  Department's 
procedure  about  purchasing,  but  that  did  not  seem  to  appeal  to  them. 

Mr.  Kelley.  The  Navy  Department  ma,kes  contracts  for  a  year 
for  all  these  staples  ? 

Mr.  Jewel.  Cfertainly. 

Mr.  Kelijjiy.  And  has  no  trouble  about  getting  its  supplies 
promptly  ? 

Mr.  Jewel.  Not  at  all ;  and  in  many  instances  probably  gets  a  fair 
superior  article.  In  purchasing  for  the  Navy  Department  they  must 
meet  specifications,  whereas  this  is  just  an  open  method,  buying  any- 
thing that  is  handy. 

Mr.  Kelley.  With  no  proper  inspection? 
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Mr.  Jewel.  No  inspection,  nothing  at  all. 

Mr.  Kelley«  Nothing  to  show  whether  the  quantity  ordered,  or 
the  quality,  is  supplied? 

Mr.  Jewel.  I  suppose  it  is,  but  they  may  have  an  alibi  on  that ;  you 
can  not  prove  it. 

Mr.  Kelley.  From  the  records  vou  can  not  tell  whether  the  coal 
that  was  invoiced  had  actually  been  delivered? 

Mr.  Jewel.  The  engineer  would  check  it  up  and  certify  to  the  fact 
that  the  coal  had  been  delivered,  but  there  is  no  way  of  determining 
definitely  whether  the  actual  quantity  had  been  delivered.  AVTiat  they 
do  with  coal  is  this :  The  bunker  is  marked,  and  a  certain  elevation 
or  a  certain  level  so  wide  and  so  square  will  mean  so  many  tons.  But 
very  often  the  coal  is  dumped  into  bunkers  where  there  is  some  coal 
still  remaining. 

Mr.  Kelley.  And  from  your  investigations  j'^ou  found  that  the 
warehouses  had  no  books  which  ,would  show  when  articles  were  with- 
drawn and  what  quantities  were  remaining  in  the  store? 

Mr.  Jewel.  They  have  records,  yes,  sir;  but  they  don't  mean  a 
thing. 

Mr.  Kelley.  That  is  what  I  mean ;  they  have  no  proper  records  ? 

Mr.  Jewel.  No  proper  records  at  all.  They  attempt  to  keep  a 
record  of  what  they  receiA^e  and  what  they  send  out,  but  there  is  no 
way  of  checking  up. 

Mr.  Kelley.  Sometimes  invoice  is  partly  delivered  to  the  ship  and 
partly  to  the  warehouse.  How  did  they  make  a  record  of  the  amounts 
delivered  to  the  warehouse  ? 

Mr.  Jewel.  I  don't  know. 

Mr.  Kelley.  Take  other  staples,  like  beans  and  flour,  which  are 
supplied  to  ships  in  great  quantities.  Do  they  buy  that  kind  of 
material  out  in  the  local  market? 

Mr.  JeweIv.  Flour  they  made  a  contract  for  at  one  time.  They 
did  have  considerable  on  hand,  but  they  would  permit  themselves  to 
run  out. 

Mr.  Kelley.  They  would  run  out  of  a  staple  like  flour  ? 

Mr.  Jewel.  Of  a  staple ;  yes,  sir. 

Mr.  Kelley.  And  beans? 

Mr.  Jewel.  Beans,  and  even  cereals — ordinary  stuff  that  is  used 
continually  all  the  time,  every  day. 

Mr.  Kelley.  Of  course,  if  they  had  no  proper  invoice  of  what 
they  had  on  hand,  they  naturally  would  run  out? 

Mr.  Jewel.  Probably  that  is  how  it  occurred.  The  New  York 
office  was  never  in  a  position  to  know  what  actually  was  on  hand. 

Mr.  Kelley.  When  were  your  last  investigations  made? 

Mr.  Jewel.  I  reported  on  that  May  9,  1918. 

Mr.  Kelley.  That  is  the  last  you  investigated? 

Mr.  Jewel.  Yes,  sir. 

The  Chairman.  You  do  not  know  now  what  the  practice  is  in  the 
purchase  of  supplies? 

Mr.  Jewel.  No,  sir. 

The  Chairman.  Did  you  have  occasion  to  make  any  inquiry  or 
investigation  as  to  the  story  of  furnishings  or  equipm^it  taken  off 
the  German  liners? 

Mr.  '^EWEL.  No,  sir. 
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The  Chairman.  Or  silverware? 

Mr.  Jewel.  No,  sir. 

The  Chairman.  That  is  all,  Mr.  Jewel.    Thank  you. 

TESTIMONY  OF  CAPT.  OSCAE  0.  W.  PARKEE. 

The  witness  was  duly  sworn  by  the  chairman. 

The  Chairman.  Will  you  state  your  name,  please? 

Mr.  Parker.  I  si^  it  Oscar  O.  W.  Parker. 

The  Chairman.  You  are  cotinected  with  the  Shipping  Board? 

Mr.  Parker.  Yes,  sir. 

The  Chairman.  In  what  capacity? 

Mr.  Parker.  I  am  now  acting  port  superintendent  for  the  port  of 
New  York. 

The  Chairman.  How  long  have  you  held  that  position  ? 

Mr.  Parker.  Since  the  1st  of  October. 

The  Chairman.  And  were  you  connected  with  them  before  that? 

Mr.  Parker.  I  have  been  connected  with  them  since  1917,  in 
June. 

The  Chairman.  In  what  capacity? 

Mr.  Parker.  Master  of  the  transport  Iroquois^  now^  known  as  the 
Freedom.  I  was  taken  out  of  that  ship  in  May,  1918,  as  chair- 
man of  the  board  of  inspection  of  the  port  of  New  York ;  remained 
in  that  position  until  February,  1919,  when  I  was  appointed  port 
captain,  and  have  remained  there  until  October  1  of  this  year. 

The  Chairman.  In  what  division  of  the  Shipping  Board  are  you? 

Mr.  Parker.  Division  of  operations. 

The  Chairman.  To  whom  do  you  report  directly? 

Mr.  Parker.  Mr.  George  W.  Sterling. 

The  Chairman.  And  who  is  he  ? 

Mr.  Parker.  He  is  assistant  director  of  the  port  of  New  York  of 
the  Shipping  Board. 

The  Chairman.  Assistant  director  of  operations,  or  assistant  di- 
rector of 

Mr.  Parker.  Of  the  whole  shooting  match  at  New  York. 

The  Chairman.  And  do  you  know  to  whom  he  reports  in  Wash- 
ington? 

Mr.  Parker.  To  the  board,  I  think.  I  amjpot  sure,  but  I  think 
that  he  reports  to  Capt.  Foley  at  the  present  time. 

The  Chairman.  Have  you  seen  a  copy  of  the  report  of  the  inves- 
tigation made  by  the  investigators  for  this  committee,  Captain? 

Mr.  Parker.  Not  the  pamphlet.  Any  knowledge  that  I  have 
of  that  is  from  the  papers. 

The  Chairman.  Various  matters  are  covered  here,  about  which 
we  wish  to  inquire  of  you,  and  if  you  prefer,  the  committee  would 
be  very  glad  to  furnish  you  with  a  copy  of  the  report  for  you  to 
study,  you  to  make  such  annotations  as  you  desire  in  the  margin, 
so  that  we  can  call  you  at  a  later  session  and  examine  you  as  to  them. 
Are  you  willing  to  do  that  ? 

Mr.  Parker.  I  am. 

The  Chairman.  Would  you  prefer  to  do  it  that  way? 

Mr.  Parser.  Well,  it  is  immaterial  to  me,  sir,  whether  questions 
are  to  be  asked  now  or  whether  I  am  to  answer  from  the  book. 
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The  Chairman.  Well,  would  you  think  that  if  you  took  this  re- 
port and  went  through  the  report  and  the  statements  that  are  made 
there,  you  could  by  making  annotations  and  possibly  referring  to 
your  records,  secure  information  that  you  have  not  with  you  here 
to-day? 

Mr.  Parker.  Possibly. 

The  Chairman.  And  you  might  be  able  to  testify  more  intelli- 
gently if  that  were  done? 

Mr.  Parker.  Yes,  sir. 

The  Chairman.  Well,  if  I  hand  you* this,  would  you  be  willing  to 
make  those  annotations  and  return  the  report  to  the  committee,  so 
that  when  we  resume  our  sessions  after  Congress  convenes  we  can 
recall  you  ? 

Mr.  JParker.  Yes,  sir ;  I  will  be  pleased  to  do  it. 

The  Chairman.  There  are  some  suggestions  as  to  where  the  anno- 
tations should  be  made,  Captain.  We  will  give  you  that  in  this 
franked  envelope  so  that  you  can  mail  it  to  us.  We  will  excuse  you 
for  the  present. 

Mr.  KmAJST,  I  would  like  to  ask  the  captain  a  few  questions.  Just 
what  are  your  duties,  Captain? 

Mr.  Parker^  Well,  they  are  various.  As  superintendent,  I  have 
under  my  notice  all  of  the  doings  of  ships  in  all  departments  in  the 
division  of  operations. 

Mr.  Kelley.  Well,  can  you  give  me  a  little  more  clearly  your 
duties? 

Mr.  Parker.  We  have,  for  instance,  the  reconditioning,  of  the  ship. 
We  make  a  survey,  or  the  assistants  that  I  send  to  make  a  survey  on 
the  ship  at  the  expiration  of  a  voyage. 

Mr.  Kelley.  That  is  to  say,  you  find  out  what  it  needs  for  the  next 
voyage? 

Mr.  Parker.  Yes,  sir. 

Mr.  Keli^y.  And  then  do  you  go  ahead  with  the  work? 

Mr.  Parker.  We  turn  the  repair  and  construction  work  over  to  that 
department  after  making  a  survey. 

Mr.  Kelley.  Do  you  have  to  do  with  purchasing? 

Mr.  Parker.  No,'  sir — well,  we  have  to  do  with  the  requisitions. 
We  approve  or  disapprove  of  the  requisitions. 

Mr.  Kelley.  Do  yo^  examine  the  work  when  it  is  done  on  the  ship  ? 

Mr.  Parker.  Not  in  the  C.  &  R.  Department,  not  as  regards  engine 
work. 

Mr.  Kelley.  But  as  to  furnishings  of  any  kind  you  do  ? 

Mr.  Parker.  Yes,  sir. 

Mr.  Kelijsy.  How  about  the  supplies — food,  for  instance? 

Mr.  Parker.  Well,  if  there  are  any  complaints  as  to  their  condi- 
tion, whether  they  are  inferior  or  not,  if  that  question  is  brought  to 
our  notice,  we  make  a  survey  of  that.    Also  the  personnel  of  the  ship. 

Mr.  Kelley.  What  do  you  mean  by  that? 

Mr.  Parker.  Well,  as  to  whether  they  are  desirable  or  undesirable. 

Mr.  Kelley.  Do  you  employ  the  men? 

Mr.  Parker.  We  do  not  employ  them :  we  approve.  We  employ 
the  men,  first,  on  ships  that  are  directly  under  the  managernent  of 
the  Division  of  Operations,  but  ships  that  are  allocated  to  different 
managers  and  owners,  we  only  approve  of  the  licensed  officers  and 
the  heads  of  the  departments,  like  the  steward. 
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Mr.  Kelley.  Who  did  vou  say  was  immediately  above  you  here 
in  New  York? 

Mr.  Parker.  Mr.  George  W.  Sterling. 

Mr.  Kellet.  He  is  the  superintendent  ? 

Mr.  Parker.  No,  sir;  he  is  assistant  director;  that  is  his  title. 
He  is  mv  superior,  sir. 

Mr.  Kelley.  What  is  your  title? 

Mr.  Parker.  I  am  acting  now  as  port  superintendent. 

Mr.  Kelley.  You  are  his  assistant? 

Mr.  Parker.  Ye?,  sir. 

Mr.  Kelley.  If  he  were  sick  you  would  take  his  place,  would  you  ? 

Mr.  Parker.  I  presume  so;  yes,  sir. 

Mr.  Kelley.  But  he  does  not  get  sick  ? 

Mr.  Parker.  He  is  blessed  with  good  health. 

Mr.  Kelley.  But  in  case  he  went  away  you  would  have  charge 
of  everything  connected  with  the  operation  of  the  ships  T 

Mr.  Parker.  That  case  has  never  arisen,  sir.  I  do  not  know  what 
"VV  ashington  would  do. 

Mr.  Kelley.  But  I  say,  if  he  were  to  be  away  tomorrow  you  would 
probably  take  care  of  everything  here  relative  to  the  operation  of 
the  ships? 

Mr.  Parker.  Yes,  sir. 

Mr.  Kelley.  And  the  buying  of  the  supplies.  You  would  be  re- 
sponsible? You  stand  between  all  these  subordinates  and  the  Wash- 
ington office?  I 

Mr.  Parker.  Yes,  sir. 

Mr.  Kelley.  So  that  you  would  have  to  know  all  about  these 
different  departments  here? 

Mr.  Parker.  I  presume  so;  yes,  sir. 

Mr.  Kelley.  Well,  don't  you  ?    Do  you  know  about  that  ? 

Mr.  Parker.  I  have  a  fairly  good  knowledge  of  it,  s?r. 

Mr.  Kelley.  Suppose  you  are  called  upon  to  fulfill  the  duties  of 
your  superior  officer,  could  you  do  it  ? 

Mr.  Parker.  I  would  make  a  strong  try  at  it,  sir. 

Jfr.  Kelley.  Well,  what  do  you  know  about  the  purchasing  of 
suDplies? 

Mr.  Parker.  Some  forty  odd  years  of  sea  experience. 

Mr.  Kelley.  Do  you  know  how  they  are  purchased  ? 

Mr.  Parker.  Well,  yes,  sir.  We  send  in  a  requisition  to  a  supply 
house  for  goods. 

Mr.  Kelley.  Do  you  know  how  the  head  of  that  department  here 
in  the  Port  of  New  York  creates  a  stock  of  supplies,  whether  he  has 
a  stock  of  supplies  on  hand  or  not  ? 

Mr.  Parker.  I  think  not;  no,  sir.  There  are  no  supplies  held  in 
store.  The  only  supply  that  we  have  is  something  that  has  been 
taken  off  of  other  ships.  We  have  a  supply  house,  or  a  lot  hand 
hmise,  known  as  the  Kent  avenue  storeroom';  but  that  is  just  com- 
posed, or  larffelj'  composed,  of  material  that  has  been  supplied  to  the 
different  building  organisations  for  the  equipment  of  ships. 

Mr.  Kelley.  Does  your  supply  department  have  anything  to  do 
with  purchasing  the  supplies  for  private  operators  of  Government 
ships? 

Mr.  Parker.  No,  sir ;  only  since  I  have  been  in  office  as  port  super- 
intendent I  have  requested  managers  and  operators  when  they  were 
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in  need  of  equipment  to  notify  the  division  of  operations,  and  if 

we  had  it  in  stock  we  .would  furnish  it  and  charge  it  up  to  their 

account. 

-  Mr.  Kelley.  You  have  just  requested  them  to  do  that? 

Mr.  Parker.  Well,  they  have  done  li  in  Quite  a  few  instances. 

Mr.  Kelley.  Don't  they  do  it  uniformly  * 

Mr.  Parker.  They  have  done  it  whenever  requested. 

Mr.  Kelley.  Why  don't  you  issue  an  order  requiring  them  to 
doit? 

Mr.  Parker.  Well,  it  is  a  new  departure,  sir,  and  we  have  not  got- 
ten around  to  that  yet. 

Mr.  Kelley.  In  other  words,  although  the  Government  might 
have  millions  of  dollars  worth  of  a  certain  article  on  hand,  there  is 
nothing  that  would  absolutely  require  the  operator  to  take  it  of  you, 
but^he  would  go  out  in  the  market  and  pay  two  or  three  times  as 
much  as  the  article  was  worth  in  your  stock  ?    Is  that  right  ? 

Mr.  Parker.  I  understand,  sir,  from  the  managing  agreement,  that 
when  a  ship  is  assigned  to  the  manager  and  operator,  he  is  the  pur- 
chaser. 

Mr.  Kelley.  And  all  the  Government  does  is  to  pay  the  bills? 

Mr.  Parker.  Presumably  so,  sir. 

Mr.  Kelley.  The  Government  has  no  jurisdiction  whatever  over 
the  purchase  ? 

Mr.  Parker.  Well,  I  think  in  the  past  that  is  about  the  way.     - 

Mr.  Kelley.  Do  you  think  that  is  good  business  ? 

Mr.  Parker.  No,  sir;  I  do  not. 

Mr.  Kelley.  There  is  no  inducement,  is  there,  for  the  operator  to 
scrutinize  the  prices  ? 

Mr.  Parker.  No,  sir. 

Mr.  Kelley..  You  do  not  know  whether  he  is  buying  from  some 
subsidiarv  company  or  not,  do  you,  in  which  he  is  personally 
interested? 

Mr.  Parker.  Well,  I  could  not  say  positively. 

Mr.  Kelley.  I  say,  you  do  not  know  ? 

Mr.  Parker.  No,  sir. 

Mr.  Kelley.  You  do  not  inquire  into  that? 

Mr.  Parker.  Yes,  sir;  I  do  inquire  into  that. 

Mr.  Kelley.  Well,  is  there  anything  that  would  prevent  you 
doing  it? 

Mr.  Parker.  Prevent  his  doing  what,  sir? 

Mr.  Keli^y.  Buying  these  supplies  wherever  he  sees  fit,  even 
though  he  might  be  interested  financially  in  the  concern  from  which 
he  buys? 

Mr.  Parker.  Under  the  present  management,  to  the  best  of  my 
knowledge,  he  can  purchase  wherever  he  pleases. 

Mr.  Kelley.  Even  though  he  might  be  interested  in  a  store  him- 
self and  purchase  from  himself  and  fix  the  price  himself? 

Mr.  Parker.  Yes,  sir.    The  stevedore  business  the  same  way. 

Mr.  Kelley.  And  the  Government  simply  pays  the  bills  ? 

Mr.  Parker.  The  repair-shop  business  is'the  same  way. 

Mr.  Kelley.  You  do  not  approve  of  that  kind  of  business,  do  you, 
Captain  ? 

Mr.  Parker.  No,  sir;  I  do  not.  I  approve  of  the  owner  of  the 
ship  scrutinizing  everything. 
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Mr.  Kelley.  But  still  if  you  were  at  the  head  of  the  department 
to-morrow  in  place  of  Mr.  Sterling,  your  hands  would  be  tied  upon 
that  proposition,  and  you  could  not  protect  the  Government  against 
that,  could  you? 

Mr.  Parker.  As  I  understand  it ;  I  may  be  wrong,  sir. 

Mr.  Kelley.  You  are  filling  this  position  as  an  assistant,  and  any 
day  might  be  called  upon  to  fulfill  the  duties  of  your  superior,  so  you 
ou£:ht  to  know? 

Mr.  Parker.  We  do  know,  sir. 

Mr.  Kelley.  You  would  not  be  in  a  position,  in  your  judgment,  to 
protect  the  Government  against  that  soil;  of  purchasing,  would  you  ? 

Mr.  Parker.  Only  by  making  a  report  to  my  superiors,  which 
would  be  the  commissioners,  or  Capt.  Foley  at  present. 

Mr.  Kei^y.  Is  there  anybody  in  your  department  here  represent- 
ing the  Shipping  Board  that  passes  upon  the  reasonableness  of  bills 
before  they  go  to,  Washington  to  be  paid? 

Mr.  Parker.  Yes,  sir. 

Mr.  Kelley.  The  reasonableness,  remember.  Is  there  anybody 
that  says,  "This  is  too  high  a  price  that  these  operators  have  paid? 

Mr.  I^ARKER.  Yes,  sir;  I  do  a  CTeat  deal  of  that.  I  pass  on  all 
bills  in  connection  with  Division  of  Operations  in  regard  to  the  move- 
ment of  ships  and  the  towboat  bills. 

Mr.  Kelley.  Suppose  there  was  a  charge  there  for  coal.  Would 
you  scrutinize  the  price  they  had  paid  there  for  coal  ? 

Mr.  Parker.  Yes,  sir;  that  is  under  the  Division  of  Operations. 

Mr.  Kelley.  That  is  what  I  mean — coal  for  a  ship? 

Mr.  Parker.  Under  the  Division  of  Operations;  those  that  are 
under  the  sole  management  of  the  Division  of  Operations. 

Mr.  Kelley.  I  am  talking  about  ships  that  have  been  allocated 
to  these  various  private  corporations  and  are  being  operated  for  the 
Shipping  Board. 

Mr.  Parker.  No,  sir. 

Mr.  Kelley.  The  Government  pays  the  bills  there  just  the  same? 

Mr.  Parker.  Yes,  sir. 

Mr.  Kelley.  Now,  I  want  to  know  whether  or  not  you  would  have 
authority  to  scrutinize  their  bills? 

Mr.  Parker.  As  I  understand  now,  I  would  not,  sir. 

Mr.  Kelley.  And  they  can  charge  for  coal  any  price  they  see  fit  ? 

Mr.  Parker.  My  only  alternative,  as  I  understand,  would  be  to 
reoort  to  my  superior,  if  I  ever 

Mr.  Kelley.  If  you  saw  anything  suspicious? 

Mr.  Parker.  Yes,  sir. 

Mr.  Kelley.  But  you  would  not  be  expected  even  to  scrutinize 
those  bills,  would  you? 

Mr.  Parker.  Well,  I  would  be  criticized  as  stepping  on  somebody 
else's  corns. 

The  Chairman.  We  will  excuse  you  now.  Captain.    Thank  you. 

TESTXMOITY  OF  lOL  NATHANIEL  EDWABD  PLATT. 

(The  witness  was  duly  sworn  by  the  chairman.) 

The  Chairman.  Will  you  state  your  name,  please? 

Mr.  Plait.  Nathaniel  Edward  l^latt. 

The  Chairman.  You  hold  some  position  with  the  Shipping  Board? 
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Mr.  PijiTT.  Port  engineer. 

The  Chairman.  For  New  York? 

Mr.  Platt.  North  Atlantic  district. 

The   Chairman.  How  long  have  you  been  with  the  Shipping 
Board? 
.   Mr.  Platt.  Angust  1,  1919. 

The  Chairman.  What  did  you  do? 

Mr.  Platt.  Chief  engineer  of  ships. 

The  Chairman.  Have  you  ever  seen  a  copy  of  the  report  of  the 
investigators  of  this  committee  ? 

Mr.  Platt.  No,  sir. 

The  Chairman.  Are  you  prepared  to  testify  as  to  matters  con- 
tained in  that  report,  or  would  you  prefer  to  go  through  it? 

Mr.  Platt.  Well^  I  would  like  to  see  it  before  I  testified. 

The  CHAiitMAN.  Would  you  be  willing  to  take  a  copy  of  that 
repoil  and  indicate  in  the  margins  your  comments  as  to  whether 
these  conditions  set  forth  there  actually  exist  or  whether  you  have 
kiiowledge  of  them,  and  mail  it  to  the  committee,  you  to  be  called 
later  to  testify  ? 

Mr.  Platt.  I  will  be  glad  to  do  so. 

The  Chairman.  I  will  hand  you  that  with  a  return  envelope, 
Captain,  and  you  can  return  that  to  the  committee  with  your  com- 
ments as  to  what  you  know  or  do  not  know,  and  we  will  then  examine 
you  further  along  that  line. 

Have  you  some  questions,  Mr.  Kelley? 

Mr.  Kjblley.  What  are  the  duties  oi  the  port  engineer? 

Mr.  Platt.  Handling  of  the  personnel  of  Shipping  Board  vessels 
in  the  engine  room — ^the  engine  personnel. 

Mr.  I^LLET.  Is  that  all  you  have  to  do  ? 

Mr.  Platt.  That  is  all. 

Mr.  Kelley.  You  do  not  have  anything  to  do  with  the  repairs? 

Mr.  Pi^TT.  Nothing. 

Mr.  Kelley.  Who  fixes  the  wages  of  the  men  ? 

Mr.  Platt.  That  is  governed  by  the  organization. 

Mr.  Kelley.  That  is  to  say,  on  a  Shipping  Board  ship,  allocated 
to  a  private  corporation 

Mr.  Platt.  It  does  not  make  anv  difference. 

Mr.  Kelley.  The  engineer's  pay  is  fixed  by  the  company  operat- 
ing the  ship  ? 

Mr.  Platt.  No. 

Mr.  Kelley.  Who  does  fix  it? 

Mr.  Platt.  By  agreement  between  the  organizations  and  the 
owners — the  American  Steamship  Association. 

Mr.  IvELLEY.  You  mean  the  labor  organizations? 

Mr.  Platt.  Yes,  sir;  and  the  Shipping  Board. 

Mr.  Kelley.  So  that  there  is  no  chance  for  much  leeway  there? 

Mr.  Platt.  No  leeway  there  at  all. 

Mr.  Kelley.  If  a  man  holds  a  certain  position  he  gets  a  certain 
pay? 

Mr.  Piatt.  A  certain  salary,  on  certain  types  of  vessels. 

Mr.  Kelley.  And  that  is  the  only  thing  you  have  to  do  with  the 
ship — the  engine  men? 
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Mr.  Platt.  That  is  all.  Just  to  keep  the  personnel  as  good  as 
possible  and  see  that  there  is  no  violation  of  agreements  between  the 
organizations 

Mr.  Keixet.  You  do  not  have  very  much  to  do,  do  you  ? 

Mr.  PiiATT.  Well,  I  have  enough  to  do  sometimes. 

Mr.  Kelley.  How  many  assistants  have  you? 

Mr.  Platt.  I  have  six. 

Mr.  Kelley.  And  is  there  quite  an  office  force  besides? 

Mr.  Platt.  No;  just  six  assistants.  Their  duty  is  to  visit  Ship- 
ping Board  ships  as  they  arrive  in  port,  examine  them  as  to  the 
physical  condition,  and  report  back  to  the  office. 

Mr.  Kelley.  Are  these  six  assistants  physicians?  Are  they  doc- 
tors? 

Mr.  Platt.  No;  they  are  engineers — ex-chief  engineers  of  steam- 
ers, all  practical  men. 

Mr.  Kelley.  Do  you  examine  the  machinery  to  ascertain  whether 
it  has  been  properly  handled  or  not? 

Mr.  Platt.  To  see  if  the  crew  is  keeping  the  department  clean 
and  tidy,  and  are  taking  care  of  the  machinery  in  their  charge. 
They  make  a  report  to  me,  and  I  take  it  up  with  the  managing  com- 
pany and  advise  them,  as  the  managers  and  operators  of  the  vessel, 
to  keep  it  up  to  the  highest  point  of  efficiency. 

Mr.  Kei-ley.  Have  you  a  good  lot  of  engineers  on  the  ships? 

Mr.  Platt.  Not  very  good. 

Mr.  Kelley.  The  ships  are  being  damaged  a  good  deal  by  ineffi- 
cient men? 

Mr.  Platt.  I  don't  know  whether  you  would  call  it  inefficient  men, 
but  there  are  a  good  many  accidents.  It  might  be  due  to  the  in- 
creased number  of  American  vessels  that  coihe  under  our  notice. 

Mr.  EuELLEY.  How  about  the  inferior  workmanship  on  the  ships? 
Are  the  ships  all  right  ? 

Mr.  Platt.  I  don't  know  anything  about  the  repairs  to  the  vessel ; 
I  don't  have  anything  to  do  with  that. 

Mr.  Kelley.  You  would  not  see  the  reports  of  your  engineers  as 
to  whether  they  were  constantly  getting  out  of  order  or  whether 
they  were  standing  up  well? 

Mr.  Platt.  We  do  not  cover  that  particular  part  of.  the  vessel,  as 
to  repairs.  We  stay  away  from  the  repairs,  due  to  its  being  in  another 
department  absolutely.  We  only  look  after  the  personnel,  and  see 
that  the  personnel  is  fulfilling  their  duties  on  the  vessel. 

Mr.  KIelley.  How  can  you  tell? 

Mr.  Platt.  By  the  condition  of  the  engine  room.  When  a  practical 
man  goes  into  an  engine  room  he  can  tell  whether  a  man  has  been 
fulfilling  his  duty  or  not. 

Mr.  Kelley.  By  the  condition  in  which  the  machinery  is  left? 

Mr.  Platt.  By  the  condition  in  which  it  looks — the  condition  as  to 
cleanliness. 

Mr.  Keli^y.  Just  the — don't  you  go  further  than  that,  just  the 
matter  of  cleanliness?  Don't  you  test  out  the  matter  of  whether  he 
is  competent  or  not? 

Mr.  Platt.  We  do  that  when  he  comes  to  us  for  approval. 

Mr.  "Kelley.  At  the  end  of  a  voyage  what  do  you  do  in  the  \vay  of 
further  proof  ? 

177008— 20— PT  7 ^3 


2546  SHIPPING  BOABD  OPERATIONS. 

Mr.  Platt.  If  the  ship  has  made  a  successful  voyage  and  she  comes 
in  in  clean  and  tidy  condition,  we  do  not  have  any  further  jurisdiction 
over  her. 

Mr.  Keixey.  Suppose  her  engines  have  been  badly  damaged  ? 

Mr.  Platt.  We  hold  an  investigation,  and  if  we  find  it  is  due  to 
lack  of  intelligence  on  the  part  of  the  engineer  we  order  the  manag- 
ing company  to  remove  him.  We  have  no  authority  to  take  him  off 
ourselves,  but  we  order  the  managing  company  to  take  off  the  engi- 
neer and  put  in  another  more  satisfactory  to  the  interests  of  the  Ship- 
ping Board. 

Air.  KJELLEY.  These  engineers  buy  some  supplies  themselves,  do 
they  ? 

Mr.  Platt.  They  do,  through  their  managing  companies,  through 
their  agents,  wherever  they  may  be.  They  always  require  something 
in  almost  every  port  they  make. 

Mr.  Keijjey.  When  supplies  are  purchased,  do  they  sign  requisi- 
tions or  something  of  that  sort? 

Mr.  Platt.  They  have  to  make  a  written  requisition  for  it. 

Mr.  Kelley.  And  do  they  have  anything  to  do  witli  placing  the 
order  ? 

Mr.  Platt.  I  do  not  think  they  have  anything  to  do  with  it.  I 
think  it  goes  through  the  master,  and  from  the  master  to  the  agent 
or  the  owner,  whichever  it  may  be. 

Mr.  Kelley.  Huve  you  had  any  reports  about  engineers  requiring 
commissions  for  supplies? 

Mr.  Platt.  Very  often. 

Mr.  Keij^y.  How  would  they  get  into  the  proposition  at  all  if  they 
do  not  place  the  order  ? 

Mr.  Platt.  Through  finding  fault,  and  other  means  they  use — 
through  finding  fault  with  the  nature  of  the  supplies  or  the  material. 
If  they  delay  a  ship,  then  it  comes  under  our  notice. 

Mr.  Kelley.  In  other  words,  they  might  create  a  bad  impression 
of  an  article  to  be  used  in  the  engine  room — oil  and  other  necessary 
supplies,  asbestos,  or  whatever  it  is  they  use  for  packing,  and  all  that; 
that  it  was  not  oi  good  qualitv,  and  thereby  put  a  firm  on  the  black 
list? 

Mr.  Platt.  I  would  not  say  they  would  use  that  method  entirely. 
It  is  just  the  matter  of  taste  or  opinion  with  engineers  that  one  grade 
of  material  is  better  than  another. 

Mr.  Keixey.  AVhat  I  am  getting  at  is,  how  could  the  engineer  fig- 
ure in  the  purchasing  of  supplies  to  such  an  extent  that  any  con- 
tractor would  be  willing  to  pay  the  commission? 

Mr.  Pratt.  He  does  not  figure  in  it  unless  he  finds  fault  with  it, 
unless  it  is  not  up  to  what  h'e  considers  his  standard.  He  then  refuses 
to  take  it,  and  very  often  he  is  justified  in  his  stand,  and  very  often  he 
is  not.    It  is  all  a  nititter  of  opinion. 

Mr.  Kelley.  You  have  heard  quite  a  good  deal  of  talk  about  en- 
gineers receivino^  commissions  for  supplies,  haven't  you  ? 

Mr.  Platt.  No.  I  have  heard  of  quite  a  number  of  cases,  but  not 
of  a  good  deal  of  it.  They  have  nothing  to  do  with  the  purchase  of 
them. 

Mr.  KelivEy.  I  know,  but  having  been  in  close  contact  with  this 
branch  of  the  service  and  those  men,  you  woidd  know  of  the  general 
practice. 
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Mr.  Platt.  We  do  get  complaints  sometimes  where  they  demand 
commissions  on  stores,  and  where  we  do  we  call  them  up  to  the  office. 
If  we  find  that  they  demanded  a  commission,  we  put  them  out  of  the 
Shipping  Board  employ  altogetlier.  We  have  what  we  call  a  pre- 
ferred list,  and  when  a  man  does  not  handle  his  position  clean  we 
put  him  off  that  list  and  we  do  not  employ  him  in  the  Shipping 
Board  after  that  if  we  know  it.  But  sometimes  it  gets  away  from  us, 
or  he  might  get  in  without  our  knowing  it. 

The  Chairman.  I  believe  that  is  all.  If  you  will  take  that  report 
of  the  committee's  special  investigators  and  return  it  with  your  nota- 
tions, you  may  now  be  excused. 

Mr.  Platt.  All  right. 

TESTIMONY  OF  ME.  THOMAS  J.  MIGGINS,  DISTEICT  COMPTEOLLEE, 
DIVISION  OF  OPEEATIONS,  UNITED  STATES  SHIPPING  BOAED, 
NEW  TOEE. 

(The  witness  was  duly  sworn  by  the  chairman.) 

The  Chairman.  Mr.  Miggins,  please  give  your  name. 

Mr.  MiGoiNs.  Thomas  J.  Miggins. 

The  Chairman.  Do  you  hold  an  official  position  with  the  Shipping 
Board  or  the  Fleet  Corporation  ? 

Mr.  Miggins.  Yes,  sir. 

The  Chairman.  What  is  your  position  ? 

Mr.  Miggins.  District  comptroller  of  division  of  operations  at 
New  York. 

The  Chairman.  How  long  have  you  been  in  that  position  ? 

Mr.  Miggins.  Since  September  4,  1919. 

The  Chairman.  Have  you  seen  a  copy  of  the  report  submitted  to 
this  committee  by  its  investigators  upon  conditions  in  the  Shipping 
Board  and  Fleet  Corporation  ? 

Mr.  Miggins.  No,  sir;  I  have  not. 

The  Chairman.  Will  you  take  a  copy  of  this  report  and  indicate 
in  the  margin  your  knowledge  of  the  statement  of  conditions  alleged 
to  exist,  if  you  have  knowledge,  and  if  not  state  that  you  have  none, 
and  mail  it  to  the  committee  so  that  we  can  examine  you  later  upon 
the  alleged  conditions  and  your  knowledge  thereof  ? 

Mr.  Miggins.  Yes,  sir. 

The  Chairman.  We  will  notify  you  later  when  you  can  be  heard. 

Mr.  Miggins.  All  right. 

The  Chairman.  I  hand  you  a  copy  of  the  report  with  return  en- 
velope. 

Mr.  Miggins.  Yes,  sir.    By  what  date  will  you  want  this  report? 

The  Chairman.  I  think  we  would  like  it  by  the  2d  of  December. 
There  is  a  memorandum  in  there  about  when  to  return  it  and  about 
putting  your  name  on  the  report. 

Mr.  Miggins.  All  right. 

The  Chairman.  Mr.  Kelley  may  want  to  ask  you  a  few  preliminary 
questions. 

Mr.  KeIjLey.  Who  is  your  superior  officer  at  AVashington? 

Mr.  Miggins.  The  general  comptroller,  Mr.  Tweedale. 

Mr.  Kelley.  You  are  comptroller  in  the  division  of  operations? 

Mr.  Miggins.  Yes,  sir;  for  the  North  Atlantic  district. 
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Mr.  Kelley.  Does  that  just  include  the  city  of  New  York  and 
this  vicinity? 

Mr.  MiGGiNs.  As  far  as  Cape  May. 

Mr.  Kelley.  How  long  have  you  been  there  ? 

Mr.  MiGGiNs.  I  have  been  district  comptroller  since  September  4, 
1919. 

Mr.  Kelley.  Do  you  have  anything  to  do  with  inventories  of  sup- 
plies? 

Mr.  MiGGiNS.  Inventories  of  supplies? 

Mr.  Kelley.  Yes. 

Mr.  MiGGiNS.  That  would  come  under  the  various  bureau  heads — 
requisitions  and  the  vessel  sections  and  bureau  of  auditing. 

Mr.  Kelley.  Would  you  be  able  to  tell  me  at  any  time  in  your  de- 
partment— and  I  am  not  quite  sure  in  my  own  mind  what  tne  duties 
are  or  how  far  they  go  or  how  they  are  divided  up — ^how  many  tons 
of  coal  might  be  on  hand  at  any  one  time,  and  how  many  barrels  of 
flour,  and  so  on  ? 

Mr.  MiGGiNS.  That  might  be  on  board  vessels? 

Mr.  Kelley,  Yes. 

Mr.  MiGGiNS.  I  imagine  we  can  give  that  information  by  referring 
to  the  records. 

Mr.  Kelley.  That  is  what  I  mean,  by  reference  to  the  records? 

Mr.  MiGGiNS.  Yes,  sir. 

Mr.  Kelley.  All  ships  in  the  hands  of  operators,  allocated  ships? 

Mr.  MiGGiNS.  Assigned  ships. 

Mr.  Kelley.  How  could  you  do  that  as  long  as  you  do  not  purchase 
supplies? 

Mr.  MiGGixs.  Well,  as  to  those  supplies,  when  the  accoimts  come 
to  us  they  simply  show  the  revenues  collected  and  disbursements 
made.  When  a  vessel  is  assigned  to  an  operator  here  in  New  York 
for  management  and  operation,  at  the  time  that  it  is  assigned  the 
amount  of  fuel  on  board  and  consumable  supplies  are  inventoried. 
Thi^  purchases  that  are  then  made  will  be  put  in  the  account,  and  as 
the  account  comes  in  revenue  is  collected  and  disbursements  made. 

Mr.  Kelley.  Then  do  you  have  in  your  department  proper  records 
to  show  that  supplies  are  actually  delivered? 

Mr.  MiGGiNS.  For  the  actual  delivery  of  supplies  aboard  vessels? 

Mr.  Kelley.  Yes. 

Mr.  MiGGTNs.  That,  of  course,  would  be  looked  after  by  the  operator. 

Mr.  Kelijsy.  I  know%  but  the  Government  is  paying  the  bills,  so 
that  the  operators  interested  may  not  be  quite  so  pronounced  in  their 
interest  as  though  they  were  paying  for  them  themselves. 

Mr.  MiGGiNs.  Tliat  is  true,  but  where  Shipping  Board  vessels  are 
operated  and  managed  by  the  Shipping  Board  itself,  the  Purchasing 
Department  makes  the  purchase  of  supplies,  and  we  have  from  our 
office  a  man  who  looks  after  and  sees  that  actual  deliveries  of  those 
supplies  are  made  aboard  vessels. 

Mr.  Keelky.  1  can"  readily  see  how  that  would  l)e  very  likely  to 
happen  in  the  case  of  ships  operated  by  the  (xovernment  itself.  But 
inasmuch  as  the  Government  pays  the  bills  just  the  same  on  the 
other  ships,  1  do  not  see  why  you  should  not  follow  the  same  course 
there;  do  you^ 

Mr.  MiGGiNs.  Well,  if  you  will  realize  that  the  operators  are  the 
agents  of  the  Ignited  States  Shipping  Board,  and  are  governmental 
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agents,  inasmucli  as  these  vessels  have  been  allocated  to  them  for 
management  and  operation,  they,  as  the  agents  of  the  Government, 
should,  as  responsible  people,  see  to  it  that  actual  deliveries  of  these 
goods  are  made.    If  they  do  not,  then  they  are  not. 

•Mr.  Kelley.  Don't  you  think  the  Government  ou«:lit  to  have  some 
connection  with  those  purchases,  independent  entirely  of  the  o])er- 
ator,  a  record  of  them  at  least? 

Mr.  MiGGiNs.  A  record  of  purchases? 

Mr.  Kelley.  And  the  prices  to  be  paid. 

Mr.  M1GGIN8.  As  a  matter  of  fact,  when  the  accouut  comes  in  we 
know  what  the  suj^plies  purchased  amount  to. 

Mr.  Kelley.  Do  you  know  whether  they  purchase  them  at  retail 
or  wholesale? 

Mr.  MiGGiNs.  As  a  matter  of  fact,  the  invoices  would  indicate  that. 

Mr.  Kelley.  Can  they  purchase  anywhere  they  like? 

Mr.  MiGGiNs.  Well,  I  can  not  imagine  that  it  would  be  to  their  in- 
terest to  purchase  other  than  as  economically  as  possible. 

Mr.  Kelley.  Why? 

Mr.  MiGGiNs.  For  this  reason,  that  their  compensation  on  the  old 
M.  O.  3  agreement  made  it  necessary  for  them  to  economically  oper- 
ate our  vessels.  The  more  economically  they  operated  the  vessels  the 
greater  their  participation  in  the  profits. 

Mr.  Kelley.  Suppose  they  owned  a  subsidiary  company  that  was 
purchasing  supplies;  and  is  it  unusual  for  an  operator  to  own  con- 
cerns that  supply  ships? 

Mr.  MiGGiNS.  No;  I  do  not  think  it  is. 

Mr.  Kelley.  It  is  quite  usual,  isn't  it? 

Mr.  MiOGiNs.  I  think  it  is. 

Mr,  Kelley.  Might  it  not  be  much  more  profitable  for  him  to  take 
his  profits  that  way  than  the  other  way  ? 

Jm*.  MiGGiNS.  Well,  some  operators,  long  before  the  creation  of  the 
Shipping  Board,  had  these  subsidiary  companies,  and  they  had  them 
for  the  purpose  of  saving  money. 

Mr.  Kelley.  That  was  when  they  were  operating  them  themselves. 
But  when  selling  to  the  Government,  how  about  it  then  ?  *. 

Mr.  MiGGiNs.  Well,  I  don't  think 

Mr.  Kelley  (interposing).  You  are  an  accounting  man  and  a 
businessman? 

Mr.  MiGGiNS.  Yes,  sir. 

Mr.  Kelley.  I  want  to  know  whether  you  approve  of  the  proposi- 
tion of  allowing  operators  to  purchase  these  supplies  in  any  way  they 
see  fit,  at  wholesale,  at  retail,  in  small  lots,  by  the  dozen  or  bushel,, 
whichever  way  they  may  see  fit,  and  you  have  no  check  up(m  that  by 
the  Government? 

Mr.  M10GIN8.  I  would  say  no. 

Mr.  Keli^ey.  That  is  what  is  going  on,  isn't  it? 

Mr.  MiGGiKs.  At  the  present ;  yes. 

Mr.  Kelley.  Can  you  think  oi  any  more  wasteful  method  of  ex- 
pending Government  funds  than  to  permit  that  to  ^o  on  in  that  way? 
Take,  tor  instance,  the  question  of  meats  and  all  tliat  kind  of  thing, 
which  can  be  and  are  in  all  lar^e  institutions  purchased,  like  bacon, 
in  large  quantities,  covering  quite  a  period  of  time.  How  about  that, 
as  an  example,  compared  to  going  out  and  buyin<r  at  retail  a  little 
order  to  supply  a  ship  that  is  going  out  i 
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Mr.  MiGGiNs.  I  would  not  approve  of  a  practice  of  that  kind ;  no. 

Mr.  Kelley.  The  testimony  is  here,  and  you  probably  have  heard 
of  it,  about  their  going  out  and  buying  small  quantities  of  meats  and 
other  supplies — butter,  for  instance — at  retail,  and  picking  them  hp 
where  they  can  find  them,  and  not  taking  enough  along  to  make  a 
trip,  and  having  to  put  in  at  foreign  ports  what  they  should  have  car- 
ried from  home,  with  the  Government  of  the  United  States  paying 
the  bill ;  who  cares  ? 

(Mr.  Miggins  makes  no  answer,  but  shakes  his  head.) 

Mr.  Kellet.  And  there  is  nothing  in  your  department  which 
would  keep  any  check  upon  these  prices  or  methods  of  purchase. 

Mr.  Miggins.  We  certainly  keep  a  check  on  prices. 

Mr.  Kelley.  You  do  not  know,  first,  what  the  experience  of  the 
person  making  the  purchase  is,  do  you  ? 

Mr.  Miggins.  No;  except  that  w-e  have  only  thoroughly  practical 
men,  men  who  are  supposed  to  exercise  good  judgment  in  the  pur- 
chase of  supplies. 

Mr.  Kjclley.  Some  of  these  operating  companies  are  very  small 
companies,  owning  one  or  two  ships,  and  with  practically  no  or- 
ganization at  all,  and  yet  they  are  given  free  rein,  a  free  hand  to 
buy  in  little  dabs,  all  about  the  country,  wherever  they  may  need  a 
little,  instead  of  having  a  great  reservoir,  under  contract,  by  which 
all  these  ships  can  be  supplied,  as  the  Navy  supplies  its  ships. 

Mr.  Miggins.  I  think  that  is  the  system  that  should  be  had. 

Mr.  Kelley.  You  are  not  responsible  for  that,  are  you  ? 

Mr.  Miggins.  Hardlv,  sir. 

Mr.  Kelley.  We  will  find  the  man  who  is  before  we  get  through, 
probably. 

The  Chairman.  That  is  all,  Mr.  Miggins,  and  you  may  be  ex- 
cused for  the  present. 

Is  Mr.  Sterling  here  ? 

TESTIMONY  OF  MR.  GEORGE  W.  STERLING,  DISTRICT  DIRECTOR 
OF  OPERATIONS,  UNITED  STATES  SHIPPING  BOARD,  NEW 
YORK. 

(The  witness  was  duly  sworn  by  the  Chairman.) 

The  Chairman.  Your  name.  Mr.  Sterling? 

Mr.  Sterling.  George  W.  sterling. 

The  Chairman.  What  position  do  you  hold  with  the  Fleet  Cor- 
poration? 

Mr.  Sterling.  District  director  of  operations. 

The  Chairman.  Located  in  New  York? 

Mr.  Sterling.  Yes,  sir. 

The  Chairman.  How  long  have  you  held  that  position? 

Mr.  Sterling.  Since  November  1,  1919. 

The  Chairaian.  Were  you  with  the  Fleet  Corporation  or  the 
Shipping  Board  prior  to  that  time? 

Mr.  Sterling.  During  the  war  I  was  for  a  few  months  in  Wash- 
ington ill  1918. 

The  Chairman.  Have  you  seen  a  copy  of  the  report  of  the  in- 
vestigators of  this  committee? 
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Mr.  Sterling.  I  just  glanced  at  it;  have  not  had  a  chance  to 
read  it. 

The  Chairman.  Would  you  prefer  to  go  through  that  report  be- 
fore testifying  about  condfitions  alleged  to  exist  and  as  to  which 
you  may  have  knowledge? 

Mr.  Sterling.  Yes,  sir. 

The  Chairman.  Will  you  take  a  copy  of  that  report  and  indicate 
in  the  margin  what  you  know  as  to  conditions,  the  knowledge  you 
have,  and  if  you  have  no  knowledge  so  state,  and  return  it  in  this 
return  envelope  to  the  committee?  I  think  we  ask  for  it  by  Decem- 
ber 2. 

Mr.  Sterling.  Yes,  sir. 

The  Chairman.  And  when  we  resume  hearings  we  will  recall 
you  and  you  can  testify  from  the  notations  you  make. 

Mr.  Sterling.  All  right. 

The  Chairman.  That  is  all,  unless  Mr.  Kelley  has  a  few  questions 
as  to  your  duties. 

Mr.  Kelley.  You  are  directly  responsible  to  Capt.  Foley,  in 
Washington  ? 

Mr.  Sterling.  Yes,  sir. 

Mr.  Kelley.  You  get  your  instnictions  entirely  from  him? 

Mr.  Sterling.  Yes,  sir;  but  simply  in  the  operating  and  traffic 
departments. 

Mr.  Kelley.  What  other  departments  are  there? 

Mr.  Sterling.  I  mean,  I  have  nothing  to  do  with  construction, 
repair,  accounting,  or  any  of  those  other  departments,  such  as  sup- 
plies and  sales. 

Mr.  KELiiEY.  Isn't  the  accounting  officer  under  you? 

Mr.  Sterling.  No,  sir. 

Mt.  Kelley.  Xor  the  construction  and  repair  departments? 

Mr.  Sterling.  No,  sir. 

Mr.  Kelley.  Who  is  the  head  of  that  division  here  in  New  York? 

Mr.  Sterling.  Commander  Gatewood,  of  the  Construction  and 
Repair  Department,  He  has  Mr.  Latourney  under  him,  who  is  the 
local  manager. 

Mr.  Kelley.  You  determine  what  repairs  are  necessary? 

Mr.  Sterling.  No,  sir.     It  does  not  come  before  us  at  all. 

Mr.  Kelley.  You  make  surveys  of  ships? 

Mr.  Sterijng.  No,  sir. 

Mr.  Kelley..  I  think  vour  assistant  stated  that  was  one  of  vour 

chief  duties. 

Mr.  Sterling.  Some  i'e|)airs:  not  all  repairs  that  come  along. 

Mr.  Kelley.  Why  should  not  they  all  be  either  with  you  or  some- 
bodv  else. 

*  _ 

Mr.  Sterling.  They  do  not.       . 

Mr.  Kelley.  Where  is  the  line  of  demarcation? 

Mr.  Sterling.  Under  the  present  operating  agreement,  repairs  up 
to  $10,00()  are  arranged  by  the  operators,  and  above  that  the  matter 
goes  lifore  the  United  fuates  Bureau  of  Survey  and  is  let  out  at 
contract. 

Mr.  Kelley.  In  which  case  have  you  jurisdiction? 

Mr.  Sterling.  Neither. 

Mr.  Kelley.  When  do  you  make  a  survey  of  a  ship  to  see  what  it 
needs  in  the  way  of  repairs? 
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Mr.  Sterling.  In  my  department — the  Marine  Department — they 
inspect  ships  as  they  come  in,  and  they  make,  certain  recommenda- 
tions to  the  Repair  Department.    That  would  be  voyage  repairs. 

Mr.  Kelujt.  They  would  be  voyage  repairs  ? 

Mr.  Sterling.  Yes,  sir. 

Mr.  Kelley.  What  do  you  mean  by  that? 

Mr.  Sterling.  Minor  wear  and  tear  and  such  things  as  that.  The 
ships  are  gone  over  every  two  or  three  months,  you  know. 

Mr.  Kelley.  These  repairs  that  you  speak  of  as  coming  under 
your  jurisdiction,  are  those  casual  repairs  that  arise  as  the  result 
of  a  vovage  ? 

Mr.  Sterling.  Yes,  sir. 

Mr.  Kf:lley.  You  do  have  jurisdiction  over  those? 

Mr.  Sterling.  Yes,  sir. 

Mr.  Kelley.  Are  those  repairs  made  by  the  crew  ? 

Mr.  Sterung.  No,  sir ;  the  different  yards  make  them.  We  confer 
with  the  repair  department  about  them  and  they  make  arrangements 
about  the  repairs.  * 

Mr.  Kelley.  You  sav  vou  confer  with  them.  Somebodv  must  have 
authority;  don't  you  have  the  authority? 

Mr.  Sterling.  Oh,  yes ;  we  advise  them  that  such  and  such  repairs 
are  necessary  on  a  certain  ship. 

Mr.  Keij^y.  Then  are  they  required  to  make  them  ? 

Mr.  Sterling.  They  are  supposed  to. 

Mr.  Kelley.  What  I  want  to  know  is  whether  under  vour  instruc- 
tions  are  they  required  to  make  them  ? 

Mr.  Sterling,    i  es,  sir. 

Mr.  Kelley.  You  have  jurisdiction? 

Mr.  Sterling.  Of  that  amount,  yes,  sir. 

Mr.  Kelley.  V])  to  $10,000? 

Mr.  Sterling,  ^o  :  it  is  only  these  voyage  repairs  that  we  have  any- 
thing to.  do  with. 

Mr.  Kklley.  How  can  you  tell  a  voj^age  repair  from  any  other 
kind  of  repair? 

Mr.  Sterling.  AVell,  it  would  be  wear  and  tear  or  replacements. 

Mr.  Kelley.  If  there  were  a  break  of  some  kind,  a  shaft  or  some- 
thing, how  about  that  ? 

Mr.  Sterling.  That  would  not  be  wear  and  tear. 

Mr.  Kelley.  No  ;  and  that  would  be  easily  located,  and  that  would 
not  come  under  your  jurisdiction  ? 

Mr.  Sterling.  No,  sir. 

Mr.  Kelley.  Why  isn't  it  just  as  well  to  have  all  these  repairs  in 
one  place?  Why  slfiould  you  have  anj^hing  to  do  with  it  at  all  if 
you  do  not  have  it  all  ? 

Mr.  Sterling.  I  think  it  ought  to  be  all  in  one  place. 

Mr.  Kelley.  At  which  place  ? 

Mr.  Sterling.  I  think  the  man  in  New  York  should  liave  charge, 
whoever  is  the  director  here. 

Mr.  Kelley.  That  is,  it  should  be  in  your  department  i 

Mr.  Sterling.  Yes,  sir. 

Mr.  Kelley.  Or  if  not  in  your  department,  then  in  the  repair  de- 
partment; it  should  take  jurisdiction  of  it  entirely? 

Mr.  Sterling.  Yes,  sir. 
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Mr.  Kelley.  In  the  matter  of  these  minor  repairs,  do  you  decide 
what  companies  shall  make  them? 

Mr.  Sterling.  No;  the  construction  and  repair  department  does 
that. 

Mr.  Kelley.  Does  that  necessitate  that  you  should  have  a  force  of 
enmneers  in  your  department  to  make  these  surveys  ? 

Sfr.  Sterling.  We  only  have  a  few.  They  are  used  principally 
for  inspection  purposes.  We  inspect  steamers  as  they  come  in,  you 
know,  to  see  if  they  are  being  kept  in  condition,  and  if  everything  i» 
being  kept  in  order.  Of  course,  the  construction  and  repair  depart- 
ment have  their  own  surveyors  as  regards  other  work. 

Mr.  Kelley.  So  there  are  two  sets  of  surveyors  going  over  a  shi|)? 

Mr.  Sterling.  Yes,  sir. 

Mr.  Kelley.  What  is  the  necessity  for  that  ? 

Mr.  Sterling.  Well,  as  I  say,  we  only  have — I  couldn't  tell  you  off- 
hand how  many,  but  only  a  few  to  see  that  the  physical  condition 
of  ships  is  kept  up  by  the  managing  agents. 

Mr.  Kelley.  You  have  a  purchasing  department  under  your  de- 
partment? 

Mr.  Sterling.  No,  sir.  That  comes  under  the  supply  and  sales 
department. 

Mr.  Kelley.  As  superintendent  of  this  force,  T  do  not  quite  see 
what  you  have  to  do.        * 

Mr.  Sterling.  Well,  several  months  ago  they  changed  things  all 
around.  I  think  it  was  last  March  when  they  changed  some  of  the 
departments  around. 

Mr.  Kelley.  Making  them  better  or  worse? 

Mr.  Sterling.  I  do  not  know  as  to  that. 

Mr.  Kelley.  Well,  you  have  been  here  and  ought  to  know.  Have 
they  improved  it? 

Mr.  Sterling.  I  should  say  so. 

Mr.  Kelley.  Thev  have  centralized  authority  or  have  thev  split 
it  up? 

Mr.  Sterling,  Thev  have  centralized  it  here  in  New  York. 

Mr.  Kelley.  In  whom? 

Mr.  Sterling.  Mr.  Sanford  is  the  purchasing  agent  in  New  York, 
and  he  reports  to  the  Director  of  Sales  and  Supplies  in  Washington. 

Mr.  Kelley.  Don't  you  have  any  jurisdiction  over  him? 

Mr.  Sterling.  No,  sir. 

Mr.  Kelley.  Don't  you  have  any  jurisdiction  over  the  comptroller? 

Mr.  Sterling.  No,  sir. 

Mr.  Kelley.  WTiom  do  you  have  jurisdiction  over? 

Mr.  Sterung.  The  traffic  and  operating  departments. 

Mr.  Kelley.  What  are  they  ? 

Mr.  Sterling.  Well,  in  the  traffic  department  we  liandle  conferences 
on  all  rates,  movements  of  freight,  etc.  Of  course,  in  the  marine  de- 
partment we  keei)  track  of  steamers,  inspect  them,  etc. 

Mr.  Kelley.  T  would  not  consider  that  that  was  very  much  consoli- 
dation of  duties. 

Mr.  Sterling.  Well,  there  is  a  great  deal  of  work. 

Mr.  Kelley.  How  many  ships  do  you  have  under  your  jurisdiction? 

Mr.  Sterling.  I  can  tell  you  exactly  in  a  minute.  (Keferring  to 
pai)er.)  In  New  York  there  are  80  managing  agents,  under  which 
there  are  operating  671  ships. 
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Mr.  Kelijsy.  You  do  not  have  jurisdiction  over  those  to  any  extent, 
do  you  ? 

Mr.  Steklixg.  Yes;  they  all  have  to  report  to  our  office,  the  niana<r- 
ing  agents  do. 

Mr.  Kelley.  They  make  their  own  repairs  and  hire  their  own  men, 
purchase  their  own  supplies,  so  what  do  you  have  to  do  with  them? 

Mr.  Sterlixo.  Well,  they  come  to  us  with  all  kinds  of  matters,  rate 
matters 

Mr.  Keixey  (interposing).  Rates ^ 

Mr.  Sterling.  Yes,  sir;  freight  rates. 

Mr.  ICelley.  You  do  not  fix  freight  rates,  do  you  ? 

Mr.  Sterling.  In  conference  they  are  fixed ;  jj^s,  sir.  The  operators 
do  not  fix  the  rates. 

Mr.  Kelley.  A  conference  between  whom? 

Mr.  S^ferlixg.  A  conference  of  the  lines. 

Mr.  Kelley.  Do  you  sit  in  with  them  ? 

Mr.  Sterling.  I  do  not  personally,  but  I  have  a  traffic  man  who 
does,  my  representative. 

Mr.  IVELiJEY.  What  jurisdiction  do  you  have? 

Mr.  Sterling.  He  has  no  jurisdiction  over  them,  just  confers  with 
them. 

Mr.  Kelley.  He  just  talks  it  over? 

Mr.  Sterling.  Yes,  sir. 

Mr.  Kelley.  And  they  fix  the  rates  ? 

Mr.  Sterling.  Practically  so ;  3'^es,  sir. 

Mr.  Kei^ey.  What  particular  use  is  there  of  the  Government  repre- 
sentative there?     Can  he  approve  or  disapprove  of  the  rates? 

Mr.  Sterling.  We  have  a  regular  conference  secretary,  which  in 
besides  our  representative,  and  the  idea  is  to  avoid  wrangling. 

Mr.  Kelley.  What  T  am  trying  to  get  at  is,  has  your  department 
any  charge,  any  authority,  to  veto  the  agreement  reached? 

Mr.  Sterlixg.  We  have  not  here,  but  they  have  in  Washington. 

Mr.  KELLPiY.  If  your  representative  was  dissatisfied  with  the 
agreement  reached  you  would  do  what? 

Mr.  Sterlixg.  Beport  it  to  Washington. 

Mr.  Kelley.  Who  has  charge  of  rate  making  down  there?  . 

Mr.  Sterling.  Mr.  Murphy  is  the  traffic  manager. 

Mr.  Kelley.  Would  he  have  authority  to  veto  an  arrangement? 

Mr.  Sterling.  He  would  probably  have  to  confer  with  Capt. 
Foley,  the  director. 

Mr.  Kelley.  Would  Capt.  Foley  make  rates? 

Mr.  Sterling.  Y^'es. 

Mr.  Kelley.  Are  you  sure  of  that? 

Mr.  Sterling.  It  is  under  his  jurisdiction. 

Mr.  Kelley.  Well,  do  I  understand  that  all  rates  in  existence  are 
under  the  jurisdiction  of  Capt.  Foley  and  could  be  vetoed  at  any 
time? 

Mr.  Sterling.  Y'^es,  sir. 

Mr.  Kelley.  You  are  certain  of  that? 

Mr.  Sterling.  Quite  certain. 

Mr.  Kelley.  Has  he  ever  vetoed  any  that  you  know  of? 

Mr.  Sterling.  Not  that  I  know  of  at  this  minute. 

Mr.  Kelley.  What  other  activities  do  you  have? 

Mr.  Sterling.  That  is  about  all. 
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Mr.  Kellet.  How  many  men  altogether  are  there  in  your  de- 
partment ? 

Mr.  Sterling.  About  250. 

Mr.  Kelley.  Do  5rou  know  how  many  altogether  there  are  in  the 
Shipping  Board  activities  in  the  city  of  New  York? 

Mr.  Sterling.  No,  sir. 

Mr.  Kei^ley.  Have  you  ever  suggested  that  any  of  these  depart- 
ments be  put  under  you  ? 

Mr.  SiiiRLiNG.  They  were  originally,  the  most  of  them,  but  they 
changed  them  all  last  winter.  That  is,  they  were  not  under  me,  as 
I  was  not  there. 

Mr.  Kelley.  I  mean  under  vour  office. 

Mr.  Sterling.  Yes,  sir. 

Mr.  Kelley.  Last  winter  they  took  all  these  different  actual  con- 
tract inspections,  where  they  make  contracts,  out  from  under  your 
jurisdiction  entirely  ? 

Mr.  Sterling.   1  es,  sir. 

Mr.  Kelley.  They  report  now  directly  to  "Washington? 

Mr.  Sterling.  Yes,  sir. 

Mr.  Kelley.  Do  you  think  that  is  a  good  business  proposition  ? 

Mr.  Sterijng.  No. 

Mr.  Kblijuy.  What  special  reason  do  you  think  led  the  board  to 
make  that  change? 

Mr.  Sterling.  I  do  not  know,  sir.    I  have  no  idea. 

Mr.  Kei.ley.  Thev  never  found  anv  fault  with  vour  work? 

*  •  •  • 

Mr.  Sterling.  No,  sir. 

Mr.  Kelley.  How  long  have  you  been  here? 

Mr.  Sterling.  I  joined  the  board  on  the  1st  of  November,  and  I  was 
taken  sick  on  the  1st  of  December  and  was  awav  until  in  Februarv. 
So  some  of  this  happened  while  I  was  away. 

Mr.  Keli^y.  So  whoever  can  make  purchases  here  in  the  city  of 
New  York  has  no  check  here  at  all  ? 

Mr.  Sterling.  Not  with  my  department. 

Mr.  Kelley.  Has  he  with  any  department?  The  only  check  he  has 
is  300  miles  away. 

Mr.  Sterling.  In  Washington. 

Mr.  Kelley.  It  would  be  better,  wouldn't  it,  if  all  this  had  to  come 
out  from  one  head  ? 

Mr.  Sterling.  Yes,  sir\ 

Mr.  Keixey.  And  only  one  head  make  the  report  to  Washington  ? 

Mr.  Sterling.  Yes,  sir. 

Mr.  Kelley.'  It  would  be  in  the  interest  of  economy,  wouldn't  it? 

Mr.  Stemming.  Yes,  sir;  and  in  the  interest  of  business  efficiency 

also. 

Mr.  Kelley.  I  suppose  there  is  more  or  less  duplication  of  work 
by  reason  of  these  several  heads,  isn't  there? 

Mr.  Sterling.  No  ;  I  do  not  think  so. 

Mr.  Kelley.  You  keep  that  pretty  well  separated  out? 

Mr.  Sterling.  Yes,  sir. 

Mr.  Kelley.  That  is  all. 

The  Chairman.  Mr.  Sterling:,  you  may  be  excused  for  the  present. 
I  will  now  call  Mr.  Patton. 
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TESTIMONY  OF  MK.  J.  N.  PATTON,  ACTING  POET  CAPTAIN,  UNITED 

STATES  SHIPPING  BOAED,  NEW  YOEE. 

(The  witness  was  duly  sworn  by  the  chairman.) 

The  Chairman.  What  is  your  name? 

Mr.  Patton.  J.  X.  Patton. 

The  Chairman.  What  position  do  you  hold  with  the  Shippinj^ 
Board  or  Fleet  Corporation? 

Mr.  Patton.  I  am  acting  port  captain. 

The  Chairman.  How  long  have  you  held  that  position? 

Mr.  Patton.  I  was  assistant  port  captain  for  a  while  and  have  been 
acting  port  captain  about  a  month  and  a  half — pretty  nearly  two 
months. 

The  Chairman.  Who  is  port  captain? 

Mr.  Patton.  Who  was? 

The  Chairman.  Who  is? 

Mr.  Patton.  I  am  acting  port  captain. 

The  Chairman.  There  is  no  port  captain  now  ? 

Mr.  Patton.  No,  sir ;  not  confirmea.  I  took  Capt.  Parker's  place 
when  he  was  promoted. 

The  Chairman.  Have  you  seen  the  report  of  the  investigators  to 
the  committee,  with  reference  to  conditions  about  here  and  elsewhere 
in  the  Shipping  Board  ? 

Mr.  Patton.  No,  sir. 

The  Chairman.  Would  you  prefer  to  testifjr  relative  to  the  state- 
ments in  that  report  after  you  had  seen  it  or  without  seeing  it? 

Mr.  Patton.  Either  way  you  say. 

The  Chairman.  Do  you  have  knowledge  as  to  the  conditions  alleged 
in  the  report? 

Mr.  Patton.  No,  sir;  I  have  never  read  it.  All  I  know  is  what  I 
have  read  in  the  newspapers. 

The  Chairman.  Would  you  take  a  copy  of  the  report,  and  go 
through  it,  and  on  the  margin  indicate  what  knowledge  you  have  of 
conditions,  or  if  you  have  no  knowledge,  so  state? 

Mr.  Patton.  i  es,  sir. 

The  Chairman.  And  return  it  to  the  committee  on  or  before  De- 
cember 2,  so  that  we  may  inquire  of  you  later? 

Mr.  Patton.  All  right. 

The  Chairman.  I  now  hand  you  a  copy  of  the  report  in  an  ad- 
dressed envelope,  to  be  returned. 

Mr.  Patton.  Shall  I  keep  this  and  return  it  to  you  in  person? 

The  Chairman.  No;  just  make  your  notations  on  that  report  and 
drop  it  in  the  mail  in  that  envelope. 

Mr.  Patton.  All  right. 

The  Chairman.  You  will  do  that,  will  you  ? 

Mr.  Patton.  Yes,  sir.   ► 

The  Chairman.  There  are  no  further  questions  unless  Mr.  Kelley 
wishes  to  ask  something, 

Mr.  Kelley.    Your  immediate  superior  is  Capt.  Parker? 

Mr.  Patton.  Yes,  sir. 

Mr.  Kelley.  And  his  superior  is  Capt.  Sterling? 

Mr.  Patton.  Yes,  sir. 

Mr.  Kelley.  And  yon  report  to  Capt.  Parker  ? 

Mr.  Patton.  Yes,  sir. 
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Mr.  Kelley.  What  particular  portion  of  the  work  of  Capt.  Parker 
falls  to  you  for  special  attention? 

Mr.  Patton.  Well,  the  work  of  the  port  captain's  office  is  varied ; 
it  is  really  the  dumping  ground  for  everything.  We  have  six  as- 
sistants that  we  send  out  to  make  a  physical  report  on  the  condi- 
tion of  incoming  steamers.  And  if  steamers  lay  in  the  harbor,  they 
make  a  second  report  to  see  that  the  machinery  is  up  to  standard, 
and  that  the  decks  are  properly  cleaned  and  in  good  shape,  and 
that  the  boats  are  properly  crewed  and  manned,  if  we  find  a  ves- 
sel that  is  not  being  kept  up  properly,  in  our  judgment,  we  take  it 
up  >vith  the  operators  and  send  in  a  physical  report  to  Washington 
with  our  recommendations  on  it.  We  also  settle  overtime  disputes; 
tind  a  hundred  and  one  different  things  come  in  daily  from  the 
operating  companies  for  us  to  settle.  We  hold  investigations.  If 
any  graft  or  anything  of  that  kind  is  charged  as  going  on,  imme- 
diately upon  arrival  of  the  boat  we  notify  the  operators  to  send  the 
farties  up  to  our  office,  where  we  hold  an  investigation.  Off-hand, 
could  not  tell  you  all  our  duties,  but  we  are  kept  pretty  busy  down 
there. 

Mr.  Kellet.  You  are  immediately  responsible  to  Capt.  Parker? 

Mr.  Patton.  Yes.  sir. 

Mr.  Kelley.  Ana  the  duties  that  he  detailed  are  practically  your 
duties,  too,  because  you  are  his  assistant? 

Mr.  Patton.  Yes,  sir. 

Mr.  Kellet.  That  is  all. 

The  Chairman.  That  is  all  for  the  present,  Mr.  Patton.  We  will 
call  you  later,  after  we  have  received  the  copy  of  the  report  which 
has  been  given  to  you. 

We  will  now  call  Mr.  Gregory. 

TESTIMONT  OF  MB.  B.  H.  OBEOOBT,  POBT  STEWABD,  NOBTH 
ATLAHTIC  DISTBICT,  UNITED  STATES  SHIPPING  BOABD,  NEW 
TOBX. 

(The  witness  was  duly  sworn  by  the  chairman.) 

The  Chairman.  Please  give  your  name. 

Mr.  Gregory.  R.  H.  Gregory. 

The  Chairman.  What  position  have  you  with  the  Shipping  Board 
or  the  Fleet  Corporation? 

Mr.  (trroory.  Port  steward.  North  Atlantic  district. 

The  Chairman.  How  long  nave  you  been  in  that  position  ? 

Mr.  Gregory.  Since  February  22  of  this  year. 

The  Chairman.  Have  you  seen  the  report  made  by  the  investi- 
^tors  of  this  committee  to  the  committee? 

Mr.  Gregory.  Not  the  actual  report.  I  have  seen  newspaper 
accounts  of  it. 

The  Chairman.  You  have  never  gone  through  the  report? 

Mr.  Gregory.  No.  sir. 

The  Chairman.  Are  you  willing  to  take  a  copy  of  the  report  and 
make  notations  in  the  margin  as  to  your  knowleage  of  the  conditions 
alleged  to  exist  by  the  report,  or  ii  you  have  no  knowledge  say  so, 
and  return  it  to  the  committee  on  or  before  December  2,  so  that  we 
might  inquire  of  you  later. 

Mr.  Gregory.  Yes,  sir. 
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The  Chairman.  And  will  you  do  that  ? 

Mr.  Gregory.  Yes,  sir. 

The  Chairman.  I  now  hand  you  a  copy  of  the  report  in  an  ad- 
dressed return  envelope,  and  you  will  make  those  notations  and  get  it 
back  to  us  before  December  2. 

Mr.  (7REGORY.  All  right. 

The  Chairman.  Anv  questions,  Mr.  Kelley  ? 

Mr.  Kelley.  Mr.  (Gregory,  who  fixes  the  ration  of  a  Shipping; 
Board  ship  ? 

Mr.  Gregory.  Virtually  the  steward  of  the  ship. 

Mr.  Kelley.  He  feeds  the  boys  as  much  or  as  little  as  he  likes? 

Mr.  Gregory.  Pending  the  check-up  on  his  return.  Then,  if  there 
has  been  an  excess  or  too  little  used,  he  awaits  action  on  his  return. 

Mr.  Kelley.  Each  steward  is  a  law  unto  himself  about  how  much 
he  shall  feed  the  boys,  how  much  they  shall  have  ? 

Mr.  Gregory.  To  a  certain  extent  only.  He  is  handed  stores  to 
disburse  while  at  sea.  Then,  when  he  comes  back,  he  makes  an  ac- 
counting of  how  he  disbursed  them. 

Mr.  Kelley.  Then  they  might  get  nmch  better  food  on  one  ship 
than  on  another,  and  more  or  less  of  it  ? 

Mr.  Gregory.  That  is  very  probable. 

Mr.  Kelley.  He  ordei*s  supplies  himself,  too,  doesn't  he? 

Mr.  Gregory.  He  writes  out  a  requisition,  which  is  submitted  to 
the  port  staff  of  the  managing  company.  They  in  turn  would  scru- 
tinize that  requisition. 

Mr.  Kelley.  If  the  (lovernment  pays  the  bills,  why  would  they 
scrutinize  it? 

Mr.  Gregory.  I  did  not  quite  get  that  question? 

Mr.  Kelley.  I  askedj  as  long  as  the  Government  pays  all  of  the 


bills,  buys  all  the  supplies — doesn't  it? 
Mr.  Ctregory.  No:  not  f( 


b  for  a  managing  agent.  The  managing 
agent  buys  his  own  supplies. 

Mr.  Kelley.  Do  j^ou  mean  the  ships  allocated  to  the  different  com- 
panies ? 

Mr.  (jregory.  Yes,  sir. 

Mr.  Kelley.  The  managing  agent  buys  them  but  the  Government 
pays  for  them. 

Mr.  Gregory.  They  reimburse  the  operating  compan3^ 

Mr.  Kelley.  Well,  that  is  the  same  thing.  They  pay  for  the  sup- 
plies. 

Mr.  Gregory.  Yes,  sir. 

Mr.  Kelley.  What  difference  would  it  make  to  the  managing 
agent  whether  the  steward  gave  cheap  or  dear  supplies  ? 

Mr.  Gregory.  What  difference  to  the  Government,  did  you  ask? 

Mr.  Kelley.  No  ;  to  the  company  operating  the  ships.  What  dif- 
ference does  it  make  to  tlie  managing  agent,  tor  instance  ? 

Mr.  (Jregory.  It  would  affect  the  commission  that  would  be  paid 
by  the  Government  for  managing  that  vessel. 

Mr.  Kelley.  Is  some  limitation  put  on  their  expenses  for  food? 

Mr.  Gregory.  There  is  no  limitation,  but  there  is  a  general  aver- 
age cost,  which  is  arrived  at. 

Mr.  Kelley.  I  know  there  is  probably  some  practice  about  it,  but 
I  want  to  know  if  tliere  is  any  authority  anywhere  to  direct  the 


SHIPPIXG  BOARD   OPERATIONS.  2559 

steward  of  the  ship" to  give  a  certain  ration  or  not,  or  is  it  within 
his  discretion  entirely,  or  practically  so. 

Mr.  Gregory.  He  would  not  have  attained  the  position  of  steward, 
in  the  first  place,  if  he  had  no  knowledge  of  the  position. 

Mr.  Kelm:y.  Yes;  I  know  that. 

Mr.  Gregory.  Then  he  is  expected  to  feed  his  ship  what  is  cus- 
tomary in  good  practice,  according  as  they  may  be  passenger  vessels 
or  freight  vessels. 

Mr.  Kelley.  What  is  the  present  value  of  a  ration  that  he  is 
allowed  to  give  ? 

Mr.  Gregory.  I  think  about  $1.20  to  $1.25,  and  all  over  that  is 
excess. 

Mr.  Kelley.  Do  you  mean  $1.25  per  day? 

Mr.  Gregory.  Per  man  per  day ;  yes,  sir. 

Mr.  Kelley.  Do  you  know  what  the  value  of  the  ration  is  in  the 
United  States  Navy? 

Mr.  Gregory.  Do  you  mean,  do  I  know  the  cost  per  day  per  man 
there? 

Mr.  Kelley.  Yes. 

Mr.  Gregory.  I  would  not  be  sure  of  my  figure,  but  I  think  it  is 
somewhere  around  80  cents  at  the  present  time. 

Mr.  KJELLEY.  Isn't  it  69  cents? 

Mr.  Gregory.  I  think  the  later  figure  is  up  near  80  cents,  though 
I  am  not  quite  sure,  but  I  feel  that  it  is  above  69  cents.  The  reason 
for  that  would  be  that  the  original  purchases  in  the  Navy  are  con- 
trolled by  large  contracts,  which  ultimately  affect  the  figure. 

Mr.  Kelley.  Which  is  the  larger  institution,  the  Navy  or  the 
Shipping  Board  ? 

Mr.  Gregory.  You  are  beyond  me. 

Mr.  Kelley.  How  many  men  are  there  on  the  Shipping  Board 
sliips  being  fed  by  the  commissary  department  of  the  Shipping 
Board? 

Mr.  Gregory.  I  would  say,  approximately,  about  6,000. 

Mr.  Kelley.  Why,  onlv  6,000? 

Mr.  Gregory.  Between'^6,000  and  7,000. 

Mr.  Kelley.  Do  you  mean  here  in  New  York? 

Mr.  Gregory.  I  understood  you  to  mean  the  number  of  men  fed  on 
vessels  of  the  United  State  Shipping  Board.  That  is  taking  about 
50  in  a  crew. 

Mr.  Ejelley.  Is  that  the  average  crew? 

Mr.  Gregory.  The  average  would  be  less  than  that.  The  average 
would  be  around  40,  perhaps. 

Mr.  KeijLEY.  How  many  men  are  there  on  a  5,000-ton  ship? 

Mr.  Gregory.  I  think  32  men. 

Mr.  Kelley.  How  many  men  on  a  10,000-ton  ship? 

Mr.  Gregory.  Forty-five  or  47.  There  are  many  things  that  change 
that,  whether  it  is. a  coal  or  an  oil-biirning  vessel  would  make  a 
difference 

Mr.  Kelley,  Fifty  times  1,200  would  be  60,000,  wouldn't  it? 

Mr.  Gregory.  Yes,  sir. 

Mr.  Kelley.  There  would  be  (juite  a  difference  between  6,000  men 
and  60,000  men  ? 

Mr.  Gregory.  Oh,  you  are  talking  about  the  whole  fleet? 

Mr.  Kelley.  Yes. 
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Mr.  Gregory.  Yes,  sir. 

Mr.  Kelley.  Are  there  00,000  men  in  the  Navy  ? 

Mr.  Gregory.  I  could  not  tell  you. 

Mr.  Kelley.  There  are  really  more  men  to  be  fed  on  the  sea  in  the 
Shipping  Board  than  jn  the  Navy,  aren't  there  ? 

Mr.  Gregory.  I  should  think  so  at  the  present  time. 

Mr.  Kj:lley.  Why  can  not  the  Shipping  Board  buy  as  cheaply  and 
feed  as  cheaply  as  the  Navy  'i 

Mr.  Gregory.  They  could  under  proper  conditions. 

Mr.  Kelley.  But  they  are  not  doing  it  at  this  time? 

Mr.  Gregory.  No,  sir. 

Mr.  Kelley.  Can  each  steward  buy  when  he  comes  into  port  ? 

Mr.  Gregory.  No,  sir;  not  in  a  home  port.    When  he  comes  into 
a  home  port  he  figures  what  he  will  require  and  makes  a  requisition. 

Mr.  Kelley.  Who  turns  that  over  to  him,  or  he  turns  it  over  to 
whom? 

Mr.  Gregory.  The  port  steward  of  the  organization  of  the  man- 
aging agent. 

Mr.  Kelley.  And  that  is  turned  over  to  you  ? 

Mr.  Gregory.  No,  sir ;  it  is  turned  over  to  the  port  steward  of  the 
managing  agent. 

Mr.  Kelley.  So.  there  would  be  80  different  purchasing  agents 
for  the  Shipping  Board  in  New  York  alone? 

My.  (iregory.  Yes,  sir. 

Mr.  Kelley.  For  the  different  ship  operators? 

Mr.  (iREGORY.  Yes,  sir. 

Mr.  Kelley.  Then  you  purchase  everything  for  the  Shipping 
Board  ships,  do  you  ? 

Mr.  Gregory.  For  the  Shipping  Board's  directly  managed  ships; 
yes,  sir. 

Mr.  Kelley.  That  is  what  I  meant. 

Mr.  Gregory.  I  do  not  purchase  them,  but  I  requisition  them 
through  the  Purchasing  Department. 

Mr.  Kelley.  I  mean  the  Government  does. 

Mr.  Gregory.  Yes,  sir. 

Mr.  Kelley.  The  purchasing  agent  for  the  Government,  through 
you,  supplies  ships  that  are  operated  by  the  Government? 

Mr.  Gregory.  The  United  States  Shipping  Board  is  not  operating 
any  vessels  at  the  present  time.  The  vessels  we  have  are  in  the 
interim  between  managers,  delivered  to  the  Shipping  Board  for  a 
week  or  10  days  or  for  a  month,  and  vessels  that  are  under  repair  or 
that  are  not  allocated.  They  generally  lie  out  in  the  stream  and  we 
feed  them  and  purchase  stores  to  feed  them. 

Mr.  Kelley.  Those  80  agents  of  the  United  States  Government 

fo  out  and  bid  against  each  other  for  supplies,  do  they,  in  New 
ork? 

Mr.  Gregory.  They  go  out  and  bid  in  the  open  market. 

Mr.  Kelley.  Yes.     What  effect  does  that  have  on  the  market? 

Mr.  (iregory.  The  effect  of  raising  the  market. 

Mr.  Kelley.  How  do  you  explain  that  the  most  fundamental  of 
ideas  of  buying  supplies  is  not  pursued  by  the  Shipping  Board? 
Here  is  a  great  organization  with  60,000  men  on  the  seas,  and  yet  it 
permits  80  different  agencies  to  buy  these  supplies  in  one  town.  Is 
that  good  business? 
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Mr.  Gregory.  No,  sir. 

Mr.  Kelley.  It  is  the  most  wasteful  kind  of  purchasing,  isn't  it? 

Mr.  Gregory.  Yes,  sir. 

Mr.  Kelley.  Who  is  responsible  for  that  system  ? 

Mr.  Gregory.  I  can  not  answer  that.    I  do  not  know. 

Mr.  Kfxley.  I  thought  prol)ably  you  would  not.  You  do  not 
approve  of  it,  anyhow. 

Mr.  Gregory.  No,  sir.  Further  than  that,  I  will  tell  you  that  there 
is  at  the  present  time  a  scheme  being  worked  up  whereby  tlie  Ship- 
pine  Board  is  going  to  contract  for  all  the  supplies  it  needs. 

Mr.  Kelley.  There  really  does  not  need  any  scheme  to  be  worked 
up,  and  I  do  not  mean  by  the  use  of  the  word  "  Scheme  "  to  use  it  in 
an  obnoxious  sense,  but  there  are  great  corporations — for  instance, 
how  manj'  vessels  does  the  Standard  Oil  Co.  have  on  the  seas? 

Mr.  Gregory.  I  should  think  they  would  have  somewhere  around 
65  in  their  fleet.    That  is,  their  whole  fleet. 

Mr.  Kelley.  They  have  a  central  purchasing  department,  don't 
they? 

Mr.  Gregory!  I  suppose  so. 

Mr.  Kelley.'  They  do  not  allow  each  captain  or  steward  to  go  in 
and  buy  against  another  one  of  their  captains  or  stewards  for  what 
they  need.  And  there  is  the  United  States  Navy,  with  a  thoroughly 
worked  out  system,  wherein  the  ration  expense  runs  about  69  cents. 
It  may  be  more  than  that  now,  I  am  not  sure,  but  that  was  the 
amount  when  I  last  saw  it. 

Mr.  Gregory.  A  ration  on  a  man  of  war  is  entirely  different  from 
a  ration  on  a  freight  vessel. 

Mr.  Kelley.  It  is  better  on  board  a  man  of  war,  is  it  not  ? 

Mr.  Gregory.  No,  sir. 

Mr.  Kelley.  Are  you  sure  ? 

Mr.  Gregory.  Quite  sure. 

Mr.  Kelley.  Do  you  think  the  boys  get  better  food  on  a  Shipping 
Board  ship  than  they  do  on  a  naval  vessel ;  more  of  it  or  a  greater 
variety? 

Mr.  Gregory.  Yes,  sir. 

Mr.  Kelley.  Well,  they  do  not  get  better  food,  that  is  certain. 

Mr.  Gregory.  Not  quanty,  not  as  regards 

Mr.  Kelley.  As  to  quality? 

Mr.  Gregory.  They  get  more  variety,  and 

Mr.  Kelley.  And  more  of  it? 

Mr.  Gregory.  Yes ;  and  more  of  it. 

Mr.  Kelley.  Did  you  ever  hear  any  of  the  boys  complain  on  a 
man  of  war  about  tfie  amount  of  f(K)d  they  had,  or  declined,  any 
more  than  the  boys  on  the  other  ships  ? 

Mr.  Gregory.  Well,  you  will  hear  complaints  on  a  freight  ship ; 
you  could  give  them  turkey  three  times  a  day,  and  they  will  kick. 

Mr.  Kelley.  Well,  we  all  complain  more  or  less  about  our  foods, 
you  know ;  but  I  mean,  reasonable  complaints. 

Mr.  Gregory.  No  ;  the  complaint  would  not  require  investigation. 

Mr.  Kelley.  Undoubtedly,  the  Government  would  like  to  supply 
«  splendid,  first-class  ration  in  both  those  services,  and  should  do 
80,  but  it  should  be  done  on  a  wholesale  basis,  when  you  have  at  least 
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60,000  men  in  the  service  to  feed.    That  almost  goes  without  saying, 
does  it  not? 

Mr.  Gregory.  Surely. 

Mr.  Kelley.  And  yet,  during  the  whole  time  that  the  Shipping 
Board  has  had  these  ships,  they  have  been  buying  at  retail  prac- 
tically, each  of  their  agents  bidding  against  the  other;  that  is  cor- 
rect, IS  it  not? 

Mr.  Gregory.  I  would  not  say  the  whole  time. 

Mr.  Kelley.  Well,  they  never  have  had  the  other  system  in  force, 
have  they? 

Mr.  Gregory.  Yes,  sir.  The  supplies  during  the  time  that  the 
division  of  operations  was  actually  operating  the  vessels,  that  is 
during  the  war,  the  purchasing  department  of  the  Shipping  Board 
then  purchased  all  the  supplies  that  were  used  on  board  the  vessels. 
Since  the  war  and  the  vessels  have  been  allocated  to  private  man- 
agers, they  have  not  done  it. 

Mr.  Kelley.  They  have  simply  retained  the  privilege  of  paying 
the  bills  since  then? 

Mr.  Gregory.  Yes,  sir. 

Mr.  E[elijby.  Now,  you  say  it  is  costing  the  Government  $1.35 
per  day  per  man  ? 

Mr.  Gregory.  $1.25. 

Mr.  Kelley.  $1.25  a  day? 

Mr.  Gregory.  I  say  that  is  a  general  average  figure. 

Mr.  Kelley.  Do  you  know  how  much  it  cost  the  Government  per 
man  during  the  war,  when  you  say  the  other  system  was  in  operation? 

Mr.  Gregory.  I  have  not  got  that  figure  right  now,  but  I  can 
get  it. 

Mr.  Kelley.  It  was  approximately  the  same  as  the  Navy,  was  it 
not;  about  80- 

Mr.  Gregory.  Eighty-seven  cents,  I  think. 

Mr.  Kelley.  A  little  more  than  the  Navy? 

Mr.  Gregory.  Yes. 

Mr.  Kelley.  Eighty-seven  cents.  Now,  with  60,000  men,  the 
difference  between  87  cents  and  $1.25 — and  food  was  higher  then 
than  now,  too,  was  it  not;  there  has  been  a  little  decline? 

Mr.  Gregory.  There  has  been  a  little  decline  lately. 

Mr.  Kelley.  There  would  be  nearly  40  cents  difference  per  man? 

Mr.  Gregory.  Per  day. 

Mr.  Kelley.  Per  day.  That  nms  into  money,  you  see,  pretty  fast; 
and  your  judgment  is  that  the  whole  matter  should  be  modified,  the 
whole  matter  of  making  purchases  should  be  changed,  is  it  not  ? 

Mr.  Gregory.  Be  changed;  yes,  sir.  As  I  started  to  tell  you,  there 
is  a  schedule  or  there  is  machinery  now  being  prepared  whereby  the 
Shipping  Board  will  enter  more  into  the  purchasing  of  supplies  for 
the  Shipping  Board  vessels.  It  is  not  in  effect  yet ;  it  has  been  tried 
out  in  the  port  of  Baltimore,  but  it  has  not  been  generally  instituted. 

Mr.  Kelley.  How  long  has  Mr.  Foley  been  at  the  head  of  the 
Division  of  Operations  in  Washington? 

Mr.  Gregory.  I  do  not  exactly  know  the  date  he  was  appointed,  but 
I  should  think  about  IS  months:  hardly  that  long,  it  has  been  12 
months,  I  guess. 

Mr.  Kelley.  What  has  been  your  experience  in  purchasing  sup- 
plies before  you  entered  the  emi)ioyment  of  the  (government  ? 
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Mr.  Gregory.  About  18  years  as  chief  steward. 

Mr.  Kellet.  At  sea  ? 

Mr.  Gregory.  At  sea,  and  also  in  the  employ  of  different  private 
corporations. 

Mr.  Kelley.  What  particular  corporation  were  you  employed  by  ? 

Mr.  Gregory.  The  last  one  before  I  joined  the  United  States  Ship- 
pinff  Board  was  the  P.  &  O.  Steamship  Company. 

Mr.  Kelley.  How  many  steamships  did  they  operate  ? 

Mr.  Gregory.  I  think  about  300. 

Mr.  Kelley.  And  you  were  an  assistant  there,  probably? 

Mr.  Gregory.  Yes. 

Mr.  Kelley.  Who  was  at  the  head  of  their  purchasing  department 
when  you  left  ? 

Mr.  Gregory.  Clyne,  C-I-y-n-e. 

Mr.  Kelley.  And  they  purchased  their  supplies,  of  course,  at 
wholesale? 

Mr.  Gregory.  They  purchased  their  supplies  at  wholesale. 

Mr.  Kelley.  And  each  steward  did  not  buy  his  own  supplies? 

Mr.  Gregory.  No  ;  he  did  not  buy  his  supplies. 

Mr.  Keli^y.  Do  you  see  to  it  that  the  ships  have  enougli  supplies 
to  last  the  round  trip? 

Mr.  Gregory.  No,  sir;  it  does  not  come  through  the  office  of  the 
Shipping  Board. 

Mr.  ESlley.  If  the  steward  of  the  ship  undersupplied  himself,  he 
would  have  to  buy  abroad? 

Mr.  Gregory.  Yes,  sir. 

Mr.  Kelley.  How  long  would  it  take  those  bills  to  get  around, 
before  they  were  finally  passed  under  the  eye  of  the  Shipping  Board, 
the  Government  ? 

Mr.  Gregory.  That  would  depend  a  whole  lot  on  where  the  sup- 
plies were  purchased, 

Mr.  Kelij^y.  Well,  say  a  trip  to  Europe,  or  the  Mediterranean. 

Mr.  Gregory.  I  should  think  a  month  or  six  weeks ;  probably  two 
months. 

Mr.  Keij^ey.  After  the  ship  got  back,  before  the  bills  would  be 
here? 

Mr.  Gri-:gory.  No  ;  from  the  date  of  the  purchase. 

Mr.  Kelley.  Well,  that  would  be  pretty  fast,  would  it  not?  It 
takes  the  ship  how  long  ? 

Mr.  Gregory.  About  15  days,  if  she  was  coming  direct  back;  15 
or  20  days. 

Mr.  Keij^y.  Do  you  mean  to  say  that  the  bills  follow  a  round 
trip  voyage  within  a  mcmth,  as  a  rule? 

Mr.  Gregory.  Well,  the  purchase  would  be  made,  in  a  hypothetical 
case,  say  on  the  1st  of  the  month,  in  say  a  port  in  France.  The  agent 
there  for  the  Shipping  Board  would  collect  these  bills  up  from  the 
vendor,  approve  them  and  possibly  pay  them,  and  then  forward  them 
back  to  the  managing  agent,  say  in  New  York.  That  would  take 
approximately  a  month  or  six  weeks  before  they  actually  got  back 
to  the  Shipping  Soard. 

Mr.  Kelley.  You  have  had  18  years*  experience? 

Mr.  (tregory.  Yes,  sir. 

Mr.  Kelley.  As  a  steward? 
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Mr.  Gregory.  Yes,  sir. 

Mr.  Kelley.  Or  as  an  assistant  ? 

Mr.  Gregory.  In  the  steward's  department,  connected  with  vessels. 

Mr.  KELiiEY.  Yes.  Do  you  know  of  any  steamship  company,  in 
all  your  experience,  with  any  considerable  number  of  steamers,  that 
purchased  supplies,  supplied  its  ships,  under  any  such  plan  as  is 
followed  at  the  present  time  by  the  United  States  Shipping  Board, 
with  1,200  ships  on  the  seas? 

Mr.  Greg()p»y.  No;  because  this  condition  has  never  existed 

Mr.  Kelley.  Nobody  else  would  ever  do  a  thing  like  this? 

Mr.  Gregory.  I  mean,  there  was  no  such  large  fleet  to  purchase  for 
before. 

Mr.  Kellky.  No  ;  but  all  tlie^  reason  is  on  the  side  of  adopting  a 
wholesale  plan  ? 

Mr.  Gregory.  Yes,  sir. 

The  Chairman.  I  think  that  is  all,  Mr.  Gregory ;  if  you  will  make 
your  notes  and  return  the  report  to  us  before  December  2. 

Mr.  Gregory.  Yes,  sir. 

TESTIMONY  OF  HE.  DANIEL  C.  COLLINS. 

(The  witness  was  duly  sworn  by  the  chairman.) 

The  Chairman.  Your  name,  Mr.  Collins? 

Mr.  Collins.  Daniel  C.  Collins. 

The  Chairman.  Where  do  you  reside? 

Mr.  Collins.  Two  hundred  and  thirty-seven  East  One  hundred 
and  ninety-fourth  Street,  New  York  City. 

The  Chairman.  Are  you  employed  by  the  Shipping  Board  or  Fleet 
Corporation,  Mr.  Collins? 

Mr.  Collins.  I  am.  ^ 

The  Chairman.  In  what  capacity? 

Mr.  CoiJJNs.  Chief  of  the  requisitioned  vessel  section. 

The  Chairman.  And  how  long  have  you  been  employed  there? 

Mr.  Collins.  By  the  Shipping  Board  ? 

The  (Chairman.  Yes,  sir. 

Mr.  Collins.  Since  December,  1918. 

The  Chairman.  Where  is  your  office,  here  in  New  York? 

Mr.  CoLiiiNs.  Forty-five  Broadway. 

The  Chairman.  Have  you  seen  a  copy  of  the  report  submitted  to 
this  committee  by  its  investigators,  Mr.  Collins? 

Mr.  Collins.  1  have  not. 

The  Chairman.  You  have  no  knowledge,  then,  from  having  seen 
the  reports,  of  course,  of  the  statements  contained  in  it.  Would  you 
take  a  copy  of  that  report  and  make  notations  in  the  margin,  as  to 
your  knowledge  of  the  statements  made,  and  the  conditions  alleged 
to  exist  with  reference  to  various  topics  in  the  report,  or  if  you  have 
no  knowledge,  simply  state  that  you  know  nothing  about  it,  and  re- 
turn it  to  the  committee  on  or  before  December  2? 

Mr.*  Collins.  Yes ;  to  the  best  of  my  knowledge. 

The  Chairman.  Well,  if  you  know  nothing,  there  will  be  many 
topics  undoubtedly  in  the  report  about  which  you  will  know  nothing 
at  all,  because  they  do  not  come  under  your  supervision  or  your  obser- 
vation ;  but  as  to  matters  there  of  which  you  do  have  knowledge,  as 
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to  whether  the  conditions  you  know  exist  or  do  not  exist,  or  if  you  do 
not  know  anything  about  it,  if  you  will  indicate  that  in  the  book  and 
return  it  to  us  before  December  2 ;  will  you  ? 
Mr.  Collins.  1  will. 

The  Chairman.  Then  we  will  call  you  later  for  further  examina- 
tion,  after  Ave  have  received  the  book.    1  hand  you  a  copy  of  the  re- 
port in  an  addressed  return  envelope,  which  I  will  ask  you  to  use. 
Have  you  any  Questions,  Mr.  Kelley  ? 

Mr.  Kelley.  IIow  many  requisitioned  vessels  have  we  still  under 
the  control  of  the  Shipping  Board? 

Mr.  CoLUNS.  So  far  as  I  know,  they  have  all  been  returned. 
Mr.  Kelley.  I  thought  you  said  you  were  the  head  of  the  bureau 
of  the  division  of  requisitioned  vessels?     Perhaps  I  did  not  quite 
hear  you  rightly. 

Mr.  CoixiNs.  Well,  my  duties  in  the  requisitioned  section  con- 
sists of  the  audit,  adjustment,  and  settlement  of  the  accounts  of  op- 
eration of  requisitioned  vessels. 

Mr.  Kelley.  Although  the  ships  have  all  been  returned,  the  ac- 
counts have  not  been  settled? 

Mr.  Collins.  The  ships  have  been  returned  but  the  accounts  have 
not  been  settled. 

Mr.  Kelley.  How  many  people  have  you  in  your  office? 
Mr.  Collins.  At  the  present  time  approximately  75,  in  the  office 
and  outside. 

Mr.  Kelley.  It  is  an  auditing  department  that  you  are  in 
charge  of? 

Mr.  Collins.  The  auditing  and  settlement  of  claims. 
Mr.  Kelley.  And  you  are  the  chief? 
Mr.  Collins.  Yes. 

Mr.  Kelley.  Do  you  settle  the  claims  yourself? 
Mr.  Collins.  I  settle  the  claims. 
Mr.  Kelley.  Free  hand  ? 

Mr.  Collins.  Through  cooperation  with  Washington. 
Mr.  Kelley.  What  is  your  instructions  about  settling  claims. 
Mr.  Collins.  Make  a  proper  audit  of  the  accounts,  determine 
what  is  properly  chargeable  to  the  Shipping  Board,  and  settle  on 
that  basis. 

Mr.  Kelley.  You  actually  settle? 
Mr.  Collins.  Actually  settle. 

Mr.  Kelley.  Are  there  any  limitations  on  your  judgment? 
Mr.  Collins.  Yes;  limited  by  the  different  departments  in  Wash- 
ington— the  contract  department  and  the  comptroller's  office. 

Mr.  Kelley.  What  is  the  limit?     Do  you  settle  a  claim  of  any 
size? 

Mr.  Collins.  If  they  give  me  the  decisions — if  they  have  author- 
ized the  rulings  which  I  an^  to  follow  in  deciding  what  is  to  be  al-' 
lowed  and  what  is  not  properly  chargeable  to  the  board. 
Mr.  Kelley.  They  lay  down  the  directions? 
Mr.  Collins.  They  lay  down  the  directions. 
Mr.  Kelley.  And  you  make  the  application  to  each  case?     • 
Mr.  Collins.  Yes,  sir. 

Mr.  Kelley.  In  case  there  has  been  no  case  as  a  precedent,  you 
make  one? 
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Mr.  Collins.  I  refer  to  Washington  for  a  further  ruling. 

Mr.  Kelley.  And  with  that  general  understanding,  you  go  ahead 
and  settle  cases  involving  settlements  of  any  amount. 

Mr.  Collins.  With  the  approval:  these  settlements  are  approved 
by  Washington,  by  the  Comptroller  s  office. 

Mr.  Kelley.  Then  you  only  recommend,  it  takes  his  counter- 
signature of  the  vouchers? 

Air.  Collins.  Yes. 

Mr.  Kelley.  Before  they  become  effective? 

Mr.  Collins.  Before  the  payment  is  made. 

Mr.  Kelley.  How  long  will  it  take  you  to  clean  up  this  work? 

Mr.  Collins.  I  am  not  in  a  position  to  answer  that  now.  I  have 
only  been  head  of  this  section  for  two  months. 

Mr.  Kelley.  Have  you  had  much  trouble  about  settling  for  sup- 
plies that  were  on  the  ships  when  they  were  taken  ? 

Mr.  Collins.  Considerable  trouble  in  regard  to  the  inventories 
at  the  time  the  vessels  were  requisitioned,  and  at  the  time  they  were 
returned  to  the  owners. 

Mr.  Kelley.  Both  ways? 

Mr.  Collins.  Both  ways. 

Mr.  Kelley.  Well,  did  you  have  adequate  inventories  when  the 
vessels  were  taken  over? 

Mr.  Collins.  In  a  good  many  cases,  we  did  not. 

Mr.  Kelley.  And  how  about  it  when  they  were  returned? 

Mr.  Collins.  In  a  majority  of  the  cases  we  had  inventories  when 
they  were  returned. 

Mr.  ICelley.  Then  most  of  your  trouble  comes  from  the  inven- 
tories made  at  the  time  the  ships  were  taken  over? 

Mr.  Collins.  Yes. 

Mr.  Kelley.  That  might  be  excusable,  perhaps. 

Mr.  Collins.  It  would,  under  those  conditions. 

Mr.  Kelley.  But  upon  the  return  there  would  not  be  much  ex- 
cuse for  not  having  the  inventories  absolutely  accurate,  would  there? 

Mr.  Collins.  No  ;  in  most  cases  there  is  no  reason  why  they  should 
not  be  accurate  inventories. 

Mr.  Kelley.  Were  there  many  cases  of  that  kind,  where  the  in- 
ventories were  not  accurate  or  were  so  uncertain  as  to  lead  to  dis- 
pute? 

Mr.  Collins.  They  have  led  to  dispute,  but  the  principal  cause  is 
on  account  of  the  fact  thai,  inventories  at  the  time  of  delivery  that 
are  being  estimated  are  riot  accurate.  Adjustment  is  to  be  made 
between  the  two  inventor/es. 

Mr,  Kelley.  Do  you  find  manv  cases  of  missinsr  suunlies.  missinir 
furniture,  missing  equipment,  for  which  claims  have  been  put  in? 

Mr.  Collins.  Well,  there  is  a  certain  amount  of  that  in  every  case, 
with  two  inventories;  one  inventory  will  be  checked  against  the 
other  and  Khow  missing  equipment. 

Mr.  Kelley.  Yes.  Who  has  charge  of  the  equipment  on  the  ship  ? 
What  officer  on  the  ship  has  charge  of  the  equipment,  whose  duty  it 
is  to  see  that  nothing  disappears? 

Mr.  Collins.  Well,  that  would  depend  on  what  equipment  you 

refer  to. 
Mr.  Keixey.  In  the  engine  room  there  would  be  the  engineer? 
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Mr.  Collins.  In  the  engine  room  the  chief  engineer;  the  deck 
equipment  under  the  chief  officer;  steward's  supplies  under  the 
steward. 

Mr.  Kelley.  In  which  of  these  departments  does  most  of  your 
trouble  come,  about  missing  supplies ;  the  deck,  .the  steward,  or  the 
en|;ine  room. 

Mr.  Collins.  It  applies  principally  to  the  deck  and  engineer's 
department. 

Mr.  Kelley.  Not  much  trouble  with  the  steward  ? 

Mr.  Collins.  Very  little. 

Mr.  EIelley.  Did  you  say  how  long  you  thought  it  would  be  before 
you  would  have  these  accounts  all  closed  out  ? 

Mr.  Collins.  I  had  made  an  estimate  that  it  would  be  about  six 
months,  but  immediately  after  making  that  estimate  about  half  of 
my  force  was  taken  away  for  other  work.  Now  I  am  not  in  a  posi- 
tion to  estimate.. 

Mr.  Kelley.  You  had  150  people  in  this  department? 

Mr.  Collins.  Not  since  I  have  been  in  charge  of  it. 

Mr.  Kelley.  But  somebody  did ;  your  predecessor  or  somebody. 

Mr.  Collins.  I  believe  so ;  a  considerable  time  ago. 

Mr.  Kelley.  How  many  accounts  have  you  yet  to  settle  ? 

Mr.  Collins.  I  could  not  answer  that  question  at  the  present  time. 

Mr.  Kelley.  My  recollection  was  there  were  500  of  these  vessels, 
were  there  ? 

Mr.  Collins.  In  round  figures? 

Mr.  Kelley.  451  ?  ^ 

Mr.  Collins.  Something  around  there. 

Mr.  Kelley.  And  some  of  them,  many  of  them,  were  owned  by  the 
same  company  ? 

Mr.  Collins.  Well,  they  requisitioned  practically  the  entire  fleet 
of  eact  company. 

Mr.  Kelley.  Yes.  Do  you  settle  each  ship  separately,  or  do  you 
settle  each  claim? 

Mr.  Collins  As  I  am  handling  it  now,  I  am  attempting  to  make 
a  complete  settlement  with  each  other  company,  their  entire  claim 
on  the  requisitioned  vessels. 

Mr.  Kelley.  There  is  no  reason  why  you  can  not  do  that,  is  there? 

Mr.  Collins.  No.    I  can  do  it. 

Mr.  Kelley.  I  should  think  you  could  estimate  the  time  it  would 
take  to  close  that  work  out. 

Mr.  Collins.  I  can  not,  for  the  reason  that  I  do  not  know  how 
many  of  my  force  they  will  take  for  this  new  work,  because  they 
are  continually  drawing  upon  them.  As  my  force  is  being  de- 
creased it  is  impossible  K>r  me  to  give  an  estimate. 

Mr.  Kelley.  Well,  with  a  force  of  75  people,  how  long  would  it 
take  you? 

Mr.  Collins.  Approximately  five  months.  Certain  conditions 
may  arise  affecting  some  of  the  settlements  that  will  delay  them. 
There  are  not  any  two  cases  alike  on  requisition. 

The  Chairman.  That  is  all,  Mr.  Collins.  Thank  you;  if  you  will 
return  that  report.  There  is  a  little  memoranda  in  there  about 
inailing  it,  putting  your  name  upon  the  copy,  and  where  the  nota- 
tions should  be  made. 

Mr.  Collins.  All  right. 
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TESTIMONY  OF  ME.  MOEBIS  M.  McLAVOHLIN. 

(The  witness  was  sworn  by  the  chairman.) 

The  Chairman.  What  is  your  name,  Mr.  McLaughlin. 

Mr.  McLaughlist.  Morris  M.  McLaughlin. 

The  Chairman.  You  are  with  the  Fleet  Corporation  or  Shipping 
Board  ? 

Mr.  McLaughlin.  Yes,  sir. 

The  Chairman.  In  what  capacity? 

Mr.  McLaughlin.  As  auditor  of  repairs. 

The  Chairman.  How  long  have  you  been  with  them  ? 

Mr.  McLaughlin.  I  have  been  auditor  of  repairs  since  about 
August  25,  1920. 

The  Chairman.  Were  you  with  them  before? 

Mr.  McLaughlin.  Yes. 

The  Chairman.  In  what  capacity? 

Mr.  McLaughljn.  Why,  I  first  came  in  there  in  October,  1918,  as 
a  field  auditor,  and  about  a  year  later  was  made  supervising  field 
auditor,  and  just  moved  into  this  position  recently. 

The  Chairman.  Your  residence  is  what? 

Mr.  McLaihjiilin.  15  Baldwin  Avenue,  Jersey  C^ity. 

The  Chairman.  And  your  office  is  in  New  York? 

Mr.  McLaughlin.  45  Broadway;  ves,  sir. 

The  Chairman.  Are  vou  part  of  Air.  McNearv's  forced 

Mr.  McLaughlin.  No;  Mr.  Miggin. 

The  Chairman.  Have  you  seen  a  copy  of  the  report  of  the  investi- 
gators of  this  committee,  siibmitted  to  this  committee? 

Mr.  McLaughlin.  No,  sir;  I  never  have. 

The  Chairman.  You  know  nothing,  then,  of  course,  as  to  the 
statements  of  alleged  conditions? 

Mr.  McLaughlin.  Well,  of  course,  only  news  items  I  have  read  in 
the  papere. 

The  Chairman.  I  mean  from  the  reports? 

Mr.  McLaughlin.  No,  no ;  not  officially. 

The  Chairman.  Will  you  take  a  copy  of  this  report.  Mr.  McLaugh- 
lin, and  indicate  in  the  margin  your  knowledge  as  to  the  facts  al- 
leged to  exist  by  the  report,  or  if  you  have  no  knowledge,  simply 
write  and  say  you  have  no  knowledge,  and  return  it  to  the  committee 
on  or  before  December  2,  in  this  addressed  return  franked  envelope. 

Mr.  McLaughlin.  Tes.  sir. 

The  Chairman.  There  will  be  many  matters,  of  coiirse.  about 
which  you  will  know  nothing  at  all? 

Mr.  McLaughlin.  Yes,  sir. 

The  Chairman.  And  there  may  be  some  mutters  there  of  which 
you  have  knowledge,  and  of  which  the  report  is  not  a  correct  state- 
ment. We  would  ask  you  to  set  forth,  if  you  will,  your  knowledge 
on  those  matters.  Then  later  after  we  have  received  this,  we  will  call 
you  and  examine  you  upon  the  matters  in  that  report.  T  will  hand 
you  copy  of  the  report. 

Have  yon  any  questions,  Mr.  Kelley? 

Mr.  Kelley.  Just  one  or  two.  What  control  do  you  have  over  the 
vouchers  for  repairs  on  ships  in  the  hands  of  the  operators? 

Mr.  McLaughlin.  Why,  at  the  present  time  the  vouchers  are  not 
compiled  in  the  Shipping  Board  offices.    The  i-equisitions  are  issued, 
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and  they  are  certified  to  by  the  Bureau  of  Survey.  The  Bureau  of 
Survey  notifies  us,  and  we  immediately  place  checkers  on  time  and 
material  work.  AVhen  the  bills  compiled  by  the  repair  yards  are 
submitted,  they  are  then  sent  to  the  operators,  who  approve  them 
as  ordering  the  repairs,  and  they  reach  our  office  and  of  coui^se  we 
audit  the  bill.  Then  we  return  the  bill  to  the  operator  again,  through 
the  Bureau  of  Survey  for  payment. 

Mr.  KELX^Ey.  Let  us  see  if  we  can  follow  a  case  through,  so  I  will 
get  it  in  my  mind.  A  ship  comes  in  to  the  New  York  port  with  some 
repair  necessary.    Who  first  passes  on  the  necessity  of  tlie  repair? 

Mr.  McLaughlin.  The  superintending  engineer  of  the  operators. 
He  first  has  the  list  of  repairs  handed  to  him  by  his  engineer  on  board, 
his  chief  officer,  and  he  goes  over  that  list,  1  presume;  that  is  the 
course  it  follows  through  his  office,  and  then  the  requisition  being 
approved  bv  the  superintending  engineer  of  the  operator,  it  then 
goes  to  the  Bureau  of  Survey. 

Mr.  Kellet.  The  Bureau  of  Survey  is  made  up  of  whom ;  not  in 
names,  but  in  interest  ? 

Mr.  McLaughlin.  The  Bureau  of  Survey  is  an  organization  which 
in  reality  took  the  place  of  the  Construction  and  Repair  Department 
in  so  far  as  repairs  are  concerned. 

Mr.  Kellet.  That  is,  it  is  a  Government  agency  ? 

Mr.  McLAtTGHLiN.  Yes. 

Mr.  Kellet.  It  is  a  Shipping  Board  agency? 

Mr.  McLaughlin.  That  is  right. 

The  Chaikman.  It  is  a  private  corporation. 

Mr.  Kellet.  The  chairman  says  it  is  a  private  corporation. 

Mr.  McLaughlin.  Well,  there  is  an  agreement  between  the  Ship- 
ping Board  and  the  United  States  Bureau  of  Survey  to  handle  the 
repair  work  for  them. 

Mr.  Kellet.  Oh,  they  are  the  agents  of  the  Government? 

Mr.  McLaughlin.  Yes. 

Mr.  Kellet.  By  agreement? 

Mr.  McLaughlin.  It  is  controlled  by  two  partners,  I  believe,  Mr. 
Martin  and  Mr.  Gartner. 

Mr.  Kellet.  They  are  the  representatives  of  the  United  States 
Government? 

Mr.  McLaughlin.  Yes,  sir. 

Mr.  Kellet.  By  arrangement? 

Mr.  McLaughlin.  That  is  all. 

Mr.  Kellet.  By  contract,  probably  ? 

Mr.  McLaughlin.  That  is  all. 

Mr.  Kellet.  They  take  the  operator's  demand  or  requisition  for 
repairs  and  pass  upon  that? 

Mr.  McLaughlin.  Yes. 

Mr.  Kellet.  And  if  the  repairs  are  necessary  they  O.  K.  the  de- 
mand of  the  operator? 

Mr.  McLaughlin.  Yes. 

Mr.  Kellet.  Then  what  happens? 

Mr.  McLaughijn.  Then  the  requisition — that  is,  certain  copies  of 
it — are  returned  to  the  operator  for  his  files,  and  sufficient  copies, 
three  in  number,  are  sent  to  our  office,  enabling  us  to  check  the  repairs. 

Mr.  Kelley.  liet  us  see;  who  makes  the  requisition? 
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Mr.  McLaughlin.  The  operator. 

Mr.  K^LLEY.  He  makes  the  requisition  upon  whom? 

Mr.  McLaughun.  He  makes  tne  requisition  for  the  repairs,  nam- 
ing the  vessel,  showing:  the  repairs  to  be  made;  then  he  designates 
the  repair  yard  in  which  he  is  having  his  work  done. 

Mr.  Kelley.  "  Bex}uisition  "  is  really  not  the  right  word,  is  it, 
there  ? 

Mt.  McLaughlin.  Well,  in  so  far  as  repairs  are  concerned,  I 
should  say  yes.    It  is  a  requisitionary  list  of  repairs  that  are  needed. 

Mr.  Kelley.  Then,  armed  with  that,  the  operator  places  the  con- 
tract for  these  repairs  in  any  yard  that  he  sees  fit? 

Mr.  McLaughlin.  Any  yard  that  is  on  the  approved  list  of  the 
Shipping  Board.  You  see.  in  order  that  we  may  get  this  straight, 
the  yards  are  forced  to  submit  their  working  rate&— hourly  rates,  ana 
so  on,  for  different  mechanics — to  the  Shipping  Board  office,  and 
they  are  placed  on  an  eligible  list,  or  an  approved  list;  and,  of 
course,  a  contractor  who  would  not  be  on  that  list  would  not  be 
eliffible  for  work  on  Shipping  Board  work. 

Mr.  Kelley.  Has  there  oeen  any  complaint  from  repair  men  that 
they  could  not  get  on  that  list? 

Mr.  McLaugklik.  Not  that  I  heard  of;  no,  sir.  There  were  com- 
plaints— I  mean,  at  times  there  ma5^  be  differences  as  to  their  rates, 
but  they  generaly  accept  the  rates  which  the  Shipping  Board  is  pay- 
ing. That  is  really  about  the  only  complaint  I  have  heard;  they  are 
minor. 

Mr.  Kelley.  About  the  only  requirement  necessary  to  get  on  that 
list,  I  take  it  from  what  you  say,  is  that  the  prices  of  labor  shall  be 
satisf actonr  ? 

Mr.  McLaughlin.  Well,  that  is,  in  so  far  as  the  auditing  end  of 
it  is  concerned.  I  mean,  that  we  deal  with.  Of  course,  the  engi- 
neering department  of  the  Shipping  Board,  if  they  have  trouble 
on  account  of  poor  workmanship  or  something  else,  that  would  be 
a  cause  to  remove  that  name. 

Mr.  Kelley.  The  only  thing  you  look  into  is  the  extension  of  the 
hours,  the  labor  item? 

Mr.  McLaughlin.  Well,  I  should  not  say  that  is  the  only  thing. 

Mr.  Kelley.  As  far  as  your  discretion  goes? 

Mr.  McLaughlin.  Well,  our  discretions  are  in  the  form  of  rec- 
ommendations to  the  engineers.  If  we  think  something  is  going 
wrong,  we  call  the  attention  of  an  engineer  to  it. 

Mr.  Kelley.  So  that  the  operator  practically,  within  this  limita- 
tion which  you  have  named,  can  place  this  order  for  repairs  where- 
ever  he  see  fit? 

Mr.  McLaughlin.  Yes,  sir. 

Mr.  Kelley.  And  at  whatever  price  he  sees  fit? 

Mr.  McLaughlin.  No:  the  prices  are  subject  to  the  rates  that  are 
filed  with  the  Shipping  Board.  That  is,  I  am  talking  of  time  and 
material  work,  that  is,  work  on  the  day's  basis ;  I  do  not  mean  con- 
tract, competitive  bid,  or  anything  like  that.  Of  course,  that  is  an 
open  field,  competitive  bidding. 

Mr.  Kelley.  Well,  for  the  ordinary  repairs. 

Mr.  McLaughlin.  Yes;  the  small  repairs. 

Mr.  Kelley.  How  could  you  get  a  standard  by  which  the  element 
of  discretion  would  not  enter  for  ordinary  repairs  on  a  ship  ? 
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Mr.  McLaughlin.  Discretion  as  to  what? 

Mr.  Kelley.  Well,  putting  in  a  wire,  electric  wiring,  or  anything 
of  that  kind. 

Mr.  McLaughlin.  As  to  who  would  do  that  work? 

Mr.  Kelley.  Yes;  or  the  sort  of  material  you  put  in,  the  grade, 
and  all  that;  who  would  determine  that?  Suppose  you  had  to  put 
in  a  new  chandelier  somewhere,  a  new  globe,  who  would  decide  how 
expensive  a  one  to  put  in? 

Mr.  McLaughlin.  Well,  betterments  have  always  in  all  cases  to 
be  taken  up  with  the  Shipping  Board  engineers,  betterments.  That 
would  be  a  betterment. 

Mr.  Kelley.  Suppose  one  thing  is  broken  and  another  thing  has 
got  to  go  in ;  would  that  be  a  repair  or  a  betterment? 

Mr.  McLaughlin.  That  is  a  repair. 

Mr.  Kjxley.  And  you  might  put  in  a  better  one  than  is  broken? 

Mr.  McLaughlin.  Oh,  yes. 

Mr.  Kelley.  There  is  a  wide  latitude;  you  understand  what  I 
mean,  don't  you,  by  discretion? 

Mr.  McLaughlin.  I  understand  what  you  mean. 

Mr.  Kelley.  Who  exercises  that? 

Mr.  McLaughlin.  Well,  under  the  present  arrangement  the 
superintending  engineer  of  the  operator  makes  his  application  to 
the  Bureau  ot  Survey,  and  the  Bureau  of  Survey  engineer  decides 
as  to  whether  it  is  necessary  or  not. 

Mr.  Kelley.  Is  there  anybody,  either  in  your  office  or  in  the  en- 
gineer's division,  if  that  is  the  right  way  to  express  that,  that  in- 
quires into  whetner  or  not  the  operator  who  puts  out  a  repair  job 
may  have  any  financial  interest  in  the  concern  making  the  repair? 

Mr.  McLaughlin.  I  did  not  quite  get  that  question ;  that  is,  what 
his  latitude  is. 

Mr.  Kelley.  I  want  to  know  whether  or  not  there  is  any  discretion 
in  the  engineer  or  anywhere  else  to  inquire  into  the  question  as  to 
whether  or  not  the  operator  has  any  interest  in  the  firm  making  the 
renairs,  financial  interest? 

Mr.  McLaughlin.  That  discretion  lies  with  Commander  Gate- 
wood,  head  of  the  Construction  and  Repair  Department. 

Mr.  Kelley.  Well,  does  he  have  authority  to  say? 

Mr.  McLaughlin.  I  should  say  so ;  I  assume  he  has. 

Mr.  Kelley.  You  do  not  know  about  that,  do  you  ? 

Mr.  McLaughlin.  No  ;  because  he  is  in  the  operating  end  of  it  and 
construction  end  of  it  and  repair  end  of  it,  and,  of  course,  we  are  only 
auditors;  but  he  has  the  authority  of  placing  a  concern  on  the  ap- 
proved list  or  removing  it,  and  I  should  say  that  he 

Mr.  Kelley.  Well,  he  would  not  remove  it  simply  because  an 
operator  held  some  stock  in  it,  would  he? 

Mr.  McLaughlin.  I  do  not  know;  that  would  be  discretionary 
with  him. 

Mr.  Kelley.  Would  you  think,  as  a  practical  business  man,  that  it 
would  be  important  for  the  Government  to  know  whether  the  operator 
had  any  financial  interest  in  the  firm  that  was  getting  the  repairs? 

Mr.  McLaughlin.  I  should  think  it  would ;  yes. 

Mr.  Kelley.  It  would  make  a  big  difference,  would  it  not? 

Mr.  McLaughlin.  I  should  think  so,  in  my  private  opinion ;  yes. 
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Mr.  Kelley.  Pjspecially  if  the  Government  is  paying  all  these 
bills? 

Mr.  McLaughlin.  Xo  matter  who  was  paying  the  bills. 

Mr.  Kelley.  Well,  if  the  operator  was  paying  them  himself  it 
probably  would  not  make  so  much  difference;  but  the  Government 
pays  all  the  bills  for  repairs? 

Mr.  McLaughlin.  Il  es. 

Mr.  Bjblley.  Under  its  contract  with  these  operators? 

Mr.  McLaughlin.  Yes. 

Mr.  Kelley.  In  so  far  as  you  are  concerned,  in  the  auditing,  at 
least,  you  never  inquire  as  to  whether  or  not  the  operator  is  financially 
interested  in  the  repair  yard? 

Mr.  McLaughlin.  Xo,  sir ;  that  is  the  policy  outside  of  audit. 

Mr.  Kelley.  Do  you  know  whether  or  not  operators  are,  as  a  rule, 
interested  in  repair  yards? 

Mr.  McLaughlin.  Xo;  I  do  not  know  that. 

Mr.  Kelley.  Is  it  not  (juite  a  common  thing  for  an  operator  of  any 
size,  to  have  his  own  yard  ? 

^fr.  McLaughlin.  I  only  know  of  one  case;  that  is  the  yard  1 
have  been  in,  that  is  the  Barber  Steamship  Co.,  that  have  a  repair 
yard,  the  Pier  Machine  Co.,  in  Brooklyn,  and  I  have  heard  it  men- 
tioned that  the  Munson  Steamship  Co.,  I  think,  maintain  a  yard 
of  their  own. 

Mr.  Kelley.  That  would  be  almost  a  natural  thing  for  a  great 
operating  company  to  do,  would  it  not,  if  they  do  a  lot  of  businq^? 

Mr.  McLaughlin.  If  I  were  an  operator  I  would. 

Mr.  Kelley.  Yes.  So  that  a  great  concern  like  the  Barber,  it 
would  be  natural  for  them  to  be  interested  financially  in  the  yards 
where  their  ships  were  being  repaired? 

Mr.  McLaughlin.  Well,  I  do  not  know  so  much  a  financial  in- 
terest as  it  is  to  get  their  ships  moving,  and  have  something  at  hand 
to  handle  the  ships,  facilitate  the  movement  of  the  ships;  in  other 
words,  so  that  there  would  not  be  any  delay. 

Mr.  Kelley.  In  order  to  do  that  they  would  have  to  be  financially 
interested? 

Mr.  McLaughlin.  Yes. 

Mr.  Kjblley.  And  you  do  not  know  whether  or  not  the  Govern- 
ment specially  inquires  into  the  question? 

Mr.  McLaughlin.  Xo;  that  is  a  policy,  I  think,  that  would  be 
handled  by  Commander  (latewood. 

Mr.  Kelley.  As  to  whether  or  not  any  particular  yard  was  owned 
by  the  operator  ? 

Mr.  McLaughlin.  Yes. 

Mr.  Kelley.  Ai-e  you  all  up  to  date  on  your  accounting — that  is^ 
as  near  as  you  would  be  expected  to  be  under  good  accounting? 

Mr.  McLaitghlin.  Well,  yes;  for  a  department  of  that  size;  yes. 

Mr.  Kelley.  How  far  back  are  you? 

Mr.  McLaughlin.  In  the  new  work  we  are  probably  1,400  bills 
behind — something  like  that. 

Mr.  Kelley.  How  long  will  it  take  you  to  do  that,  to  catch 
that  up  ? 

Mr.  McLaughi.in.  Well,  of  course,  there  is  nothing  that  needs 
catchimr  UD. 
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Mr.  Kelley.  That  is  to  say,  how  soon  after  a  bill  is  contracted, 
if  it  goes  through  ordinarily,  can  you  pay  it? 

Mr.  McLaughlin.  If  it  is  a  bill  that  we  audited  it  probably  would 
be  four  weeks,  about  four  weks  to  six  weeks. 

Mr.  KeujET.  There  are  no  old  bills  that  are  being  held  up  be- 
cause they  have  not  been  audited  yet? 

Mr.  McIiAUGiiLiN.  Well,  we  are  just  getting  rid  of  some  now,  pos- 
sibly nearly  200 ;  they  are  repair  bills  that  came  in  from  the  oper- 
ators' voyage  accounts.  We  are  cleaning  out  the  last  batch  of  those 
now ;  they  will  be  out  within,  probably,  six  or  seven  days. 

Mr.  Kelley.  You  have  seen  a  good  deal  in  the  papers  around 
about  commissions  being  paid  for  placing  repairs? 

Mr.  McLaughlin.  Yes ;  I  have  heard  it. 

Mr.  Kelley.  Do  you  know  anything  about  that? 

Mr.  McLaughlin.  No,  sir ;  I  havie  never  seen  any  concrete  cases  of 
that ;  just  as  you  say,  in  the  papers. 

Mr.  Kelley.  I  think  that  is  all  I  want  to  inquire  about  until  you 
come  back  the  next  time. 

The  Chairman.  We  will  suspend  until  2.15. 

(\^Tiereupon,  at  1.18  o'clock  p.  m.,  a  recess  was  taken  until  2.15 
o'clock  p.  m.) 

after  recess. 

After  the  expiration  of  the  recess  the  hearing  was  resumed  at  2.15 
o'clock  p.  m. 

TESTIMONY  OF  MR.  EDGAR  F.  LUCKENBACH. 

_  • 

(The  witness  was  duly  sworn  by  the  chairman.) 

The  Chairman.  Your  name,  sir? 

Mr.  LucKENBAcn.  Edgar  F.  Luckenbach. 

The  Chairman.  Where  do  you  reside  ? 

Mr.  Luckenbach.  At  Sandy  Point,  Tjong  Island. 

The  Chairman.  What  is  your  business? 

Mr.  Luckenbach.  Just  a  minute.  I  would  like  to  tell  you  where 
I  was  born.  I  was  born  in  Kingston,  N.  Y. — made  in  the  United 
States. 

The  Chairman.  What  is  your  business? 

Mr.  Luckenbach.  Ship  owning  and  ship  operation. 

The  Chairman.  Do  you  do  any  building  of  ships?  Have  you  a 
shipyard? 

Mr.  Luckenbach.  No;  we  have  a  repair  plant  in  connection  with 
our  business. 

The  Chairman.  How  long  have  you  been  in  that  business? 

Mr.  Luckenbach.  Thirty-five  years. 

The  Chairman.  Where  do  your  ships  operate?     From  what  ports? 

Mr.  Luckenbach.  New  York,  Philadelphia,  and  Baltimore. 

The  Chairman.  Have  vou  had  ships  during  that  time — of  course 
you  have  had  ships  built  ior  you? 

Mr.  Luckenbach.  Yes. 

The  Chairman.  Are  you  operating  any  Shipping  Board  ships? 

Mr.  Luckenbach.  Very  few. 

The  Chairman.  About  how  many? 
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Mr.  LucKENBACH.  I  think  we  have  as  many  as  six. 

The  Chairman.  From  what  ports  are  thejr  being  operated? 

Mr.  Luckenbach.  New  York.  Philadelphia,  and  San  Francisco. 

The  Chairman.  How  many  snips  of  your  own  are  you  operating? 

Mr.  Luckenbach.  16;  about  180,000  tons  probably. 

The  Chairman.  Did  you  have  some  of  your  ships  commandeered 
after  the  declaration  of  war,  by  the  Shipping  Board  or  by  order  of 
the  President? 

Mr.  Luckenbach.  We  had  them  all  commandeered.  I  furnished 
more  tonnage  during  the  war  than  any  man  in  the  United  States. 

The  Chairman.  How  many  ships  were  there  taken  over? 

Mr.  Luckenbach.    243,000  tons.  , 

The  Chairman.  In  how  many  ships? 

Mr.  Luckenbach.  About  18. 

The  Chairman.  Did  you  have  some  ships  under  construction 
which  were  requisitioned  by  the  Shipping  Board  under  Executive- 
order  after  the  declaration  of  war? 

Mi\  Luckenbach.  Yes. 

The  Chairman.  By  whom  were  they  being  constructed? 

Mr.  Luckenbach.  By  the  Fore  River  Shipbuilding  Co.  and  the 
Sun  Shipbuilding  Co. 

The  Chairman.  What  class  of  ships  were  they,  Mr.  Luckenbach? 

Mr.  Luckenbach.  They  ran  from  10,000  tons  to  16,000  tons,  twin 
screw,  from  13J  to  14  knots. 

The  Chairman.  Cargo  ships? 

Mr.  Luckenbach.  Ail  cargo  ships. 

The  Chairman.  Upon  what  routes  are  your  own  ships  operating- 
at  the  present  time? 

Mr.  Luckenbach.  New  York  to  Rotterdam,  New  York  to  Ham- 
burg, and  New  York  to  Los  Angeles,  San  Francisco,  and  Seattle. 

The  Chairman.  On  what  routes  are  the  ships  operating,  that  you 
are  operating  for  the  Shipping  Board? 

Mr.  Luckenbach.  Philadelphia  to  Rotterdam,  and  Philadelphia 
to  San  Francisco. 

The  Chairman.  Are  you  familiar  with  the  agreement  between  the 
Emergency  Fleet  Corporation  and  operators  with  reference  to  re- 
pairs upon  Shipping  feoard  ships? 

Mr.  Luckenbach.  No  ;  I  do  not  know  what  that  is. 

The  Chairman.  Do  you  know  whether  or  not  upon  ships  which 
are  being  repaired,  belonging  to  the  Shipping  Board,  overcharges 
are  common? 

Mr.  Luckenbach.  No  ;  I  do  not  know  that. 

The  Chairman.  Do  you  know  anything  about  the  matter  of  in- 
spection of  ships,  either  under  construction  for  the  Shipping  Board 
or  repairs  being  made  to  ships  for  the  Shipping  Board? 

Mr.  Luckenbach.  We  have  had  considerable  experience  with  the 
result  of  the  inefficient  inspection. 

The  Chairman.  What  is  the  result,  Mr.  Luckenbach? 

Mr.  Luckenbach.  Inefficient  work — leaky  rivets,  leaky  decks,  poor 
workmanship.  ^ 

The  Chairman.  Have  you  any  ships  in  mind? 

ifr.  Luckenbach*  I  think  some  of  the  ships  that  we  purchased 
from  the  Shipping  Board. 
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The  Chairman.  You  have  purchased  some  ships,  have  you  ? 

Mr.  LucKENBACH.  MoFe  than  anyone  else  in  the  United  States. 

The  Chairman.  How  Many? 

Mr.  LucKENBACH.  $22,000,000  worth. 

The  Chairman.  How  many  ships,  Mr.  Luckenbach? 

Mr.  Luckenbach.  Eight  or  nine,  I  think. 

The  Chairman.  Can  you  state  the  terms  of  the  agreement  of  sale, 
as  to  how  much  was  required  to  be  paid  down?  Ten  per  cent  or 
25  per  cent? 

Mr.  Luckenbach.  No;  we  never  came  in  the  favored  class  in  any 
way  with  the  "  Slipping  "  Board,  as  we  called  it.  We  were  always 
compelled  to  do  things  that  other  people  were  not  compelled  to  do, 
and  we  never  came  in  the  2^  per  cent  cash  class,  and  we  never  came  in 
the  10  per  cent  cash  class.  I  think  the  lowest  we  have  purchased 
was  in  the  25  per  cent  cash  class. 

The  Chairman.  How  long  ago  were  those  purchases  made? 

Mr.  Luckenbach  (referrmg  to  memorandum)^  During  the  last 
two  years ;  I  do  not  seem  to  have  the  exact  date  here. 

The  Chairman.  Now,  on  the  ships  which  have  been  purchased 
from  the  Shipping  Board,  and  which  you  say  suffered  from  im- 
proper inspection  or  poor  workmanship,  have  you  been  obliged,  or 
has  your  company  been  obliged  to  make  repairs? 

•  Mr.  Luckenbach.  A  large  amount  of  repairs  have  been  expended 
on  these  vessels. 

The  Chairman.  And  does  your  company  have  to  bear  that  ex- 
pense, or  does  the  Shipping  Board  bear  it  ? 

Mr.  Luckenbach.  No  ;  we  bear  that. 

The  Chairman.  Will  vou  state  anything  that  you  know  with  ref- 
erence to  poor  riveting?  What  has  been  discovered  and  what  re- 
pairs have  been  necessary? 

Mr.  Luckenbach.  Why,  we  have  had  a  large  amount  of  rivets 
that  we  had  to  renew,  owing  to  poor  workmanship,  on  quite  a  few 
of  the  vessels  that  we  have  purchased. 

The  Chairman.  Causing  the  vessels  to  leak? 

Mr.  Luckenbach.  Yes;  leaky  rivets;  and  of  course  leaky  rivets, 
if  they  were  in  the  bottom,  would  necessitate  dry  docking,  and  that 
would  run  up  the  expense  pretty  high  for  demurrage  on  the  ship  and 
great  delays. 

The  Chairman.  Can  you  say  how  many  ships  of  those  you  have 
purchased  have  had  to  be  dry  docked  because  of  leakA'  rivets? 

Mr.  Luckenbach.  I  should  say  50  per  cent  of  them. 

The  Chairman.  Fifty  per  cent  of  the  ships  ? 

Mr.  Luckenbach.  Of  the  ships. 

The  Chairman.  Have  you  any  knowledge  of  improper  surveys 
having  been  made  upon  ships  which  have  been  required  to  be  re- 
paired? 

Mr.  Luckenbach.  The  improper  surveys  on  our  ships  were  the 
cause  of  all  this  expense  that  we  have  been  put  to,  botn  in  turbine 
work,  boiler  work,  and  ship  construction.  That  was  largely  the  re- 
sult of  improper  inspection. 

The  Chairman.  Is  there  a  difference  between  an  inspection  while 
the  work  is  going  on  and  a  survey  on  the  vessel  when  the  work  is 
entirely  completed? 
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Mr.  LucKENBACH.  Oh,  yes.  The  inspectors  inspecting  while  the 
construction  is  going  on  can  see  the  defects  and  have  them  remedied 
at  very  small  cost,  and  that  would  improve  the  construction  of  the 
ship;  whereas  after  the  ship  is  completed  the  ship  is  painted,  and 
it  is  pretty  hard  to  discover  until  your  rivets  begin  to  leak  or  show 
signs  of  stress. 

The  Chairman.  Have  you  any  information  with  reference  to  the 
supplement  of  contracts  arising  from  incomplete  surveys? 

Mr.  LucKENBACH.  No ;  I  do  not  know  anytning  about  that. 

The  Chairman.  Do  you  know  anything  about  the  care  and  sale 
of  impaired  machinery  or  junk  of  the  Shipping  Board? 

Mr.  LucKENBACH.   No. 

The  Chairman.  What  agreement  are  you  operating  your  ships 
under,  do  you  know  ?    Is  it  the  M.  O.  No.  3,  No.  1,  or  No.  2? 

Mr.  LucKENBACH.  We  have  been  operating  on  every  agi'eement 
that  they  have  put  out  so  far,  and  find  objections  to  some  and  make 
suggestions,  which  I  guess  are  consigned  to  the  Avaste  basket  as 
usual — anything  we  have  to  say. 

The  Chairman.  Did  you  purchase  supplies  and  materials  for  the 
ships  you  are  operating  for  the  Shipping  Company — your  company  ? 

Mr.  LucKENBACH.  Yes.  We  have  not  any  ship  chandlery  concern 
connected  with  us  such  as  some  of  the  other  people  have. 

The  Chairman.  You  have  no  subsidiary  corporations  for  furnish- 
ing of  ship  supplies  and  food  and  fuel  ? 

Mr.  LucKENBACH.  No ;  we  have  not — or  stevedore  companies  or 
wharfage  companies  or  watchmen  or  anything  like  that.  We  are 
not  in  tliat  business. 

The  Chairman.  You  use  the  same  system  in  purchasing  supplies 
for  the  operated  ships  of  the  Shipping  Board  that  you  do  for  your 
own  vessels? 

Mr.  Lucio:nbach.  Yes:  we  give  them  the  benefit  of  our  experience, 
and  also  our  contracts.  But  that  does  not  make  any  difference  with 
the  Shipping  Board. 

The  Chairman.  When  you  say  that  makes  no  difference  with  the 
Shipping  Board,  what  do  you  mean  by  that  ? 

Mr.  LucKENBACH.  Efficiency  does  not  count  with  the  Shipping 
Board;  it  is  the  inefficient  men  they  are  looking  for,  not  the  efficient 
men. 

The  Chairman.  Well,  what  do  you  mean?  That  it  does  not  make 
any  difference  whether  you  buy  supplies  upon  the  same  plan  that 
you  do  for  your  own  ships?  You  say  it  does  not  make  any  difference 
to  the  Shipping  Board.  Do  you  get  your  accounts  through  any 
quicker?  Do  you  have  any  difficulty  in  adjusting  accounts  for  your 
operated  ships? 

Mr.  LucKENBACH.   No. 

The  Chairman.  Have  you  rendered  complete  accounts  for  any 
voyages  of  your  operated  ships? 

Mr.  LucKENBACH.  Yes ;  they  keei)  right  after  us. 

The  Chairman.  And  have  you  had  any  settlements  with  them  on 
account  of  completed  voyages? 

Mr.  LucKENBACH.  I  think  we  are  very  near  paid  up,  within  a  few 
thousand  dollars,  on  every  operation  we  have  had.  As  1  said  before, 
we  do  not  come  in  the  favored  class  with  the  Shipping  Board. 
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The  Chairman.  Has  that  been  so  ever  since  you  have  been  oper- 
ating ships  ? 

Mr.  LircKENBACH.  Ever  since  the  "  Slipping  *'  Board  was  organ- 
ized and  we  started  to  operate  for  them. 

The  Chairman.  You  have  kept  the  accounts  nearly  current  for 
your  operated  ships,  have  you? 

Mr.  LiucKENBACH.  Just  the  same  as  we  do  our  own. 

The  Chairman.  And  have  had  settlements  with  the  Shipping 
Board? 

Mr.  LuGKENBACH.  Ycs.    There  is  no  reason  for  delayed  accounts. 

The  Chairman.  Have  there  been  delayed  accounts? 

Mr.  LucKENBACH.  Not  with  us. 

The  Chairman.  Has  money  been  advanced  to  your  concern  by  the 
Shipping  Board  for  the  operation  of  ships  allocated  to  you? 

Mr.  LucKENBACH.  I  do  uot  think  so. 

The  Chairman.  What  have  you  done  with  the  proceeds  for  freight 
carriage  that  you  have  received  on  these  operated  ships  and  ms- 
tinguished  from  the  ships  of  your  own  concern? 

Mr.  LucKENBACH.  We  still  have  some  money  of.  the  Shipping 
Board,  on  instructions  from  them  to  keep  it. 

The  Chairman.  How  do  you  carry  that  in  the  bank? 

Mr.  LucKENBACH.  In  the  Shipping  Board  account. 

The  Chairman.  As  agent  for  the  Shipping  Board? 

Mr.  LucKENBACH.  As  agent  for  the  Shipping  Board. 

The  Chairman.  Have  you  made  any  settlement  with  the  Shipping 
Board  for  that  tonnage  which  was  commandeered  during  the  war? 

Mr.  LucKENBACH.  You  mean  charter  hire? 

The  Chairman.  No;  your  ships  which  they  took  over  after  the 
war  was  declared? 

Mr.  LucKENBACH.  Well,  they  paid  us  monthly,  you  know. 

The  Chairman.  And  those  accounts  are  all  settled? 

Mr.  LucKENBACH.  Oh,  no.  The  Shipping  Board  owes  me  a  good 
many  million  dollars. 

The  Chairman.  On  account  of  those  ships? 

Mr.  LucKENBACH.  On  account  of  some  of  those  ships.  I  have  a 
great  many  accounts  with  the  Shipping  Board. 

The  Chairman.  Do  you  have  difficulty  in  getting  them  adjusted? 

Mr.  LucKENBACH.  Great  difficulty. 

The  Chairman.  You  also  had  some  ships  requisitioned,  you  stated, 
that  were  under  construction  by  the  Fore  River  and  the  Sun  Ship- 
building Companies? 

Mr.  LucKENBACH.  Ycs. 

The  Chairman.  Have  those  accounts  been  settled? 

Mr.  LucKENBACH.   No. 

The  Chairman.  Are  you  having  difficulty  in  adjusting  them? 

Mr.  LucBLENBACH.  xes;  we  are  trying  to  get  the  overcharges 
straightened  out. 

The  Chairman.  Will  you  state  what  the  difficulty  is  with  those 
particular  claims?  What  are  the  overcharges  that  are  causing  con- 
troversy? 

Mr.  Liukenbach.  Tn  1915  I  started  in  to  make  contracts  and  build 
ships,  thinking  there  might  be  a  shortage  of  tonnage  and  that  we 
would  be  able  to  develop  a  merchant  marine — for  which  I  have 
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worked  for  the  past  25  years — in  our  own  small  way,  and  that  we 
would  get  some  routes  of  ships  that  had  been  torpedoed  and  lost. 
My  friends  at  that  time  thought  I  was  very  foolish,  but  it  has  turned 
out  so  far  successfully. 

When  the  ships  were  commandeered  in  August,  we  were  told  to 
take  our  inspectors  away  and  cease  inspection.  These  ships,  except 
two,  were  all  contracted  for  on  a  lump-sum  basis.  Along  in  Decem- 
ber of  the  same  year,  after  they  were  commandeered,  the  Shipping 
Board  told  us  that  they  had  destroyed  the  original  contracts,  that 
they  were  a  mere  scrap  of  paper,  and  new  ones  had  been  entered 
into  on  a  cost-plus  basis.  Some  of  these  ships  when  they  were  com- 
mandeered were  80  and  90  per  cent  completed,  and  some  of  them  did 
not  have  the  keels  laid. 

On  the  ships  that  were  completed  the  Shipping  Board  said,  "  You 
can  have  these  ships,  Luckenbach,  provided  you  will  pay  the  increased 
cost."  "  Well,"  I  said,  "  what  do  you  think  that  will  be  on  the  first 
ship?"  "Why,  that  will  be  in  the  neighborhood  of  $500,000." 
"  What  ?    For  a  ship  85  per  cent  completed  ? ' 

"  Yes,"  the  Shipping  feoard  man  said. 

"  Why,".  I  said,  "  that  is  an  impossibility.  The  only  question  that 
you  have  there,  I  should  think,  would  be  the  ijuestion  of  labor.  With 
an  eight  or  nine  hundred  thousand  dollar  ship  a  five  hundred  thou- 
sand increase  is  simply  ridiculous.  I  am  from  Missouri,  and  I  want 
you  to  show   me" 

I  have  been  waiting  ever  since  to  be  shown.  That  was  on  the  first 
ship.  The  overcharges  or  increased  cost  of  the  ships  I  purchased  from 
the  Shipping  Board^ 

Mr.  Kellet.  If  these  ships  have  names,  will  you  mention  them  by 
name,  if  you  have  the  information  there  ? 

Mr.  Luckenbach.  Yes.  [Eeferring  to  memorandum.]  We  have 
had  an  excess  cost  of  hulls  264,  265,  and  267,  as  developed  bv  the 
Perley  Morse  audit,  of  $186,558.53. 

The  Chairman.  Mr.  Luckenbach,  were  these  the  ships  that  were 
being  constructed  for  you? 

Mr.  Luckenbach.   Yes. 

The  Chairman.  And  later  you  purchased  them  ? 

Mr.  Luckenbach.  Yes. 

The  Chairman.  Very  well,  sir.    I  just  wanted  to  get  it  clear. 

Mr.  Luckenbach.  Excess  cost  of  hulls  297  and  298,  as  developed 
by  the  Perley  Morse  audit,  $739,000. 

Error  in  set-up  price  bv  United  States  Shipping  Board,  as  total 
cost  of  hulls  297  and  298,  $790,000. 

Overestimate  between  original  contract  price  with  builders  and 
amount  paid  the  United  States  Shipping  Board:  Steamer  K.  /. 
Luckenhach^  $523,000 ;  steamer  F,  J.  Libckenbach^  $373,000 ;  steamer 
Katrine  Zi^<?i-6n&fl^A,  $425,000;  steamer  Walter  Luckenhach,  $260,- 
000 ;  making  overcharges  and  overestimates  on  the  price  of  the  ships 
of  $3,792,216. 

The  Chairman.  That  is  in  excess  of  the  original  contract  for  their 
construction,  is  it? 

Mr.  Luckenbach.  Yes. 

The  Chairman.  How  much  per  ton  was  your  contract  for  the  con- 
struction of  those  ships? 
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Mr.  LuGKENBACH.  They  ran  from  $80  to  $140. 

The  Chairman.  Of  course,  the  price  per  ton  increased  very  mate- 
rially during  the  war  ?^ 

Mr.  LucKENRACH.  Yes. 

The  Chairman.  Have  you  the  various  elements  which  entered  into 
the  overcharges,  the  increase  in  material  and  the  increase  in  labor 
or  any  changes  in  plans  or  specifications,  or  other  things  that  would 
make  it  more  expensive  to  build  the  same  ship  that  you  contracted 
for  in  1915  ? 

Mr.  LucKENBACH.  That  is  what  I  have  been  trying  to  get  for  the 
last  two  years.    I  have  not  got  it  yet. 

The  Chairman.  You  have  not  got  it  yet  ? 

Mr.  LuGKENBACH.  No ;  but  they  have  got  my  money.  These  figures 
I  have  given  you  are  the  result  of  an  audit  which  I  had  the  privilege 
of  making  when  I  purchased  the  ships«  and  my  audit  shows  this 
difference. 

The  Chairman.  What  did  you  audit?    What  have  you  audited? 

Mr.  LuGKENBAGH.  The  ships  that  I  purchased. 

The  Chairman.  Yes;  but  I  mean  the  accounts  of  the  Shipping 
Board  or  the  accounts  of  the  builders? 

Mr.  Li'CKENBAGH.  The  accounts  of  the  builders.  ' 

The  Chairman.  Now,  if  you  audited  the  accounts  of  the  builders, 
what  did  you  compare  them  with  in  order  to  say  tliat  there  was  this 
amount  of  overcharge  or  excess? 

Mr.  LucKENBAGH.  Why,  I  compared  that  with  the  original  lump- 
sum figure  for  the  construction  of  the  ships. 

The  Chairman.  The  contract  which  you  made? 

Mr.  Luckenbagh.  Yes.  So  I  asked  Mr.  Cuthell,  the  attornej^  for 
the  Shipping  Board — I  said,  "  Now,  for  the  moment,  just  forget  I 
am  one  of  those  terrible  American  ship  owners;  I  am  just  one  of  the 
common  ordinary  people.  Why  do  you  destroy  the  original  con- 
tract, which  is  so  advantageous  to  the  Government,  and  make  a  new 
contract  when  some  of  these  ships  are  86  per  cent  completed  ?  " 

He  said, "  Because  we  need  the  shipbuilder." 

I  said,  "  How  about  your  T'ncle  Dudley  that  made  these  contracts 
12  or  14  months  ago  and  financed  the  proposition?  The  shipbuilder 
did  not  do  that.    I  did  it.    What  do  I  get  ? '^ 

He  said,  "  You  get  left." 

"  Thank  you,  very  much." 

The  Chairman.  Who  was  it  that  told  you  that? 

Mr.  Lugkenbagh.  Mr.  Cuthell,  of  the  Shipping  Board. 

The  Chairman.  What  position  did  he  hold  ? 

Mr.  Lugkenbagh.  He  was  the  attorney  for  the  Shipping  Board. 

The  Chair3ian.  Did  you  expect,  even  though  your  ships  were  60, 
70,  80,  or  90  per  cent  complete  at  that  time,  tliat  after  they  had  been 
completed  by  the  Shipping  Board  and  you  came  to  purchase  them 
you  would  be  able  to  secure  them  at  the  original  contract  price? 

Mr.  Luckenbagh.  No. 

The  Chairman.  So  you  did  think  some  excess  over  the  original  con- 
tract price  was  necessary  ? 

Mr.  Luckenbagh.  Yes ;  under  that  new  agreement  that  they  made 
with  the  shipbuilder. 

The  Chairman.  You  have  never  been  able,  as  I  underatand  j[ou,  to 
ascertain  the  items  that  come  in  in  the  completion  of  these  ships,  to 
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make  up  this  sum  of  money  in  overcharges  or  overestimates  or  extra 
costs?    Isthattfue? 

Mr.  LucKENBACH.  Yes — from  the  Shipping  Board.  J  got  this 
[indicating  memorandum]  from  my  audit. 

The  Chairman.  Now,  you  sav  "overcharge  on  hulls  number  so  and 
so.''    What  was  the  nature  of  those  overcharges,  from  your  audit? 

Mr.  Luckenbach.  Why,  the  way  I  remember  the  thing  is  that 
everything  was  charged  to  construction  account.  The  shipbuilding 
company  iiad  no  expenses  whatsoever.  For  instance  $lj()00  to  the 
baseoall  club- 

The  Chairman.  To  what? 

Mr.  Luckenbach.  The  baseball  club.  ^ 

The  Chairman.  $1^00  to  a  baseball  club? 

Mr.  Luckenbach.  Which  I  never  saw  play.  I  had  to  pay  a  part 
of  that  expense.  I  enjoy  baseball,  and  I  would  have  liked  to  see  the 
team  play  that  I  subscribed  to. 

The  Chairman.  Will  you  just  explain  what  you  mean  by  $1,000 
to  a  baseball  club  ?  What  do  you  mean — ^that  you  were  asked  to  pay 
a  thousand  dollars  to  a  baseball  club? 

Mr.  Luckenbach.  I  paid  my  proportion  of  $1,000  to  the  baseball 
club  of  the  Fore  River  Shipbuilding  Co. 

The  Chairman.  And  that  was  figured  in  the  cost  of  constructing 
your  ship  ? 

Mr.  Luckenbach.  That  is  in  the  construction  account. 

The  Chairman.  Anything  else? 

Mr.  Luckenbach.  $1,000  to  the  Neighborhood  Society. 

The  Chairman.  Was  that  charged  in  the  construction  cost  of  your 
ship  ? 

Mr.  Luckenbach.  Yes.  Advertising  Liberty  bonds — I  do  not  re- 
member the  amount.    $1,000  to  the  band. 

The  Chairman.  Those  two  item^  were  charged  in  the  construction 
cost  of  your  ship? 

Mr.  Luckenbach.  Yes.  Reorganization  of — ^when  they  amalga- 
mated the  subsidiaries  with  the  Bethlehem  Steel  Co.,  the  legal  ex- 
penses of  this  organization  or  amalgamation 

The  Chairman.  They  were  charged  in? 

Mr.  Luckenbach.  I  paid  some  of  that.  There  was  an  oil  engine, 
which  I  have  read  in  the  papers  of  late  had  been  very  successful.  I 
paid  for  the  experiments  on  that  engine,  I  found  at  that  time,  al- 
though they  had  been  experimenting  with  it  for  some  yeitrs  past. 
That  was  also  in  my  construction  account. 

I  paid  the  club  dues  of  various  members  of  the  Fore  River  Ship- 
building Co. — construction  account.  I  paid  the  house  charges  of 
the  officials — in  construction.  I  paid  the  moving  expenses  or  some 
of  the  officials  from  Fall  River  to  Bethlehem — in  construction  ac- 
count. I  learned  a  whole  lot  about  bookkeeping  that  I  never  knew 
before. 

The  Chairman.  Do  I  understand  that  these  charges  were  just  con- 
fined to  your  contract  for  ships  there,  or  were  those  charges  generally 
distributed  over  the  entire  work  which  they  were  doing  under  con- 
tract as  a  part  of  their  overhead  or  maintenance  account? 

Mr.  Luckenbach.  It  was  distributed  over  all  vessels. 

The  Chairman.  How  many  vessels  were  they  constructing  there  at 
that  time,  do  you  know  ? 
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Mr.  LucKENBACH.  No ;  I  do  not  know. 

The  Chairman.  Then  how  could  you  tell  what  proportion  of  that 
was  this  $1,000  for  the  band? 

Mr.  Luckenbach.  My  accountants  have  investigated  that  thing, 
and  I  have  given  you  the  full  report.  I  think  they  have  a  full  report. 
Mr.  Morse,  the  accountant,  will  give  you  all  that  information. 

The  Chairman.  Mr.  Morse  made  the  audit,  and  you  are  not 
familiar  with  the  details  thereof? 

Mr.  Luckenbach.  No,  sir. 

The  Chairman.  How  do  you  purchase  supplies  for  the  ships  of 
your  company,  Mr.  Luckenbach  ? 

Mr.  Luckenbach.  Through  our  purchasing  department. 

The  Chairman.  Can  you  state  whether  you  have  them  go  out  and 
buy  wherever  they  please,  for  a  round-trip  voyage  or  a  part  of  a 
voyage  or  wherever  they  can  and  that  they  go  out  and  purchase  any 
quantity  or  whether  they  go  out  and  purchase  in  quantities  to  take 
care  of  the  entire  fleet? 

Mr.  Luckenbach.  We  stock  these  ships  up  for  the  round-trip 
voyage. 

The  Chairman.  You  have  a  purchasing  agent,  do  you  ? 

Mr.  Luckenbach.  Yes;  and  he  figures  out  so  many  men  need  so 
much  food,  that  the  trip  will  take  about  so  long,  and  he  supplies  that 
vessel  accordingly.  There  are  times  when  they  are  away  from  port — 
home  port — ^that  they  will  have  to  buy  some  fresh  provisions,  but 
that  does  not  amount  to  very  mueh. 

The  Chairman.  Do  you  know  anything  about  the  practice  pre- 
vailing in  shipping  circles  as  to  the  Shipping  Board  boats  purchas- 
ing at  retail  prices  rather  than  at  wholesale  prices? 

Mr.  Luckenbach.  Only  what  I  have  heard  on  the  street.  We  had 
a  ship  turned  over  to  us  for  operation  this  past  week.  Just  to  give 
you  an  example  of  some  people  that  are  operating  ships,  according 
to  what  the  captain  said,  he  put  in  a  requisition  for  a  number  or 
boxes  of  fresh  fruit,  such  as  Casaba  melons,  which  we  do  not  furnish 
our  men;  and  boxes  of  pears  and  grapefruit  and  oranges.  I  think 
there  was  some  14  boxes  of  fresh  irmt  on  the  requisition.  So  our 
port  captain  looked  at  this  requisition  and  asked  him  if  he  was 
m  the  habit  of  doing  that  with  his  former  operator,  and  he  said, 
"  We  do."  He  said,  the  port  captain  did,  "  Well^  we  do  not  operate 
our  ships  that  way.  You  will  have  to  take  subsistence  on  our  scale 
of  feeding."  "Well,"  he  said,  "then  my  steward  will  leave."  He 
said,  "Did  vour  steward  make  this  list  out?"  The  captain  of  the 
ship  said  "  T^es."  The  port  captain  said,  "  Your  steward  will  be  fired 
in  one  hour  for  making  out  a  list  like  that."  The  captain  of  the 
ship  said,  "  Well,  I  do  not  know  what  I  will  do."  The  port  captain 
said,  "Well,  then,  you  will  be  fired  if  you  do  not  know  better  than 
this."  The  captain  of  the  ship  said,  "My  former. operators  allowed 
the  ship  to  go  out  this  way."  The  port  captain  replied,  "  You  can 
not  operate  ships  for  us  under  those  conditions." 

The  Chapman.  There  is  a  difference  in  operation  as  to  the  fur- 
nishing of  supplies. 

Mr.  Luckenbach.  Some  difference. 

The  Chaibman.  And  it  makes  a  difference  in  the  cost  of  operating 
the  ships. 
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Mr.  LucKENBACH.  It  certainly  does. 

The  Chairman.  Do  you  know  of  any  other  instance  of  incompe- 
tent stewards? 

Mr.  LucKENBACH.  Yes;  we  have  had  quite  a  few,  but  I  do  not 
remember  them  just  liow. 

The  Chairman.  What,  if  you  know,  Mr.  Luckenbach,  is  the  prac- 
tice with  reference  to  the  ships  you  are  operating  for  the  Shipping 
Board  as  to  checking  or  invoicing  the  supplies  which  your  steward: 
or  engineer  or  captain  orders  delivered  to  that  particular  ship  ?  Do 
you  have  a  check  made  of  it,  or  an  invoice,  or  an  inventory,  or  do 
you  know  as  to  that? 

Mr.  Luckenbach.  No;  that  would  come  under  the  operating  de- 
partment.   I  do  not  know. 

The  Chairman.  What  do  you  know  as  to  the  payment  of  commis- 
sions or  the  making  of  gifts,  of  gratuities,  to  officers  of  ships  or 
agents  of  the  Shipping  Board  for  repairs  or  for  material  or  work 
furnished  or  labor  done  on  allocated  ships  ? 

Mr.  Luckenbach.  I  know  that  there  has  been  a  grepjb  deal  of  talk 
about  graft  on  Shipping  Board  ships. 

The  Chairman.  Do  you  know  whether  on  your  privately  operated 
ships  the  engineers,  masters,  and  stewards  get  commissions  from 
dealers  for  goods  purchased? 

Mr.  Luckenbach.  They  do  not  have  any  opportunity.  The  pur- 
chasing department  or  the  operating  department  takes  care  of  that. 
Captains  and  engineers  have  nothing  to  do  with  the  purchasing  of 
anything  that  goes  on  the  ship  with  us. 

The  Chairman.  And  do  you  know  whether  your  purchasing  de- 
partment pays  such  commissions  or  make  such  gifts? 

Mr.  Luckenbach.  They  would  receive  it,  possibly,  but  I  hope  not. 

The  Chairman.  I  mean,  do  they  receive  them  ? 

Mr.  Luckenbach.  Well,  as  to  that  I  hope  not. 

The  Chairman.  You  have  not  heard  of  that? 

Mr.  Luckenbach.  I  have  not. 

The  Chairman.  If  you  had,  would  you  keep  such  a  purchasing 
agent  ? 

Mr.  Luckenbach.  I  would  not. 

The  Chairman.  Do  you  believe  that  is  proper  practice  for  Gov- 
ernment owned  and  operated  ships? 

Mr.  Luckenbach.  It  is  not  the  proper  practice. 

The  Chairman.  We  have  had  testimony,  Mr.  Luckenbach,  from 
various  witnesses,  to  the  effect  that  that  practice  has  long  prevailed 
in  shipping  circles,  and  that  it  is  a  sort  of  general  custom  that  pre- 
vails, and  particularly  I  think  the  testimony  has  been,  in  the  port 
of  New  York.  You  liave  been  in  business  some  25  or  30  years,  and 
I  would  like  to  ask  you  if  your  experience  has  been  such  that  you 
are  able  to  say  that  that  has  been  a  long-established  custom  and 
practice,  of  dealers  who  furnish  materials  and  supplies  and  make 
repairs  to  ships — paying  the  masters,  captains,  engmeers,  or  stew- 
ards cmomissions  or  making  gifts  to  them. 

Mr.  Luckenbach.  It  is  not  the  practice  with  us. 

The  Chairman.  It  has  not  prevailed  with  your  company  ? 

Mr.  Luckenbach.  Not  at  all. 

The  Chairman.  Do  you  know  of  excess  profits  having  resulted  in 
the  furnishing  of  galley  supplies  to  Government  ships  t 
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Mr.  LucKENBACH.  No ;  I  do  not. 

The  Chairman.  Do  you  know  of  short  deliveries? 

Mr.  LucKENBACH.  No ;  but  that  could  happen  very  easily. 

The  Chairman.  Under  the  system  ? 

Mr.  LucKENBACH.  Under  the  inexperienced  operator  or  inefficient 
operator. 

The  Chairman.  Do  you  know  whether  there  have  been  excess  over- 
stocking of  ships  and  things  of  that  kind  ? 

Mr.  LucKENBACH.  Not  to  my  own  knowledge. 

The  Chairman.  Would  you  say  as  to  the  Shipping  Board,  having 
allocated  a  large  number  of  ships,  particularly  at  this  port,  where 
I  believe  there  are  some  80  operators,  that  it  would  be  practical  for 
the  Shipping  Board  to  have  a  purchasing  agent,  with  the  proper 
clerical  force  and  qualified  assistants,  to  supervise  the  purchase  of 
supplies  for  the  ships  being  operated  by  those  80  operators  here? 

Mr.  LucKENBACH.  That  would  be  a  good  idea  ii  you  have  lost  con- 
fidence in  the  old  established  lines  that  have  been  operating  for  years. 
No  matter  how  many  inspectors  you  had  for  some  of  those  operators 
it  would  not  do  any  eood. 

The  CHATR3rAN.  That  is  what  I  was  leading  up  to,  Mr.  Luckenbach. 
Are  there  operators  who  have  been  allocated  ships  and  are  ojperating 
same  out  of  the  jwrt  of  New  York,  who  are  inexperienced  and  not 
responsible  ? 

Mr.  Luckenbach.  Well,  as  to  their  responsibility,  I  do  not  know 
anything  about  that.  In  regard  to  inefficiency  and  inexperience,  over 
50  per  cent  of  the  different  operators  out  of  New  York  come  under 
that  class. 

The  Chairman.  Have  you  had  difficulty  in  securing  ships,  or  do 
you  know  of  any  instances  of  favoritism  being  shown  in  tne  alloca- 
tion of  ships  for  operation? 

Mr.  Luckenbach.  Well,  we  have  made  application  time  and  time 
again  for  ships  for  operation,  but  we  did  not  get  any.  We  have  as 
many  as  six  ships,  I  think  now,  regardless  of  the  fact  that  we  have 
purchased  more  tonnage  than  anyone  else  in  the  United  States  from 
the  Shipping  Board;  regardless  of  the  fact  that  we  furnished  more 
tonnage,  too,  in  the  war,  we  have  as  many  as  six  ships  to  operate 
to-day,  and  we  have  not  had  any  routes  allocated  to  us  to  cover.  Inex- 
perienced and  inefficient  operators,  who  have  npt  purchased  a  row 
boat  from  the  Shipping  Board,  seem  to  be  the  favored  ones  in  allo- 
cation. For  instance,  I  can  give  you  a  concrete  example :  We  built 
ships  for  the  Australian  traide,  and  wanted  to  run  an  American 
steamship  line  from  the  Atlantic  coast  to  Australia.  In  allocating 
ships,  the  Shipping  Board  allocated  them  to  Mr.  Welding  Ring's 
concern,  the  United  States-Australia-Asia  Steamship  Co.,  which 
owned  an  interest  in  a  foreign  steamer. 

Mr.  Welding  Ring  has  always  opposed  everything  American. 
And  after  watching  the  allocations  for  some  time,  and  finding  that 
the  foreign  element  would  receive  the  favors,  I  made  a  trip  to  Wash- 
ington and  asked  permission  of  the  Shipping  Board  to  put  my  ships 
under  a  foreign  nag,  so  that  when  I  arrived  there  I  would  be  re- 
ceived as  the  foreign  shipping  agent  was  received.  I  was  dis- 
couraged and  sick  and  tii*ed  of  running  anything  under  the  Ameri- 
can^flag  when  foreigners  like  Clej^g  and  Kerr,  two  British  subjects,, 
could  get  the  favors  from  the  Shipping  Board. 
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The  Chairman.  What  did  you  tell  them  when  you  asked  them 
that? 

Mr.  LucKENBACH.  They  refused  my  request  to  change  my  flag, 
and  we  have  very  few  allocations  in  comparison  with  others.  Take 
the  two  Englishmen,  take  Mr.  Welding  Ring's  company,  take  the 
Cosmopolitan  Steamship  Co.,  take  Struthers  &  Dixon,  and  they 
do  not  own  a  rivet  in  anji:hing.  Possibly  we  do  not  know  how  to  run 
ships,  but  history  does  not  speak  that  way.  This  business  was  es- 
tablished 65  years  ago  bv  my  father  and  we  have  been  successful. 
Even  when  Mr.  Franklin's  company  went  into  the  hands  of  receivers 
we  were  making  money. 

The  Chairman.  When  was  that  ? 

Mr.  LucKENBACH.  Somc  seven  or  eight  years  ago. 

The  Chairman.  Have  you  had  tonnage  allocated  to  you  and  then 
had  it  taken  from  you  by  the  Shipping  Board  and  allocated  to  some 
other  concern  ? 

Mr.  LucKENBACH.  Why,  we  had  an  instance  of  one  of  these  ships 
that  we  contracted  for  and  had  paid  money  on  account  of  the  con- 
struction of  it,  that  had  been  commandeered  and  completed  by  the 
Shipping  Board,  which  was  turned  over  to  Mr.  Welding  Ring's  com- 
pany to  •operate — a  man  who  owned  an  interest  in  a  foreign  ship  and 
nothing  American,  and  has  purchased  nothing  from  the  Shipping 
Board  since.  At  that  time  we  made  so  much  fuss  about  it  that  the 
Shipping  Board  finally  allocated  the  ship  to  the  Navy  to  operate. 

The  Chairman.  Do  you  or  vour  company  own  any  interest  in  for- 
eign ships? 

Mr.  LucKENBACH.  No ;  and  never  did.  We  do  not  represent  any 
foreign  interests,  and  there  is  no  foreign  capital  in  the  company.  It 
is  a  family  affair. 

The  Chairman.  It  is  a  family  affair  and  a  United  States  ^f 
America  concern? 

Mr.  LucKENBACH.  Yes,  sir ;  100  per  cent. 

The  Chairman.  Do  you  know  of  instances  where  there  have  been 
losses  to  result  because  of  interlocking  contracts  between  the  oper- 
ator and  other  concerns? 

Mr.  LucKENBACH.  No ;  they  would  not  come  under  my  vision. 

The  Chairman.  Then  those  contracts  for  j^our  ships  which  were 
made  with  the  Fore  River  and  the  Sun  Shipbuilding  companies,  were 
they  lump-sum  contracts? 

Mr.  LucKENBACH.  Yes,  sir. 

The  Chairman.  When  the  Shipping  Board  took  over  the  ships  and 
the  ships  were  completed  by  them,  were  they  completed  under  a  lump- 
sum agreement  or  costplus  or  fixed  fee,  or  what? 

Mr.  LucKENBACH.  Tiiey  evidently  ran  along  on  the  lump-sum 
basis  until  December  of  the  year  that  they  were  requisitioned,  and 
that  was  the  first  time  I  had  a  line  that  the  original  lump-sum  con- 
tracts had  been  destroyed  and  new  percentage  contracts  had  been 
made. 

The  Chairman.  Did  you  see  the  terms  of  the  percentage  con- 
tracts ? 

Mr.  LucKENBACH.  Ycs;  when  I  purchased  the  ships. 

The  Chairman.  What  were  the  terms  ? 

Mr.  LucKENBACH.  Well,  I  do  not  remember  just  now. 
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The  Chairman.  How  much  had  you  paid  toward  the  completion 
of  the  ships? 

Mr.  LucKENBACH.  The  payments  on  the  ships  ran  along  on  a  con- 
struction basis;  a  certain  sum  when  the  keel  was  laid,  a  certain  sum 
when  the  material  was  in  the  yard;  and  I  think  in  all  there  were 
about  10  payments  on  each  ship.  And  as  the  construction  proceeded, 
the  payments  were  made.  What  percentage  the  payments  were  I  do 
not  recall. 

The  Chairman.  Can  you  tell  how  much  you  paid  the  Fore  River 
Shipbuilding  Co.  at  the  time  the  Government  requisitioned  the  ships? 

Mr.  LucKENBACH.  I  do  not  believe  I  have  a  memorandum  of  that 
here.  (After  looking  over  some  papers.)  No;  I  have  not  that 
memorandum  here.  But  I  have  a  memorandum  here  of  profiteering 
by  the  Shipping  Board  with  our  ships. 

The  Chairman.  What  does  that  refer  to  ? 

Mr.  LucKENBACH.  Where  they  commandeered  our  tonnage  and 
paid  us  the  Shipping  Board  rate,  which  is  less  than  half  they  paid 
the  foreigner — regardless  of  what  Mr.  Gillen  testified  to  yesterday 
that  the  American  shipowner  had  been  so  wonderfully  favored.  We 
had  the  steamer  Harry  Luckenhach^  for  which  we  received  a  charter 
hire  of  $44,387,  and  yet  we  made  a  profit  for  the  Shipping  Board  of 
$356,500  with  my  proiDerty.  The  steamer  Pleiades^  for  which  we 
received  a  charter  hire  of  $377,781 ;  and  we  made  a  profit  of  $1,159,024 
for  the  Government.  ' 

The  Chairman.  Whs  that  during  the  war  i 

Mr.  LucKENBACH.  Yes. 

The  Chairman.  Do  you  complain  of  that^ 

Mr.  LucKENBACH.  I  do  not  think  the  Government  treated  any 
other  industry  as  it  treated  the  shipowners,  by  taking  their  product 
and  profiteering  with  it. 

The  Chairman.  How  did  they  make  this  profit? 

Mr.  LucKENBACH.  By  having  us  operate  the  ships  for  them. 

The, Chairman.  Do  you  mean  to  say  that  they  received  that 
amount  of  money  ? 

Mr.  LucKENBACH.  Yes.  We  made  this  profit  for  them,  and  this  is 
what  they  paid. 

The  Chairman.  In  doing  what? 

Mr.  LucKENBACH.  Operating  the  ships  for  them. 

The  Chaikman.  What  were  they  doing  with  the  ships  during  the 
war? 

Mr.  LucKENBACH.  Making  money  with  them. 

The  Chairman.  Carrying  what? 

Mr.  LucKENBACH.  Merchandise. 

The  Chairman.  Where? 

Mr.  LucKENBACH.  To  the  Far  East,  to  South  America,  and  to 
Europe. 

The  Chairman.  Do  you  feel  that  you  should  have  been  permitted 
to  have  operated  those  ships  and  made  that  money  ? 

Mr.  LucKENBACH.  I  think  they  should  have  given  me  the  same 
privilege  that  they  gave  the  two  Englishmen,  Clegg  and  Kerr, 

The  Chairman.  What  privilege  did  they  give  them? 

Mr.  LucKENBACH.  They  gave  them  free  trips  to  operate. 

The  Chairman.  Were  Ihey  American  ships? 
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Mr.  LucKENBACH.  Yes ;  when  they  operated  them. 

The  Chairman.  Do  you  mean  to  say  that  they  ivere  American 
ships  that  were  not  commandeered  ? 

Mr.  LucKENBAOH.  They  were  given  free  trips.     I  do  not  know 
whether  they  were  commandeered  or  not. 
^  The  Chairman.  What  do  you  mean  by  "  free  trips?  " 

Mr.  Luckenbach.  Free  of  Government  regulation.  They  could 
go  out  into  the  market  and  carry  anything  anywhere  at  any  price. 

The  Chairman.  Was  that  done  by  the  Shipping  Board? 

Mr.  Luckenbach.  It  was. 

The  Chairman.  How  do  you  know  ? 

Mr.  Luckenbach.  Simply  by  what  I  read  in  the  papers. 

The  Chairman.  How  much  did  they  make,  if  you  Imow  ? 

Mr.  Luckenbach.  I  can  only  guess  at  it,  and  think  it  was  worth 
about  $10,000,000. 

The  Chairman.  You  think  if  the  (iovernment  requisitioned  your 
ships  during  the  war,  commandeered  them  on  the  hi^h  seas,  and  oper- 
ated them,  that  it  should  have  operated  them  at  simply  the  cost  to 
the  Government  in  taking  over  the  ships  and  not  have  made  any 
profit  ? 

Mr.  Luckenbach.  I  do.    There  wasn't  any  other 

The  Chairman  (interposing).  Do  not  you  believe  that  was  a  legit- 
imate thing  for  the  Government  to  do,  to  help  pay  the  expenses  of 
the  Shipping  Board  ?  * 

Mr.  Luckenbach.  No  ;  I  do  not. 

The  Chairman.  Do  you  think  that  the  Shipping  Board  should 
have  permitted  ships  that  were  afloat  during  the  war  to  have  gone 
along  and  operated  without  any  governmental  regulation  or  super- 
vision ? 

Mr.  Luci^ENBACH.  No;  I  do  not.  But  I  do  think  this,  that  the 
Shipping  Board  should  not  take  my  ships  and  profiteer  with  them. 
That  was  illegal  as  far  as  I  was  concerned.  It  was  illegal  for  the 
Government  to  do  it  with  them,  I  think. 

The  Chairman.  If  they  had  lost  one  of  your  ships  during  that 
operation  you  were  insured,  were  you  not? 

Mr.  Luckenbach.  Yes. 

The  Chairman.  And  during  its  operation  it  was  protected  by  the 
convoys  of  fleets  of  the  Navy  or  or  these  other  nations  associated 
with  us. 

Mr.  Luckenbach.  Not  at  that  time. 
.The  Chairman.  When  was  it? 

Mr.  Luckenbach.  The  first  part  of  the  war. 

The  Chairman.  That  was  during  the  first  part  of  the  .war? 

Mr.  Luckenbach.  Yes. 
^  The  Chairman.  In  1917  ? 

Mr.  Luckenbach.  Yes. 

The  Chairman.  There  was  no  protection  to  those  ships  at  that 
time,  do  you  mean  to  say? 

Mr.  Luckenbach.  Very  little.  We  had  one  ship  that  went  to  the 
Far  East. 

The  Chairman.  Where  did  she  go  t 

Mr.  Luckenbach.  I. think  to  China  and  Japan. 

The  Chairman.  If,  as  a  matter  of  fact,  it  cost  the  Government 
much  more  than  it  actually  took  in  in  cargo  receipts  for  the  pro- 
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tection  afforded  those  ships  operated  by  the  Shipping  Board,  you 
wouldn't  call  that  profiteering?,  would  you  ? 

Mr.  LucKENBACH.  I  tumed  over  a  profit  of  $1,769,000  to  them. 

That  was  no  loan ;  that  was  a  profit. 

The  Chairman.  Do  you  take  into  consideration  the  cost  of  convoys 
and  other  things,  cost  of  insurance,  which  the  Government  carried 
itself  upon  those  ships,  and  other  expenses,  in  figuring  out  whether 
that  is  a  profit  or  not,  including  naval  protection  ? 

Mr.  Luckenbach.  No  ;  I  have  no  means  of  figuring  that. 

The  Chairman.  Then,  if  those  are  to  be  charged  off  agains  that — 
or,  do  you  think  that  it  is  proper  for  those  items  to  be  charged  off. 
against  it  ? 

Mr.  Luckenbach.  I  do  not  know  that  those  ships  had  convoys. 

The  Chairman.  Assuming  that  they  did,  don  t  you  say  it  was 
proper  to  be  charged  off  against  that  profit? 

Mr.  Luckenbach.  Yes. 

The  Chairman.  Have  VQU  had  any  other  controversies,  Mr.  Luck- 
enbach, with  the  Shipping  Board? 

Mr.  Luckenbach.  We  have  had  numerous  controversies  with  the 
Shipping  Board,  and  have  them  to-day. 

The  Chairman.  Will  you  state  what  the  first  controversy  was  that 
you  had  with  the  Shipping  Board,  who  you  had  it  with,  and  who 
the  members  of  the  board  were  at  that  time? 

Mr.  Luckenbach.  How  is  that? 

The  Chairman.  Now,  give  us  the  first  difference  oi"  controversy 
that  you  had  witli  the  Shipping  Board,  who  you  had  it  with,  and 
what  it  was  about,  and  wlio  comprised  the  board  at  the  time. 

Mr.  Luckenbach.  The  first  disagreeable  controversy  we  had  was 
in  regard  to  the  increased  cost  of  ships. 

The  Chairman.  The  ships  that  you  .were  having  built? 

Mr.  Luckenbach.  The  ships  that  we  purchased  from  the  Shippin«: 
Board  and  that  Ave  were  building  at  the  time  that  the^^  were  requi- 
sitioned. 

The  Chairman.  All  right.    When  was  that,  or  about  when? 

Mr.  Luckenbach.  That  was  in  December  of  the  year  they  were 
remiisitioned. 

The  Chairman.  December,  1917? 

Mr.  Luckenbach.  Yes,  1917. 

The  Chairman.  Do  you  mean  that  you  purchased  them  in  De- 
cember, 1917? 

Mr.  Luckenbach.  We  purchased  some  of  them  before  that,  if  I 
remember  aright.  • 

The  Chairman.  I  tlunight  the  Shipping  Board  requisitioned 
everything  that  was  under  construction. 

>fr.  Luckenbac^h.  Thoy  did. 

The  Chairman.  And  that  they  did  not  dispose  of  it  until  after 
tlie  armistice? 

Mr.  Luckenba(  h.  Oh,  no.  They  sold  us  ships  and  then  we  in 
turn  chartered  them  to  the  Government,  just  the  same  as  they  took 
our  ships  that  were  afloat. 

The  Chairman.  Who  did  you  have  the  controversy  with — with 
what  official  or  bureau  ? 

Mr.  Luckenbach.  IVith  Mr.  Cuthell,  attorney  for  the  board. 
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The  Chairman.  Did  anybody  else  participate  in  the  controversy? 

Mr.  LucKEXHACH.  No;  the  most  of  my  conversation  was  with 
him. 

The  Chairman.  And  was  it  over  a  legal  question? 

Mr.  LucKENiiACH.  It  was  a  question  of  increased  cost  of  these 
ships.  He  did  not  give  the  man  that  made  the  turbine,  for  instance, 
any  increased  cost  over  and  above  the  original  contract;  he  did  not 
give  the  boiler  man  anything  over  and  above  the  original  contract. 
It  was  only  the  shipbuilder.  In  this  case  I  have  in  mind  the  turbine 
man  was  not  the  shipbuilder,  the  boiler  man  that  made  the  boilers 
was  not  the  shipbuilder.  Those  contracts  were  made  on  a  lump-sum 
basis,  and  they  had  to  stand.  The  contracts  that  we  had  in  force, 
tliat  they  commandeered,  on  other  auxiliaries,  for  lump  sum  amounts, 
liad  to  stand. 

The  Chairman.  Did  he  give  you  any  reason  why  the  increase 
was  granted  to  the  shipbuilder? 

Mr.  LtjCkknbach.  They  needed  him,  he  said. 

The  Chairman.  Thev  what? 

Mr.  LrcKENBACH.  Tney  needed  him. 

The  Chairman.  They  needed  the  shipbuilder,  do  you  mean  ? 

Mr.  Luckenbach.  Yes;  that  is  what  he  said. 

The  Chairman.  What  shipbuilder  was  it? 

Mr.  Luckenbach.  The  Fore  Kiver  Shipbuilding  Co. 

The  Chahvvian.  Do  you  know  whether  or  not  that  is  a  subsidiary 
of  the  Bethlehem  Shipbuilding  Co.? 

Mr.  Luckenbach.  I  believe  so. 

The  Chairman.  Well,  do  you  think  that  the  mere  increase  to  the 
Fore  River  Shipbuilding  Co.  on  two  hulls  that  they  were  construct- 
ing for  you  would  make  any  difference  as  to  their  building  ships 
for  the  Government? 

Mr.  Luckenbach.  I  had  more  than  two  hulls  under  construction. 

The  Chairman.  At  Fore  River? 

Mr.  Luckenbach.  Yes. 

The  Chairzvian.  Well,  how  many  hulls  did  you  have?  Did  you 
have  six?  In  other  words,  did  he  state  in  what  way  this  increase 
of  cost  on  your  ships  being  allowed  to  the  shipbuilder  was  going  to 
help  the  Shipping  Board,  or  how  it  would  succeed  in  getting  the 
services  of  that  concern  by  allowing  this  increase  of  cost? 

Mr.  Luckenbach.  No;  he  did  not. 

The  Chairman.  He  simply  said  he  needed  them. 

Mr.  Luckenbach.  That  he  needed  the  shipbuilder. 

The  Chairman.  Because  they  dia  need  the  shipbuilder  it  was  nec- 
essary for  him  to  run  up  the  cost  on  your  ships? 

Mr.  Luckenbach.  Yes. 

The  Chairman.  And  the  boiler  maker,  and  the  engine  maker  and 
the  material  men  had  to  comply  with  their  contracts  which  had  been 
made,  at  the  original  figure? 

Mr.  Luckenbach.  That  is  right. 

The  Chairman.  Did  anybody  else  in  the  Shipping  Board  teU  you 
that,  or  did  you  just  get  that  information  from  tne  attorney  for 
the  Shipping  Board  and  turn  around  and  come  home,  or  did  you 
see  any  commissioner? 

Mr.  Luckenbach.  I  saw  Admiral  Bowles. 
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The  Chairman.  \Vhat  did  he  tell  you  'i 

Mr.  LucKEXBACH.  He  confirmed  everything  that  Mr.  Cuthell  did. 
He  turned  me  right  back  to  Mr.  Cuthell;  said  that  he  had  charge 
of  it. 

The  Chairman.  Did  you  see  any  other  member  of  the  board? 

Mr.  LUCKENBACII.    No. 

The  Chairman.  What  do  you  know  as  to  foreign  fuel  and  bunker- 
ing facilities  for  Government  ships  operated  by  private  operators? 

Mr.  LiTCKENBACH.  I  know  that  they  had  a  great  deal  of  difficulty 
getting  fuel. 

The  Chairman.  Do  privately-operated  ships  have  that  difficulty? 

Mr.  Luokenbach.  No. 

The  Chairman.  How  about  wharfage  and  terminal  facilities  for 
Government-operated  ships? 

Mr.  LucKENBACH.  Where? 

The  Chairman.  Here  in  New  York? 

Mr.  LucKENBACH.  I  do  not  exactly  see  what  you  mean.  Do  you 
mean,  do  they  have  any  difficulty  here? 

The  Chairman.  Yes. 

Mr.  LucKENBACH.  Not  that  I  know  of. 

The  Chairman.  Do  you  know  whether  there  have  been  any  in- 
creases in  dock  charges  recently  here? 

Mr.  LucKENBACH.  I  think  the  dock  charges  have  dropped  some 
recently,  but  previously  tliey  were  very  high. 

The  Chairman.  Do  you  or  your  concern  own  any  piers  in  this 
vicinity  ? 

Mr.  LUCKENBACH.    No. 

The  Chairman.  Do  you  lease  any? 

Mr.  LucKENBACH.  We  lease  some. 

The  Chairman.  Did  you  sublet  them  ? 

Mr.  LucKENBACH.  Yes ;  we  sublet. 

The  Chairman.  To  the  Government  ? 

Mr.  LucKENBACH.  We  have  had  some  Shipping  Board  ships  at  our 

piers. 

The  Chairman.  Did  you  sublet  them  to  the  city  of  New  York. 

Mr.  LucKENBACH.  No ;  we  sublet  from  the  city  of  New  York,  or 
we  leased  from  the  city. 

The  Chairman.  You  lease  from  the  city  of  New  York? 

Mr.  LucKENBACH.  Yes. 

The  Chairman.  And  then  you  permit  Shipping  Board  ships  and 
others  to  tie  up  there  ?^ 

Mr.  LucKENBACH.  Ycs. 

The  Chairman.  Did  you  raise  the  rates? 

Mr.  LucKENBACH.  No ;  our  rate  is  established  by  the  dock  depart- 
ment at  3i  cents  per  ton. 

The  Chairman.  Oh,  the  rate  is  uniform  throughout  the  water 

front  here? 

Mr.  LucKENBACH.  Oh,  no ;  only  on  our  pier. 

The  Chairman.  Why  is  that?  ... 

Mr.  LucKENBACH.  Because  I  had  a  row  with  the  city  administra- 
tion. ,      ,     i_       .1, 

The  Chairman.  A  controversy  with  the  powers-that-be  here  in  the 

city? 


2590  SHIPPING  BOAED   OPERATIONS. 

]^r.  LucKENBACH.  Right.  My  pier  is  operated  at  a  loss,  I  might 
add. 

The  Chairman.  Did  .you  tajke  over  the  lease  of  the  pier  that  was 
held  by  the  city  of  Xew  York,  of  the  Hamburg- American  Line  docks 
here,  or  in  Brooklyn? 

Mr.  LucKENBACH.  Yes. 

The  Chairman.  You  still  have  them  ? 

Mr.  LucKENBACH.  Yes. 

The  Chairman.  You  have  them  now  ? 

Mr.  LucKENBACH.  Yes ;  and  pay  about  eight  times  more  than  the 
German  line  paid  for  them,  and  for  flying  the  American  flag. 

The  Chairman.  Is  your  rental  on  that  fixed  by  the  city  authori- 
ties? 

Mr.  LucKENBACH.  Yes. 

The  Chairman.  Did  you  also  have  a  «hip  being  built  in  Seattle, 
Mr.  Luckenbach? 

Mr.  Luckenbach.  Yes;  we  built  one  there. 

The  Chair3ian.  Was  it  the  Walter  LuchenhdcM 

Mr.  Luckenbach.  Right. 

The  Chairman.  What  yard  was  that  being  built  in? 

Mr.  Luckenbach.  I  think  it  was  the  Seattle  Construction  Co. 

The  Chairman.  The  Seattle  Dry  Dock  and  Construction  Co.? 

Mr.  Luckenbach.  Yes ;  I  think  that  was  the  name. 

The  Chairman.  Was  that  completed? 

Mr.  Luckenbach.  Yes. 

The  Chairman.  Under  the  original  contract? 

Mr.  Luckenbach.  Xo  ;  I  think  there  was  a  slight  increase  there. 

The  Chairman.  Was  it  taken  over  by  the  Shipping  Board  ? 

Mr.  Luckenbach.  Yes. 

The  Chairman.  Before  completion? 

Mr.  Luckenbach.  Oh,  yes;  while  under  construction,  and  it  was 
completed  by  the  Shipping  Board. 

The  Chairman.  Did  you  have  any  overcharges  or  overestimates  or 
contributions  to  baseball  chibs  or  other  similar  items  that  you  spoke 
of,  on  that  ship  ? 

Mr.  Luckenbach.  I  did  not. 

Th^.  Chairman.  Have  you  settled  that  with  the  Shipping  Board  ? 

Mr.  Luckenbach.  Yes. 

The  Chauiman.  With  Mr.  Cuthell? 

Mr.  Luckenbach.  No;  I  do  not  think  I  dealt  with  him  on  that 
transaction. 

The  Chairman.  Was  that  after  his  connection  with  the  Shipping 

Board  ? 

Mr.  Luckenbach.  I  think  he  was  transferred  from  the  department 
that  I  first  met  him  in. 

The  Chairman.  You  settled  for  the  Walter  Luckenhach  with  the 
Shipping  Board  satisfactorily  to  yourself? 

Mr.  Luckenbach.  Yes,  sir. 

The  Chairman.  At  a  slight  increase,  however,  in  cost? 

Mr.  Luckknbach.  Yes,  sir. 

The  Chairman.  Which  you  felt  was  reasonable  and  justified? 

Mr.  Luckenbach.  I  did. 


SHIPPING  BOARD  OPERATIONS.  2591 

The  Chairman.  And  if  there  had  been  a  similar  increase  in  cost 
for  the  other  hulls,  built  on  this  coast,  you  would  have  been  glad  to 
have  adjusted  the  mater  on  the  same  basis? 

Mr.  LucKENBACH.  I  Certainly  would. 

The  Chairman.  Other  than  those  items  which  you  have  indicated 
as  being  charged  to  overhead  or  organization,  or  whatever  you  called 
it,  those  various  items  you  mentioned  awhile  ago,  welfare  items  and 
athletic  items,  and  moving,  and  the  statement  Mr.  Cuthell  made  that 
they  needed  a  shipbuilder,  do  you  know  of  any  reason  why  that 
matter  should  not  have  been  adjusted  by  the  Shipping  Board  long 
ago? 

Mr.  LuCKENBACH.   No. 

The  Chairman.  And  it  still  remains  to  be  settled  ? 

Mr.  LucKENBACH.  It  still  remains  to  be  settled. 

The  Chairman.  Have  you  talked  with  any  other  officer  or  member 
of  the  board  down  there  about  it  ? 

Mr.  LucKENBACH.  Wc  have  been  requesting  a  statement  in  regard 
to  these  overcharges  for  a  good  many  months,  and  last  April  they 
promised  to  give  us  the  items  that  made  up  the  increase  in  cost,  and 
we  are  still  waiting  for  it. 

The  Chairman.  Who  made  that  promise  ? 

Mr.  LucKENBACH.  The  accounting  department. 

The  Chairman.  Do  you  remember  wnether  it  was  Mr.  Tweedale? 

Mr.  LucKENBACH.  No ;  I  do  not  think  it  was.  I  do  not  think  he 
was  there. 

The  Chairman.  Was  it  Mr.  Abadie? 

Mr.  LucKENBACH.  No ;  I  do  not  r.ecall  the  name  of  the  man. 

The  Chairman.  Or  was  it  Mr.  Adamson? 

Mr.  Li^cKENBACH.  I  do  not  recall  the  name. 

The  Chairman.  I  did  not  know  but  what  I  might  refresh  your  rec- 
ollection.   Have  you  been  to  see  Admiral  Benson  about  this  ? 

Mr.  LucKENBACH.   No. 

The  Chairman.  Did  you  ever  talk  with  Mr.  Payne  about  it? 

Mr.  LucKENBACH.   No. 

The  Chairman.  Did  you  ever  talk  with  his  assistant,  Mr.  Gillen, 
about  it? 

Mr.  LucKENBACH.   No. 

The  Chairman.  Did  you  ever  talk  with  Mr.  Hurley  about  it  ? 

Mr.  LucKENBACH.  Oh,  yes. 

The  Chairman.  You  talked  with  Mr.  Hurley  ? 

Mr.  LucKENBACH.  Yes. 

The  Chairman.  What  was  the  nature  of  the  conversation  with  Mr. 
Hurley  ?     He  was  chairman  of  the  board  at  the  time,  was  he  not  ? 

Mr. "LucKENBACH.  Yes :  and  he  would  forward  me  right  back  again, 
saying  he  was  too  busy  with  other  things. 

The  Chairman.  Whom  would  he  send  you  to  ? 

Mr.  LucKENBACH.  To  some  landlubber  attorney. 

The  Chairman.  And  that  is  all  the  talk  you  had  with  Mr.  Hurley 
amounted  to? 

Mr.  LucKENBACH.  That  is  all. 

The  Chairman.  Did  you  ever  talk  with  Mr.  Piez? 

Mr.  LucKENBACH.  Ycs. 

The  Chairman.  What  did  he  say  ? 
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Mr.  LucKEXBACH.  That  I  should  see  Mr.  Cuthell.  Each  one  passed 
the  buck. 

The  Chairman.  Did  you  ever  talk  with  Col.  (Joethals? 

Mr.  LUCKEXBACH.   No. 

The  Chairman.  Did  you  ever  talk  with  Mr.  Colby  when  he  was 
on  the  board,  Mr.  Bainbridge  Colby,  at  present  Secretary  of  State, 
about  this  transaction  ? 

Mr.  Luckenbach.  I  think  I  had  a  talk  with  Mr.  Colby  one  day  in 
regard  to  this. 

The  Chairman.  What  did  he  say  ? 

Mr.  Luckenbach.  He  referred  me  right  back  to  the  same  man, 
some  attorney. 

The  Chairman.  Did  you  ever  talk  with  Admiral  Capps  ? 

Mr.  Luckenbach.  No. 

The  Chairman.  Did  you  ever  talk  with  Mr.  Denman  ? 

Mr.  Luckenbach.  Not  about  this.  This  was  after  Mr.  Denman's 
time. 

The  Chairman.  This  was  after  Mr.  Denman's  time? 

Mr.  Luckenbach.  Yes,  sir. 

The  Chairman.  You  have  recently  given  out  an  interview 

Mr.  Luckenbach.  I  have  given  out  many. 

The  Chairman.  I  say,  you  have  recently  given  out  an  interview 
which  was  published  in  the  Nautical  Gazette,  expressing  some  criti- 
cisms of  the  Shipping  Board  and  its  policy,  have  you  not? 

Mr.  Luckenbach.  .  Yes. 

The  Chairman.  You  state  that  it  is  your  belief  that  "Admiral 
Benson  is  sincere  in  everything^  he  says  and  does,  but  he  is  sur- 
rounded with  the  same  old  personalities  and  the  same  influence 
which  existed  under  the  previous  administrations  of  the  Board." 
Now :  do  vou  mean  to  sav  that  the  heads  of  the  various  branches  of 
the  Shipping  Board  are  £he  same  as  when  Mr.  Goethals  and  Mr. 
Denman  were  on  the  Board,  or  when  Mr.  Hurley  was  chairman  of  it. 

Mr.  Luckenbach.  Oh,  no;  the  same  influences. 

The  Chairman.  And  you  say  "  he  is  surrounded  with  the  same  old 
personalities  and  the  same  influence  which  existed  under  the  previous 
administrations  of  the  Board." 

Mr.  Luckenbach.  Well,  there  have  been  a  great  many  changes 
during  the  existence  of  the  Shipping  Board. 

The  Chairman.  You  state  that  the  Luckenbach  Company  has 
abandoned  the  idea  of  renewing  its  service  to  Australia;  the  Ship- 
ping Board  has  made  that  impossible. 

Mr.  Luckenbach.  They  put  us  out  of  the  Australian  business. 

The  Chairman.  How? 

Mr.  Luckenbach.  By  allocating  to  Mr.  Welding  Ring's  Company, 
that  does  not  own  anything  in  the  American  ship  line,  17  allocations 
to  one  for  our  company.  They  made  a  monkey  of  us,  after  we  had 
spent  a  great  many  thousancl  dollars  to  establish  an  Australian 
service. 

The  Chairman.  They  gave  you  one  steamer  and  give  them  17? 

Mr.  Luckenbach.  They  gave  us  one  vessel. 

The  Chairman.  One  vessel. 

Mr.  Luckenbach.  Yes.  At  that  time  we  did  not  get  all  steamers 
to  operate :  we  had  steamers  and  sailing  vessels  to  operate,  and  they 
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gave  our  competitor  17  sailing  to  our  one,  and  put  us  out  of  the 
Australian  business.  They  can  make  of  break  anyone  they  take  a 
fancy  to. 

The  Chairman.  Do  you  charge  that  there  is  any  corruption  in 
that  respect,  Mr.  Luckenbach? 

Mr.  Luckenbach.  No,  I  do  not  charge  that ;  I  do  not  know  that. 

The  Chairman.  Do  you  think  that  the  favoritism  is  the  result  of 
influence  or  something  else? 

Mr.  Luckenbach.  a  large  amount  of  it  is  owing  to  influence. 

The  Chairman.  Do  you  charge  that  it  is  done  with  an  intention 
to  injure  the  future  of  the  merchant  marine  of  America? 

Mr.  Luckenbach.  Judging  from  the  actions  of  the  Shipping  Board 
toward  existing,  old  established,  I  should  say,  steamship  companies, 
they  have  thrown  every  obstacle  they  could  in  the  way  of  develop- 
ment of  an  American  merchant  marine  by  old  established  concerns. 

I  will  give  you  an  instance.  We  went  in  the  Rotterdam  service, 
and  the  Shipping  Board  is  operating  several  Rotterdam  services.  I 
went  and  complained,  and  thev  said,  "  Well,  why  didn't  you  go  in 
this  business  before?"  I  said^,  "The  reason  I  did  not  go  in  this 
business  before  was  I  did  not  have  the  suitable  ships.  I  am  the  last 
man  to  get  my  ships  back  from  the  Shipping  Board ;  in  fact  to-day 
they  still  have  three  of  my  ships  that  have  not  been  returned  to  me. 
I  did  not  have  the  proper  ships  to  put  in  there.  When  I  did  get 
the  proper  ships  I  put  them  in  there.  Now,"  I  said,  "  I  have  pur- 
chased tonnage  from  you,  and  my  principal  opposition  is  the  man 
that  sold  me  the  tonnage,  and  the  Board  that  was  created  to  foster 
me  and  encourage  me  and  help  me  in  every)  way,  and  instead  of 
doing  that  you  run  in  opposition  to  me,  and  I  am  here  to  ask  you 
that  wherever  an  American  steamship  company,  a  reliable  steamship 
company,  will  furnish  enough  tonnage  to  cover  any  one  port,  I  want 
vou  to  withdraw  your  opposition  and  assist  that  company,  and  let 
him  charter  your  vessels  whenever  he  needs  any  additional  tonnage." 
They  said,  "  Oh,  no,  we  can  not  do  that ;  we  are  established  in  the 
Rotterdam  service."  "Well,"  I  said,  "how  long  have  you  been 
established  ? "  "  Why,  we  have  been  established  three  months." 
"  Well,"  I  said,  "  that  is  a  verj^  long  time  to  be  established." 

They  still  continue  their  opposition  to  Rotterdam  and  have  in- 
creased it  by  adding  other  operators.  To-day  you  have  this  farce 
facing  you :  Shipping  Board  operators  underbidding  each  other  for 
the  trade  to  Rotterdam — a  fine  state  of  affairs!  There'  is  almost 
too  much  tonnage  on  the  berth  for  the  service  to-day,  but  you  do 
not  find  that  any  of  the  allocations  to  the  favored  operators  have 
been  taken  away  from  them.  Each  ship  they  operate  to-day  is 
losing  money,  and  they  still  continue. 

The  Chairman.  Are  you  the  onlv  one  of  the  old  established  oper- 
ators that  is  discriminated  against^ 

Mr.  Luckenbach.  No. 

The  Chairman.  Are  you  the  only  one  of  the  old  established  opera- 
tors that  has  any  controversy  still  pending  with  the  Shipping  Board? 

Mr.  Luckenbach.  Oh,  no. 

The  Chairman.  What  other  concerns,  to  your  knowledge,  have 
been  discriminated  against  in  the  allocation  of  ships,  of  the  old  estab- 
lished operators? 
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Mr.  LuGKENBACH.  I  thiiik  that  they  have  all  been  discriminated 
against. 

The  Chairman.  All  of  the  old  established  operators? 

Mr.  LucKENBACH.  Yes. 

The  Chairman,  Mr.  Luckenbach,  do  you  believe  that  it  is  for  the 
best  interests  of  the  merchant  marine  oi  the  United  States  for  us  to 
have  the  Shipping  Board  operating  ships  for  the  Government,  with 
Uncle  Sam  paying  the  bills? 

Mr.  Luckenbach.  I  do  not.  There  is  only  one  way  that  I  think 
the  Shipping  Board  should  operate  ships,  and  that  is  to  charter  them 
out,  get  their  monthly  pay  in  advance  the  same  as  I  would  do,  the 
same  as  you  would  do  if  you  were  in  the  business ;  not  allocate  ships  to 
Tom,  Dick,  and  Harry  to  operate  on  a  commission  basis ;  and  then  he 
should  be  guided  by  the  conference.  The  conference  is  composed  of 
experienced  men,  as  a  usual  thing ;  we  now  have  some  of  the  incom- 
petent in  the  conference,  who  always  object  to  everything  construc- 
tive, and  they  have  more  influence  with  the  board  than  the  shipowner 
has. 

The  Chairman.  Do  you  mean  a  spare  boat  charter  ? 

Mr.  Luckenbach.  Yes. 

The  Chairman.  You  think  that  would  be  better  for  the  upbuilding 
of  the  merchant  marine? 

Mr.  Luckenbach.  I  certainlv  do. 

The  Chairman.  You  say  the  trail  of  favoritism  which  has  been 
crossed  again  and  again  by  those  who,  like  ourselves,  have  honestly 
endeavored  to  serve  the  best  interests  of  American  shipping  is  plain 
in  Washingjton.  It  leads  into  the  front  door  of  the  Shipping  Board 
offices,  but  it  has  devious  turnings  before  it  gets  there.  The  merest 
tyros  in  the  shipping  business  are  still  camping  on  the  job  at  Wash- 
ington and  enjoying  the  favor  of  the  board.  They  maintain  sump- 
tuous apartments  there,  they  ride  around  the  capital  in  their  limou- 
sines, and  they  keep  their  entertainers  to  show  shipping  Board  em- 
ployees a  good  time.  These  people  have  been  the  loudest  in  their 
complaints  when  any  constructive  criticisms  have  been  made  to  the 
board.  They  have  been  too  busy  chasing  around  the  country  to 
inform  themselves  of  our  real  marine  needs. 

Have  you  got  any  facts  upon  which  you  base  that  statement? 

Mr.  Luckenbach.  Simply  the  hearsay  in  the  trade ;  that  is  all. 

The  Chairman.  Well,  that  is  rather  a  serious  indictment  to  make 
against  a  ^eat  Government  department  upon  hearsay  or  rumor,  is 
it  not,  Mr.  Luckenbach? 

Mr.  Luckenbach.  Well,  I  would  not  want  to  say  that ;  no. 

The  Chairman.  You  would  admit  that  you  are  a  prejudiced  critic, 
would  you  not? 

Mr.  Luckenbach.  No  ;  I  do  not  think  so. 

The  Chairman.  The  result  of  your  experience  with  the  board  has 
created  no  bias  or  prejudice  in  your  mind  ? 

Mr.  Luckenbach.  No  ;  I  am  perfectly  liberal  with  them. 

The  Chairman.  When  you  were  asked,  "  What  is  the  remedy  for 
these  conditions  ? "  vou  said,  "A  complete  new  deal  in  Washin^n.'' 
You  meant  in  the  Shipping  Board  ? 

Mr.  Luckenbach.  In  the  Shipping  Board. 

The  Chairman.  "Eliminate  the  persons  on  the  pay  roll  of  the 
board  who  are  there  to  hold  jobs  instead  of  to  serve  the  best  interests 
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of  the  whole  country."  You  believe  that  there  are  important  offi- 
cials of  the  board  down  there  who  are  holding  their  positions  with 
that  object  solely  in  view,  rather  than  to  serve  thet  best  interests  of 
their  country? 

Mr.  LucKENBACH.  No ;  you  only  have  two  there  now. 

The  Cklvirman.  You  are  referring  to  the  personnel  of  the  board, 
is  that  who  you  mean  ? 

Mr.  Luckenrach.  Yes. 

The  Chairman.  Commissioner  Donald  and  Admiral  Benson? 

Mr.  Luckenrach.  Yes. 

The  Chairman.  And  do  you  think  that  they  are  there  simply  to 
hold  their  jobs  rather  than 

Mr.  Luckenrach.  Oh,  no ;  I  think  they  are  fine  men. 

The  Chairman.  Well,  to  whom  were  you  referring  on  the  23d  of 
October  last  when  you  made  this  statement? 

Mr.  Luckenrach.  In  regard  to  the  new  deal  ? 

The  Chairman.  In  regard  to  eliminating  the  persons  on  the  pay 
roll  of  the  board  who  were  there  to  hold  their  jobs  rather  than  to 
serve  the  best  interests  of  the  country. 

Mr.  Luckenrach.  Why,  I  do  not  recall  any  names  just  at  present, 
but  thev  were  not  doing  very  much. 

The  Chairman.  In  the  Shipping  Board? 

Mr.  Luckenrach.  In  the  Shipping  Board. 

The  Chairman.  That  is  rather  a  customary  complaint  with  Gov- 
ernment departments  in  general,  is  it  not,  Mr.  Luckenbach? 

Mr.  Luckenrach.  I  have  heard  so. 

The  Chairman.  Well,  have  you  ever  had,  prior  to  the  inauguration 
of  the  Shipping  Board,  any  experiences  in  the  shipping  business 
operating  your  ships,  or  controversies  with  officials  of  the  United 
otates,  which  have  resulted  in  your  not  having  a  good  record  among 
shipping  circles  that  you  know  of? 

Mr.  Luckenrach.  No.  I  have  always  fought  for  th  American 
fla^,  for  the  past  25  years,  against  a  great  many  men  that  went  to  the 
Shipping  Board  advocating — for  instance,  we  were  fighting  to  carry 
the  supplies  to  the  Panama  Canal — and  some  of  these  men  that  have 
received  large  allocations  I  find  advising  the  Shipping  Board  to-day, 
opposed  the  carrying  of  supplies  to  the  Panama  Canal  in  American 
ships,  opposed  the  extension  of  coastwise  laws  as  to  the  Philippines, 
and  opposed  about  everything  that  was  ever  introduced  to  promote  an 
American  merchant  marine :  they  are  some  of  the  people  that  have  re- 
ceived large  allocations  of  ships  to  operate  for  the  Shipping  Board. 

The  Chairman.  Would  you  say  that  there  is  nothing  in  your  ca- 
reer as  a  steamshif)  man,  or  in  the  experience  of  your  concern  during 
its  25  or  even  the  65  years,  which  might  be  the  basis  of  proper  dis- 
crimination on  the  part  of  the  Shipping  Board? 

Mr.  Luckenrach.  I  certainly  do.    Our  record  is  clean. 

The  Chairman.  Did  you  enter  any  objection  to  the  use  of  vour 
ships  for  transporting  troops  or  supplies  during  the  war? 
Mr.  Luckenrach.  Xo. 

The  Chairman.  Or  returning  them  after  the  war? 
Mr.  Luckenrach.  No. 

The  Chairman.  Did  you  attempt  in  any  way  to  interfere  with  the 
operation  of  any  of  your  ships  by  the  l^ipping  Board  during  the 
war — ^when  they  were  receiving  these  profits,  as  you  say? 
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Mr.  LucKENBACH.  No ;  we  assisted  them. 

The  Chairman.  On  the  contrary,  you  assisted  them? 

Mr.  LucKENBACH.  Yes. 

The  Chairman!  And  cooperated  with  them  ? 

Mr.  LucKENBACH.  We  did. 

The  Chairman.  You  operated  your  own  ships  under  Government 
supervision  ? 

Mr.  LucKENBACH.  Yes. 

The  Chairman.  And  turned  over  the  profits.  Now,  there  was 
nothing  in  that  operation  so  far  as  you  know,  or  so  far  as  you  have 
ever  been  told  by  the  Shipping  Board,  which  may  be  the  basis  of  any 
discrimination  or  protracted  delay  in  settling  up  with  you  ? 

Mr.  Luckenbach.  Xone  at  all.  I  think  we  were  the  most  success- 
ful operators  the  Shipping  Board  has  ever  had. 

The  Chairman.  Do  you  recall  having  any  controversy  or  trouble 
over  the  S.  S.  Eddmgton  at  Buenos  Aires? 

Mr.  Lucki:nbach.  No. 

The  Chaikman.  Did  you  operate  a  steamer  by  that  name? 

Mr.  LrcKENBACH.  Yes;  we  had  a  Shipping  Board  ship  by  that 
name. 

The  Chairman.  Have  you  now? 

Mr.  Luckenbach.  T  don't  think  so. 

The  Chairman.  You  do  not  recall  any  controversy,  you  say, 
over  repairs  or  dry-docking  or  anything  of  that  sort  ? 

Mr.  Ll'CKENBACU.    No. 

The  Chairman.  Have  you  presented  your  claim  to  the  Shipping 
Board  for  adjustment  for  the  purchase  of  these  hulls  which  were 
constructed  under  a  contract  which  you  made  with  the  Sun  Ship- 
building and  the  Bethlehem  Shipbuilding  concerns,'  prior  to  our 
entry  into  the  war? 

Mr.  Luckenbach.  Yes. 

The  Chairman.  Have  you  presented  your  claim  ? 

Mr.  Luckenbach.  Oh,  months  ago. 

The  Chairman.  What  is  the  sum  of  that  claim ;  what  is  the  total 
amount  ? 

Mr.  Luckenbach.  The  difference  in  construction  price,  you  mean? 

The  Chairman.  No:  T  mean  what  do  you  claim  is  the  proper 
figure? 

Mr.  Luckenbach.  Yes;  in  construction,  you  mean? 

The  Chairman.  Yes,  sir. 

Mr.  Luckenbach.  About  $3,400,000. 

The  Chairman.  That  is  a  proper  construction  cost  ? 

Mr.  Luckenbach.  Yes. 

The  Chairman.  That  is  your  claim — that  is  vour  figure? 

Mr.  Luckenbach.  Yes. 

The  Chairman.  $3,400,000. 

Mr.  Luckenbach.  Yes. 

Mr.  Kelley.  I  beg  your  pardon,  Mr.  Chainnan;  is  that  the  amount 
that  you  claim  is  due  for  the  construction  of  these  ships  or  the  dif- 
ference?   Is  this  your  claim  against  the  Government? 

Mr.  Luckenbach.  This  is  the  claim  against  the  Government. 

The  Chairman.  What  is  the  Government's  figure  for  that  ? 

Mr.  Luckenbach.  It  is  the  difference  between  the  Government's 
figure  and  our  figure. 
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The  Chairman.  I  understand;  that  is  the  difference  between  your 
claim  and  the  Government's  claim. 

Mr.  LrcKENBACH.  That  is  the  difference  between  wliat  these  ships 
ought  to  cost  and  what  the  Government  has  charged  us. 

The  Chairman.  That  sum,  $3,400,000,  represents  the  difference? 

Mr.  LucKENBACH.  Ycs. 

The  Chairman.  Well,  now,  between  what  is  the  difference;  is  it 
the  difference  between  $597,000,000  and  $600,400,000,  or  what  are  the 
two  sums  between  which  it  is  the  difference,  Mr.  Luckenbach  ? 

Mr.  Luckenbach.  I  have  not  got  that  with  me.  I  can  simply  say 
it  is  the  difference  between  those  two. 

The  Chairman.  And  that  controversy  has  been  pending  ever  since 
Mr.  Cuthell  was  attorney  for  the  Shipping  Board? 

Mr.  Luckenbach.  Yes. 

The  Chairman.  And  you  have  never  been  able  to  get  any  figures 
from  the  Shipping  Board  since  ? 

Mr.  Luckenbach.  No. 

The  Chairman.  And  although  you  were  promised  bv  somebody  in 
the  accounting  depaitment  last  April  that  you  would  get  figures, 
they  have  never  been  furnished  you? 

Mr.  Luckenbach.  They  have  never  been  furnished  me;  that  is 
right. 

The  Chairman.  And  these  items  of  contributions  to  baseball  clubs 
and  social  welfare  and  all  these  others  were  secured  by  an  audit  of 
the  books  of  the  shipbuilder,  which  you  paid  for  and  were  permitted 
to  make  by  the  construction  company,  is  that  it  ? 

Mr.  Luckenbach.  Yes ;  at  a  cost  of  $30,000. 

The  Chairman.  It  cost  you  $30,000? 

Mr.  LiT^CKENiiACH.  Yes,  sir. 

The  Chairman.  Have  you  ever  been  permitted  to  audit  the  books 
of  the  Shipping  Board  ? 

Mr.  Luckenbach.  No. 

The  Chairman.  Have  you  ever  asked? 

Mr.  Luckenbach.  I  do  not  think  I  want  that  privilege. 

The  Chairman.  I  think  that  is  all.  Are  there  any  questions,  Mr. 
Kelley. 

Mr.  Kki^ey.  Just  one  or  two,  Mr.  Luckenbach,  if  you  please. 
With  reference  to  this  ship,  the  Walter  Luckenbach^  as  I  understand 
you,  that  ship  was  nearly  completed  when  it  was  taken  over? 

Mr.  Luckenbacti.  She  was  not  nearly  as  completed  as  the  other 
in  the  Bethlehem  yard. 

Mr.  Kelley.  Do  you  remember  how  nearly  completed  the  Walter 
Luckenbach  was? 

Mr.  Luckenbach.  I  should  think  about  50  per  cent. 

Mr.  Keixey.  Do  you  remember  the  contract  price  that  you  had  on 
that  ship  ? 

Mr.  tircKENBACii.  No;  but  T  have  the  estimate  here  of  the  in- 
creased cost. 

Mr.  Kelley.  How  much  is  that,  Mr.  Luckenbach? 

Mr.  Luckenbach.  $260,000. 

Mr.  Kelley.  That  would  indicate  that  it  was  very  nearly  com- 
pleted,  would  it  not? 

Mr.  Luckenbach.  No,  no. 


2598  SHIPPING  BOARD   OPERATIONS. 

Mr.  IvELLBT.  What  was  the  tonnage? 

Mr.  LucKENBACH.  About  12,000  tons. 

Mr.  Kellet.  That  would  mean  approximately  about  what  contract 
price,  as  you  were  doing  business  in  those  daysf 

Mr.  LucKENBACH.  I  think  she  ran  along  about  $130  a  ton. 

Mr.  Kelley.  Well,  that  would  be  about  a  million  and  a  half? 

Mr.  LucKENBACH.  Yes. 

Mr.  Kelley.  As  the  contract  price? 

Mr.  LucKENBACH.  Ycs ;  in  that  neighborhood,  I  should  think. 

Mr.  Kelley.  Well,  now,  with  an  increased  cost  of  only  a  couple 
of  hundred  thousand  dollars  it  would  seem  as  though  that  would  in- 
dicate that  it  was  very  nearly  finished. 

Mr.  LucKENBACH.  No ;  I  do  n(Ot  think  she  was  over  50  per  cent 
when  requisitioned,  commandeered. 

Mr.  Kelley.  In  the  case  of  the  one  being  built  at  Fore  River,  that 
was  how  large  a  ship  ? 

Mr.  LucKENBACH.  They  were  all  about  the  same  size. 

Mr.  Kelley.  And  how  nearly  completed  was  that  one  ? 

Mr.  LucKENBACH.  AVhy,  one  of  them  was  85  per  cent. 

Mr.  Kelley.  And  what  was  the  excess  charge  there? 

Mr.  LucKENBACH.  $523,000. 

Mr.  Kelley.  And  that  is  what  you  can  not  understand,  is  it  not, 
Mr.  Luckenbach? 

Mr.  Luckenbach.  That  is  what  I  can  not  get  through  my  white 
head. 

Mr.  Kelley.  How  one  ship,  only  50  per  cent  completed,  would  re- 
quire only  $200,000  in  excess  costs,  while  the  other,  85  per  cent  com- 
pleted, with  all  of  its  machinery  in,  probably,  took  $500,000  more  to 
complete  ? 

Mr.  Luckenbach.  Yes ;  it  was  about  $500,000,  the  wav  I  remember 
it. 

Mr.  Kelley.  In  the  case  of  the  Walter  Libckenhach^  did  the  Gov- 
ernment change  your  contract  to  a  cost-plus  arrangement? 

Mr.  Luckenbach.  Xo. 

Mr.  Kelley.  On  what  basis  did  it  finish  up  that  ship  out  there? 

Mr.  Luckenbach.  The  original  basis,  with  some  increase  in  labor 
and  a  few  extras,  but  the  ship  was  not  completed  on  a  cost-plus  basis. 

Mr.  Kelley.  They  held  to  your  original  contract  ? 

Mr.  Luckenbach.  They  did. 

Mr.  Kelley.  And  only  made  the  increases,  taking  it  up  from  the 
point  where  the  Government  took  it  over? 

Mr.  Luckenbach.  Yes ;  and  I  was  willing  to  pay  for  any  increased 
cost. 

Mr.  Kelley.  Do  you  know  whether  or  not  the  Seattle  Construction 
&  Dry  Dock  Co.  would  have  lost  money  on  this  ship  if  they  had  fin- 
ished it  under  your  contract? 

Mr.  Luckenbach.  No  ;  I  do  not  know  that ;  but  they  did  say  about 
the  Fore  River  ships,  that  they  were  struck  with  the  original  con- 
tract. 

Mr.  Kelley.  Well,  the  Government  took  over  this  plant  at  Seattle 
entirelv,  did  it  not? 

Mr.  Luckenbach.  I  did  not  know. 

Mr.  Kelley.  It  took  over  the  plant  of  the  Seattle  Construction  Co. 
outright,  did  it  not? 
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Mr.  LucKEKBACH.  I  did  not  know.  It  was  Todd's  company ;  Todd 
was  the  man  that  was  at  the  head  of  it. 

Mr.  Kelley.  Well,  that  property  eventually  passed  to  the  Govern- 
ment in  some  form. 

Mr.  LucKENBACH.  No ;  I  did  not  think  so.  I  may  have  the  name 
H'rong. 

Mr.  ICelley.  No;  I  think  not.  The  Seattle  Construction  &  Dry 
Dock  Co. — the  Government  finally  closed  that  plant  down,  and 
turned  the  property  over  to  another  firm  adjoining  it.  Were  you 
out  there  at  all,  to  see  about  this  property  ? 

Mr.  LucKENBACH.  No ;  I  have  never  seen  the  place. 

Mr.  Kelley.  And  you  do  not  know  whether  the  Seattle  Construc- 
tion Co.  was  in  failing  circumstances? 

Mr,  LucKENBACH.  No ;  I  do  not. 

Mr.  Kelley.  As  a  result  of  some  of  these  contracts  which  they  had 
on  their  wavs? 

Mr.  LucKENBACH.  No ;  I  did  not  know  that. 

Mr.  Kelley.  Whether  yours  was  one  of  them  or  not? 

Mr.  LucKENBACH.  I  could  not  tell  you  that. 

Mr.  Kelley.  When  was  your  ship,  the  Walter  Luckenhach^  com- 
pleted ? 

Mr.  LixKKNBACH.  I  cau  give  you  the  date  of  the  contract,  but  I 
have  no  memorandum  here  of  when  she  was  completed.  The  con- 
tract was  February  9,  1916.  You  did  not  ask  me  anything  about 
i-econditioning  the  ships  that  I'ncle  Sam  used  and  abused. 

Mr.  Kelley.  Just  a  minute,  we  will  see  if  we  can  not  finish  up 
about  this  matter 

Mr.  LucKENBACH.  Oh,  I  thought  yoii  were  through. 

Mr.  Kelley.  No;  not  quite.  In  the  case  of  the  Bethlehem  con- 
tract, what  was  the  date  that  you  placed  that  contract? 

Mr.  LucKENBACH.  December  4,  1915,  and  December  4,  1916;  there 
were  two  of  them  on  that  date. 

Mr.  Kelley.  Was  that  contract  changed? 

Mr.  LucKENBACH.  Yes. 

Mr.  Kelley.  So  that  the  Government  paid  its  cost  from  the  be- 
ginning? 

Mr.  LucKENBACH.  Well,  that  is  what  I  am  trying  to  find  out — 
how  they  made  up  this  amount.    I  have  not  found  it  out  vet. 

Mr.  Kelley.  I  thought  you  were  permitted  to  audit  the  books  of 
the  company? 

Mr.  LucKENBACH.  Oh,  yes;  but  I  mean  from  the  Shipping  Board. 
-  Mr.  Kelley.  Could  you  not  tell  from  auditing  the  books  of  the 
Fore  River  Co. 

Mr.  LucKENBACH.  Yes. 

Mr.  Kelley.  How  much  the  Government  had  paid  for  this  ship  ? 

Mr.  LucKENBACH.  I  think  that  the  increased  cost  went  right  back 
to  the  beginning. 

Mr.  Kelley.  That  is  what  I  want  to  know.    Did  it  ? 

Mr.  LucKENBACH.  I  think  so.  . 

Mr.  Kelley.  Did  your  auditor  find,  from  the  exa;mination  of 
the  books  of  the  Fore  River  Co.,  that  although  this  contract  was 
85  per  cent  completed  when  the  Government  took  it,  nevertheless, 
in  settling  with  the  Fore  River  Co.  the  Government  allowed  them 
the  cost  of  that  ship  from  the  beginning  ? 
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Mr.  LucKENBACH.  Yes. 

Mr.  Kelley.  How  much  would  that  save  the  Fore  River  Ship 
building  Co.? 

Mr.  LucKENBACH.  I  do  not  know  that.  They  claimed,  one  day, 
that  they  were  stuck — this  was  previous  to  the  commandeering  Or- 
der—that they  were  stuck  $150,000  to  $200,000  a  ship. 

Mr.  Kelley.  The  Fore  River  people  were  stuck  $200,000  on  the 
basis  of  the  original  contract? 

Mr.  LucKENBACH.  Yes. 

Mr.  Kelley.  And  the  Government  took  that  oflf  their  hands,  you 
say? 

Mr.  LucKENBACH.  Yes. 

Mr.  Kelley.  And  allowed  them  the  cost  of  the  ship,  plus  a  profit 
of  10  per  cent  or  whatever  it  was  fixed  at? 

Mr.  LucKENBACH.  Yes. 

Mr.  Kelley.  On  the  entii-e  cost  of  construction  ? 

Mr.  LucKENBACH.  On  the  entire  cost. 

Mi\  Kelley.  And  in  your  judgment  that  is  what  makes  the 
$500,000  extra  cost? 

Mr.  LucKENBACH.  That  makes  the  $500,000. 

(At  this  point  the  committee  took  a  short  recess.) 

STATEMENT  OF  ME.  WILLIAM  H.  DENMAN. 

Mr.  Denman.  Mr.  Chairman,  if  I  may  interrupt  you  for  a  moment 
during  the  course  of  this  examination ;  this  is  Mr.  William  Denman, 
I  was  the  first  chairman  of  the  Shipping  Board. 

I  am  in  New  York  for  a  few  days.  I  understand  that  it  is  the 
intention  of  the  committee  to  call  various  chairmen  and  members  of 
the  board  during  the  course  of  this  investigation.  I  want  to  offer 
such  information  as  you  may  desire  to  have  from  me,  and  ask  you,  if 
it  is  the  intention  of  the  committee  to  examine  us  or  examine  me  at 
any  time,  that  if  it  is  within  your  power  of  accommodation  to  your 
program,  you^sk  me  while  I  am  in  New  York  here  on  this  trip.  My 
home  is  in  San  Francisco,  and  my  practice  and  my  business  is  be- 
tween there  and  Oregon,  and  it  is  rather  difficult  for  me  to  leave  and 
come  on  here. 

The  Chairman.  Mr.  Denman,  I  would  like  to  state  that  the  com- 
mittee hopes  to  examine  all  the  former  officials  of  the  Shipping 
Board,  including  the  members  of  the  board,  but  at  this  stage  of  our 
inquiry  we  do  not  feel  that  we  are  prepared  or  ready  to  undertake 
that  examination.  It  was  our  expectation  that  we  would  hear  the' 
members  of  the  board  in  Washington,  very  likely  immediately  fol- 
lowing the  Christmas  and  New  Year  recess  of  Congress.  While  we 
would  like  to  accommodate  you  in  every  way  possible,  I  do  not  feel 
that  our  program  is  so  arranged  at  present  that  we  could  undertake 
to  examine  you  along  the  lines  that  we  might  later  determine  to 
inquire  about. 

I  appreciate  that  you  are  on  the  Pacific  coast  and  that  it  would  be 
a  very  long  and  tedious  journey,  but  I  do  not  believe  that  we  are  in 
possession  of  much  information  which  we  feel  we  ought  to  have 
before  we  undertake  to  'interrogate  the  higher  officials  of  the  board. 
I  understand  you  expect  to  leave  town  this  evening? 
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Mr.  Denman.  I  expect  to  leave  this  evening  or  to-morrow,  but  I 
will  be  on  the  coast  here  for  a  period  of  two  or  three  weeks,  and  it 
was  during  that  oeriod  that  I  hoped  you  would  be  able  to  find  time 
to  examine  me.  Of  course,  I  have  been  in  investigation  work  of  this 
kind  myself,  and  I  understand  how  necessary  it  is  to  build  up  your 
program  and  make  your  combination  as  it  is  built  up. 

The  Chairman.  If  you  will  tell  us  when  you  expect  to  go  back  to 
the  Pacific  coast,  we  are  going  to  be  here  for  three  weeks  and  it  is 
possible  that  we  might  temporarily  suspend  and  give  a  day  or  two 
to  inquiring  of  *you,  so  as  to  save  you  the  necessity  of  a  special  trip 
across  the  country.  But  we  could  not  do  it  in  the  immediate  future, 
I  am  quite  sure.  If  you  could  give  us  any  idea  of  when  you  intend 
to  go  west  we  would  try  and  accommodate  you. 

iBr.  Denman.  I  will  oe  here  until  the  1st  of  December,  and  will  be 
between  the  Biltmore  and  the  Shoreham  Hotel  in  Washington  up 
to  that  time. 

The  Chairman.  Until  December  1.  Well,  you  see,  that  is  about 
10  days. 

Mr.  Denman.  Is  it  that  close?  1  had  not  realized  it  was  that 
close. 

Mr.  Kelley.  Quite  close;  this  is  practically  the  20th. 

Mr.  Denman.  I  feel,  Mr.  Chairman,  the  actual  accomplishments 
of  the  board  in  the  way  of  shipbuilding  arose  out  of  policies  that 
we  initiated  very  largely. 

The  Chairman.  Yes,  sir. 

Mr.  Denman.  ^Ye  did  not  get  into  the  building  of  many  ships 
in  the  brief  time  that  I  was  there.  It  may  be  that  in  laying  your 
foundation,  an  outline  of  those  policies,  what  we  started  to  do,  may 
be  of  some  help  to  you  as  a  preliminaiy  opening  for  the  other  in- 
vestigations you  intend  to  make.  There  has  been  a  great  misappre- 
hension as  to  that.  Many  things  have  been  misunderstood,  and  of 
course  we  are  anxious  to  present  those  facts. 

The  Chairman.  And  the  committee  is,  of  course,  anxious  to  have 
them.  I  can  onlv  say  this,  that  if  it  is  possible  we  will  endeavor  to 
hear  you  before  "December  1st. 

Mr.  Denman.  Thank  you,  sir. 

TESTIHONY  OF  EDOAE  F.  LTJCKENBACH— Eesumed. 

The  Chairman.  I  believe  you  have  some  further  questions  of  Mr. 
Luckenbach,  Mr.  Kelley? 

Mr.  Kelley.  Has  your  experience  with  the  Shipping  Board,  Mr. 
Luckenbach,  been  uniform  from  the  beginning,  as  to  discrimination 
againt  you,  do  you  think? 

Mr.  Luckenbach.  From  the  very  beginning  of  the  allocation  sys- 
tem. My  first  complaint  was  when  we  had  the  Dutch  ships  here, 
and  they  allocated  to  Fundi,  Edye  &  Co.,  owned  by  the  Cunard 
Steamship  Co.,  some  of  the  Dutch  ships  to  operate,  when  Americans 
stood  here  to  do  the  business.  The  Cunard  Steamship  Co.  is  thor- 
oughly British. 

Sir.  Kelley.  Has  your  investigation  of  the  situation,  in  an  at- 
tempt to  satisfy  yourself  perhaps  as  to  why  you  were  discrim- 
inated against,  enabled  you  to  locate  the  exact  trouble? 


2602  SHIPPING   BOARD   OPERATIONS. 

Mr.  LucKENBACH.  No ;  and  I  have  tried  hard. 

Mr.  Kelley.  You  have  intimated  that  it  was  a  desire  on  the  part 
of  somebody  to  favor  foreign  shipping? 

Mr.  LucKENBACH.  Yes.  The  Shipping  Board  was  full  of  for- 
eigners. 

Mr.  Kelley.  You  mean  the  members  of  the  board? 

Mr.  LucKENBACH.  No,  no;  I  mean  the  men  located  at  45  Broad- 
way, operating. 

Mr.  Kelley.  Just  whom  have  you  in  mind  now  ?  We  might  as 
well  be  as  plain  as  we  can  about  this,  Mr.  Luckenbach. 

Mr.  Luckenbach.  Mr.  Clegg,  for  instance,  a  British  subjeqt;  Mr. 
Sharp,  his  assistant,  a  British  subject. 

Mr.  Kelley.  What  positions  did  they  hold  with  the  Shipping 
Board? 

Mr.  Luckenbach.  They  were  in  the  operating  division. 

Mr.  Kelley.  And  they  had  to  do  with  determining  who  should 
have  ships,  did  they  ? 

Mr.  Luckenbach.  No  ;  they  were  operating  ships. 

Mr.  Kelley.  They  were  operating  ships  ? 

Mr.  Luckenbach.  They  were  not  in  the  allocation  division. 

Mr.  Kelley.  They  were  the  Government's  representatives  in  the 
division  of  operations? 

Mr.  Luckenbach.  Yes. 

Mr.  Kelley.  In  this  port? 

Mr.  Luckenbach.  Yes.  Then  we  had  Mr.  Love,  who  was  with 
Furniss  Withy.    I  think  Mr.  Love  is  an  American. 

Mr.  Kelley.  But  is  he  connected  in  some  way  with  foreign  ship- 
owners ? 

Mr.  Luckenbach.  Yes. 

Mr.  Kelley.  What  nation? 

Mr.  Luckenbach.  British. 

Mr.  Kelley.  All  riffht,  go  ahead,  Mr.  Luckenbach.    Who  else? 

Mr.  Luckenbach.  1  do  not  recall  the  names  of  the  other  men. 

Mr.  Kelley.  Your  complaint  is  more  against  men  who  might  pos- 
sibly be  interested  in  foreign  shipping  connected  with  the  board  at 
the  port  of  New  York  than  at  headquarters  in  Washington  or  Phila- 
delphia? 

Mr.  Luckenbach.  My  complaint  is  both  at  New  York  and  Wash- 
ington. 

Mr.  Kelley.  Do  you  know  of  any ;  have  you  in  mind  some  partic- 
uhir  officials  in  Washington,  who  by  interest  would  possibly  be  in- 
clined to  favor  a  foreign  flag? 

Mr.  Luckenbach.  No  ;  I  have  not. 

Mr.  Kelley.  And  in  this  article  which  you  wrote,  intimating  or 
stating  that  the  foreign  interests  were  controlling,  you  had  in  mind 
particularly  the  port  of  New  York  ? 

Mr.  Luckenbach.  The  port  of  New  York. 

Mr.  Kelley.  Do  you  remember  who  were  on  the  original  allocat- 
ing committee  ? 

Mr.  Luckenbach.  No,  I  do  not. 

Mr.  Kelley.  Was  Mr.  Franklin  on  that  committee  ? 

Mr.  Li^chenbach.  No  ;  he  did  not  have  anything  to  do  with  allo- 
cations, I  do  not  think. 
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Mr.  Kelley.  Was  there  not  a  committee  called  the  ship  control 
committee,  upon  which  Mr.  Franklin  served  ? 

Mr.  LucKEXBAGH.  Yes ;  but  I  do  not  think  they  had  anything  to 
do  with  allocations. 

Mr.  Kelley.  What  was  the  committee  having  control  of  the  ships  ? 

Mr.  LucKKENBACH.  I  think  it  was  operations. 

Mr.  Kelley.  That  was  after  they  were  allocated  ?  . 

Mr.  LucKENBACH.  Yes. 

Mr.  Kelley.  Who  would  be  directly  responsible  for  the  appoint- 
ments, in  operations,  of  an  allocating  committee,  the  head  of  the  di- 
vision of  operations  at  Washington  ? 

Mr.  LucKENBACH.  Yes. 

Mr.  Kelley.  Now,  Mr.  Rossiter  was  at  the  head  of  the  division  of 
operations. 

Mr.  LucKENBACH.  Ycs ;  but  that  was  only  a  short  time  ago. 

Mr.  Keli.ey.  Then  your  troubles  date  farther  back  than  that  ? 

Mr.  LucHENBACH.   les.    Mr.  Carey,  I  think,  was  the  first  man. 

Mr.  Keli^ey.  Under  his  administration  do  you  think  that  there 
was  favoritism  in  favor  of  the  British  ? 

Mr.  Luckexbach.  Yes ;  in  favor  of  the  British  agents. 

Mr.  Kelley.  I  understand. 

Mr.  Luckexbach.  The  men,  as  I  have  said  before,  that  had  always 
opix)sed  every  move  to  promote  an  American  merchant  marine,  have 
been  the  ones  that  have  been  favored  under  those  allocations. 

Mr.  Kelley:  Have  you  a  theory  that  in  some  sort  of  an  insidious 
way  foreign  shipowners  have  worked  into  a  position  of  control  here, 
with  the  hope  or  expectation  of  destroying  or  crippling  the  American 
ships  and  the  business  which  they  were  to  receive  ? 

Mr.  Luckexbach.  I  have  that  idea.  You  take  men  in  New  York 
to-day  that  are  operating  foreign  ships,  with  the  Shipping  Board 
ships,  and  that  should  never  be  allowed.  They  should  have  an  Ameri- 
can organization  and  run  American  ships  only,  and  not  foreign  ships 
in  connection  with  American  ships. 

Mr.  Kelley.  WTiat  companies  that  you  have  in  mind  are  operating 
now  both  foreign  and  Shipping  Board  ships? 

Mr.  Li  ckenbacfi.  The  Kerr  Steamship  Co.,  Barber  &  Co.  I  would 
have  to  look  at  the  advertisemeiits,  there  are  so  many  of  them  now. 

Mr.  Kelley.  Tender  this  system  which  has  been  adopted  by  the 
Shipping  Board,  the  commission  basis,  whereby  all  the  expenses  of 
repairs' and  maintenance,  everything,  is  borne  by  the  Government  of 
the  United  States,  that  would  lend  itself  very  comfortably,  would  it 
not,  Mr.  Luckenbach,  to  your  theory? 

Mr.  Litckexbac'h.  It  all  dovetails  together. 

^fr.  Kelley.  If  there  was  a  flat  charter  rate  and  they  had  to  pay 
all  the  expenses  of  operating  one  of  these  ships  it  would  make  a  great 
difference  whether  these  ships  were  tied  up  at  the  docks? 

Mr.  Luckexbach.  It  would,  that  would  eliminate 

Mr.  Kelley.  Or  whether  they  were  spending  a  much  larger  sum 
for  supplies  than  they  should,  or  for  repairs  than  they  should. 

Mr.  Luckexbach.  Instead  of  losinjj:  millions  every  week,  as  they 
are  ^to-day,  you  would  cut  that  down:  you  would  make  a  profit  in- 
stead of  losing  money. 
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Mr.  Kelley.  If  they  had  to  \rdy  for  their  crew  and  the  expenses  of 
the  ship  while  it  Avas  tied  at  the  dock  it  woiUd  make  a  difference 
about  whether  they  should  operate  that  ship  or  not? 

Mr.  LucKENBACH.  It  certainly  would.  They  would  get  these  ships 
around  much  quicker,  if  they  were  paying  on  a  per  diem  basis. 

Mr.  Keixey.  And  with  any  operator  who  was  trying  to  prejudice 
the  American  ship  in  favor  of.  his  British  ship,  or  French  ship,  or 
whatever  ship  he  might  be  operating,  he  would  hnd  this  system  which 
the  iShmping  Board  has  adopted  just  to  his  taste? 

Mr.  LucKEXBACH.  Just  Avhat  he  wants.  Vou  will  see  instances  of 
a  British  ship  lying  on  one  side  of  the  dock  and  an  American  ship 
lying  on  the  other  side  of  the  dock,  both  being  operated  by  the  same 
operator,  and  bound  for  practically  the  same  ports. 

Mr.  Kelley.  Under  your  theory  the  British  ship  would  get  off 
much  before  the  American  ship? 

Mr.  Lugkenbach.  I  think  so. 

Mr.  Kelley.  And  is  that  your  observation,  as  well  as  your  theory? 

Mr.  Luckenbach.  Xo;  I  can  not  say  it  is.     I  have  not  checked 

that  up. 

~  Tr.  Kelley.  Then  this  really  is  not,  in  your  judgment,  any  hos- 
tility^ you  personally,  but  your  theory  is  that  the  foreign  influences 
have  worked  into  the  subordinate  employees  of  the  board? 

Mr.  Lugkenbach.  Xo;  I  think  it  is  personal.  That  is  just  what  I 
think  it  is,  personal  in  my  case. 

Mr.  KELiiEY.  I  had  an  idea  that  you  were  putting  the  larger  view 
ahead  of  the  personal  side. 

Mr.  Lugkenbach.  X^o  ;  I  do  not. 

Mr.  Kelley.  That  what  certain  people  were  trying  to  do  was  to  de- 
stroy the  American  merchant  marine  ? 

Mr.  Lugkenbach.  Yes. 

Mr.  Kelley.  And  you  were  only  an  incident. 

Mr.  Lugkenbach.  I  am  only  one  of  them. 

Mr.  Kelley.  Well,  you  are  only  an  incident. 

Mr.  Lugkenbach.  A  small  toad  in  a  big  puddle. 

Mr.  Kelley.  It  is  not  because  they  dislike  you  personally  ? 

Mr.  Lugkenbach.  Xo  ;  I  believe  that  they  would  love  to  destroy  me 
and  destroy  the  American  merchant  marine,  too. 

Mr.  Kelley.  Well,  you  do  not  think  that  Admiral  Benson  would 
do  that  ? 

Mr.  Luckj:nbagh.  Xo  ;  I  do  not,  not  for  a  moment. 

Mr.  Kelley.  Do  you  think  Mr.  Hurley  would? 

Mr.  Lugkenbach.  Xo  •  I  do  not. 

Mr.  Kelley.  Or  Mr.  Piez. 

Mr.  Lugkenbach.  Xo.  Xo  ;  it  is  the  other  men  in  the  board,  not 
the  head  men. 

Mr.  Keli.ey.  How  about  Capt.  Foley  ? 

Mr.  Lugkenbach.  Xo;  I  do  not  think  that  he  would.  This  is 
mostly  done  in  the  allocation  division. 

Mr.  Kelley.  Wliat  you  mean  is,  that  the  Government  has  made  as 
agents  for  the  operation  of  these  ships,  men  whose  foreign  interests 
would  outweigh  the  American  interests?  and  they  would  destroy 
American  shipping  if  they  could. 

Mr.  Lugkenbach.  Men  who  have  been  for  years  representing  for- 
eign owners,  foreign  interests,  have  fought  everything  American. 
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Mr.  Kelley.  Well,  now  then,  Mr.  Luckenbach,  those  men  couhl  not 
get  these  ships  unless  somebody  ^ave  them  to  them. 

Mr.  Li CKEXBACH.  No;  and  you  get  ri^^ht  back  to  that  allocation  de- 
partment, that  is  where  they  pet  the  ships. 

Mr.  Kelley.  Is  not  Mr.  Foley  in  charg:e  of  the  allocation  of  the 
ships  ? 

Mr.  Luckenbach.  No. 

Mr.  Kelley.  Mr.  Foley  is  at  the  head  of  the  division  of  operations 
-of  the  ships.     He  has  charjre  of  all  these  Shipping  Board  ships? 

Mr.  Luckenbach.  The  allocation  department  or  division  and  the 
operating  division  are  two  different  divisions. 

Mr.  Kelley.  Do  you  know  Mr.  Tennant  ? 

Mr.  Luckenbach.  No. 

Mr.  Kelley.  Is  not  the  allocation  section  a  part  of  the  division  of 
operations  ? 

Mr.  Luckenbach.  I  do  not  think  so. 

Mr.  Kelley.  Do  you  know  Mr.  Eggers  ?     " 

Mr.  Luckenbach.  No. 

Mr.  Kelley.  Do  the  other  American  ship  men  feel  the  same  way 
about  this  that  you  do,  Mr.  Luckenbach,  as  far  as  your  conversa- 
tion with  them  goes? 

Mr.  Luckenbach.  Yes. 

Mr.  Kelley.  And  they  liave  the  same  theory  as  to  the  cause? 

Mr.  Luckenbach.  I  never  spoke  to  them  on  that  line. 

Mr.  Kelley.  Do  you  know  whether  many  of  these  operators  th^t 
vou  speak  of  who  have  been  getting  ships  in  large  numbers  are  also 
interested  in  repair  plants,  tugboat  companies,  stevedore  companies, 
ship* chandlery  companies,  dock  companies,  and  general  supplies? 

Mr.  Luckenbach.  I  have  heard  so. 

Mr.  Kelley.  Well,  you  know  the  shipping  business  in  New  York 
pretty  well,  Mr.  Luckenbach?  You  know  where  the  shipping 
money  is,  do  you  not? 

Mr.  Luckenbach.  Yes,  sir. 

Mr.  Kelley.  Well,  what  is  your  opinion  about  that? 

Mr.  Luckenbach.  I  think  some  of  them  are  connected  up  Avith 
a  great  manv  subsidiarv  companies  that  work  for  the  Shipping 
Board  ships.' 

Mr.  Keli.ey.  Have  you  had  to  repair  any  of  the  Shipping  Board 
ships  since  you  have  operated  them  ? 

Mr.  Luckenbach.  A  few. 

Mr.  Kelu-'.y.  Who  surveyed  the  ships  for  repair? 

Mr.  Luckenbach.  I  do  not  know. 

Mr.  Kelij=:y.  Well,  you  have  a  repair  yard  of  your  own? 

Mr.  Luckenbach.   Yes;  we  have  a  repair  plant. 

Mr.  Kelley.  And  that  is  the  only  subsidiary  of  any  of  the  kinds 
that  I  have  named  here  that  you  do  operate? 

Mr.  Luckenbach.  Yes ;  and  we  have  had  that  for  25  years. 

Mr.  Kelley.  And  you  treat  these  Shipping  Board  ships  just  the 
snme  as  you  do  your  own  ? 

Mr.  Luckenbach.  Just  the  same  as  our  own. 

Mr.  Keli.ey.  Now,  while  of  jcourse  I  am  not  saying  that  anybody 
would  do  it,  under  the  practice  that  you  are  obliged  to  conform 
to  with  reference  to  repairs,  owning  the  yard  yourself  and  the  Gov- 
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eminent  paying  for  the  repairs,  would  there  be  an  opportunity  of 
taking  advantage  of  the  Grovernment  through  that  door? 

Mr.  LucKENBACH.  It  could  be  done. 

Mr.  Kelley.  The  temptation  would  always  be  there  to  do  it. 
wouldn't  it  ? 

Mr.  LucKENBACH.  Yes. 

Mr.  Kelley.  And  if  a  corporation  had  many  of  these  other  sub- 
sidiary companies  also,  not  only  repair  companies  but  supply  com- 
panies of  all  kinds,  and-stevedore  and  tug  companies 

Mr.  LucKENBACH.  Yes.  As  an  owner  consigning  ships  in  foreign 
ports,  I  would  not  consign  my  ship  to  a  man  that  had  everything 
there  to^et  all  the  milk  out  of  the  cocoanut. 

Mr.  KELLEY.  Because  he  could  not  act  as  your  agent  and  deal  with 
himself  except  to  your  disadvantage? 

Mr.  LircKENBACH.  That  is  the  way  I  figure  it. 

Mr.  Kelley.  And  in  every  case  where  an  operator  has  a  subsidiary 
company  with  which  he  is  obliged  to  deal  as  the  agent  of  the  Gov- 
ernment, the  temptation  is  always  present  to  benefit  his  personal 
business  to  the  disadvantage  of  the  Government  ? 

Mr.  LucKENBACH.  Yes,  sir ;  the  temptation  is  there. 

Mr.  Keixey.  Now,  speaking  as  a  business  man,  is  the  contract 
which  the  Government  enters  into  so  drawn  that  it  would  protect 
you  if  you  were  in  the  place  of  the  Government,  to  your  satisiaction, 
against  these  conditions  which  I  am  talking  about? 

Mr.  LucKENBACH.  No ;  it  is  not. 

Mr.  Kelley.  And  in  your  judgment  would  any  prudent  business 
man  make  the  kind  of  contract  with  ship  operators  for  the  handling 
of  all  the  ships  that  the  Government  makes  with  operators  ? 

Mr.  LucKENBACH.  lie  would  not. 

Mr.  Kelley.  Is  that  the  general  opinion,  in  your  judgment,  of  the 
ship  operators  that  you  know  ? 

Mr.  LucKENiiACH.  That  is  the  opinion  of  the  ship  owner,  not  of 
the  operator. 

Mr.  Kelijsy.  I  understand — the  ship  owner,  the  man  who  has  the 
property. 

Mr.  LucKENBACH.  The  operators  are  in  the  majority,  you  know? 

Mr.  Kelley.  Yes,  I  unclerstand  that,  because  a  large  number  of 
smaller  operating  concerns  have  come  into  existence  lately? 

Mr.  LucKENBACH.  Ycs ;  and  if  the  Shipping  Board  goes  on  the 
way  it  is  to-day,  instead  of  having  two  failures,  as  you  have  had  this 
week,  you  will  have  a  great  many  failures  every  week. 

Mr.  Kelley.  Well,  there  is  not  much  danger  of  these  corporations 
failing  that  are  operating  Shipping  Board  shij^,  if  they  take  advan- 
tage of  all  the  opportunities,  is  there? 

Mr.  Luc^KENBACH.  You  have  had  two  failures  this  week  of  Ship- 
ping Board  operators. 

Mr.  Kelley.  There  is  just  one  other  thing,  going  back  to  what  I 
think  you  held  was  profiteering  on  the  part  of  the  Government.  I 
just  want  one  observation  about  that  from  you.  Your  complaint 
was,  as  T  recollect  your  statement,  that  other  business  men  were  not 
subject  to  the  same  general  sort  of  treatment  when  the  Government 
took  their  property  over  during  the  war  i 

Mr.  LucKENBACH.  Ycs ;  it  was  only  the  shipowner. 
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Mr.  Keixet.  Of  course,  you  got  a  certain  rental  for  your  ships 
during  the  war? 
Mr.  LucKENBACii.  Yes. 

Mr.  Kellet.  It  was  a  fair  rental,  was  it  not? 
Mr.  LucKENBACH.  Less  than  half  of  what  they  paid  the  foreigner. 
Mr.  Kei^let.  I  know ;  but  it  was  a  fair  rental  ? 
Mr.  LucKENBACH.  I  do  not  think  so. 
Mr.  Kellet.  a  fair  rental  on  the  investment? 

Mr.  LucKENBACH.   No. 

Mr.  Kelley.  Wasn't  it  more  than  you  had  been  making  in  ordinary 
times? 

Mr.  LucKENBACH.  In  ordinary  times,  yes ;  but  I  did  not  pay  $225  a 
ton  for  a  ship  in  ordinary  times ;  I  paid  $70  or  $60  for  new  ones. 

Mr.  Kelley.  But  considering  your  investment — it  was  testified 
here  yesterday  by  Mr.  Gillen  that  you  made  on  the  average  about  57 
per  cent  on  those  contracts. 

Mr.  LucKENBACH.  I  do  not  see  how  that  could  be.  I  think  I  came 
in  the  70  per  cent  class  of  taxation. 

Mr.  Kei^ley.  If  I  remember  his  testimony  correctly,  he  said  you 
were  allowed  a  charge  upon  your  tonnage  on  the  basis  of  $175  a  ton 
as  though  it  were  all  new,  without  anything  for  depreciation  what- 
ever.   Is  that  true? 

Mr.  LucKENBACH.  Mv  position  was  a  good  deal  different  from  a 
good  many  others.    Most  of  my  ships  were  new  and  cost  high  prices. 

Mr.  Kelley.  Then  you  would  not  stand  quite  the  same  as  the  aver- 
age owner? 

Mr.  LucKENBACH.   No. 

Mr.  Kelley.  You  would  be  above  the  average,  which  would  pull  it 
down  somewhat,  no  doubt. 

Mr.  LucKENBACH.  You  see,  the  majority  of  my  tonnage  was  new. 

Mr.  Kelley.  Of  course,  by  this  arrangement  the  Government  really 
took  a  part  of  your  income  s 

Mr.  LucKENBACH.  Ycs;  and  then  taxed  me  besides. 

Mr.  Kelley.  They  did  not  tax  you  on  this  part? 

Mr.  LucKENBACH.   No. 

Mr.  Kelley.  Suppose  they  had  allowed  you  to  take  this  revenue, 
and  then  based  the  excess-profits  tax  on  the  three  prewar  years,  they 
would  have  taken  pretty  nearly  all  of  it  away  from  you  in  taxes  ? 

Mr.  LucKENBACH.  X  cs ;  but  what  they  gave  me  I  would  have 
bought  ships  with. 

^.  Kelley.  You  would  not  have  bought  ships  with  that  part  they 
had  taken  away  from  you  in  taxes? 

Mr.  LucKENBACH.  No ;  but  the  profit  I  had  made. 

Mr.  Kelley.  So  that  really  they  increased  your  income  one  way 
and  reduced  it  the  other?  That  is  to  say,  if  they  had  not  reducted 
it  the  way  they  did  and  allowed  you  to  act  as  you  say  the  Govern- 
ment acted,  as  a  profiteer,  they  would  have  taken  pretty  nearly  all 
pf  it  away  from  you  in  tne  taxes  at  the  end  of  the  year.  So  how 
much  worse  are  you  off  now  than  you  would  have  been  if  they  had 
done  the  same  by  you  as  they  did  by  other  business  men  ? 

Mr.  LucKENBACH.  I  woulo  have  about  30  per  cent  more  to  put  into 
ships. 
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Mr.  Kelley.  Do  you  think  your  excess-profits  tax  would  not  have 
eaten  into  you  stronger  than  that? 

Mr.  LUCKENBACH.   No. 

Mr. 'Kelley.  Are  you  sure  about  that? 

Mr.  LucKENBACH.  No ;  I  am  only  guessing  about  that. 

Mr.  Kelley.  I  think  you  will  feel  a  little  bit  easier  in  your  mind, 
Mr.  Luckenbach,  if  vou  will  have  some  good  lawyer  figure  out  what 
you  would  have  paid  in  taxes  if  you  had  profiteered,  as  you  say  the 
Government  profiteered  in  ships,  and  you  will  find  that  you  would  have 
been  just  about  as  well  off  as  you  would  have  been  the  other  way. 

Now  as  to  this  free  trip  matter — of  course,  I  come  from  the  in- 
terior. We  have  some  shipping  in  there  on  the  Lakes,  but  I  do  not 
quite  get  this  free  trip  matter  that  you  were  talking  about.  Certain 
companies,  you  said,  were  given  free  trips? 

Mr.  LucKEXBACH.  Yes;  the  Kerr  Steamship  Co. 

Mr.  Kelley.  And  I  wondered  why  they  were  given  free  trips  and 
what  those  were? 

Mr.  Luckenbach.  I  have  wondered  for  three  years  why,  and  I  am 
still  wondering,  and  T  can  not  get  any  information. 

Mr.  Kelley.  Well,  you  must  have  some  theory. 

Mr.  Luckenbach.  No;  T  think  they  were  just  favored  sons;  that 
is  all. 

Mr.  Kelley.  Who  were  the  parties  who  were  favored?  Per- 
haps we  can  find  out  from  them  why  they  were  favored. 

Mr.  Luckenbach.  The  Kerr  Steamship  Co. 

Mr.  Kelley.  Anybody  else? 

Mr.  Luckenbach.  No — two  British  subjects,  Kerrand  Clegg,  that 
afterwards  got  Roosevelt  and  Goethals  to  wave  the  American  flags 
for  them;  still  British  subjects  to-day,  still  operating  Shipping 
Board  ships. 

Mr.  Kelley.  What  did  you  say  about  waving  the  American  flag? 

Mr.  Luckenbach.  I  say  they  employed  Gen.  Goethals  as  their 
president  to  wave  the  American  flag  for  them,  and  employed  Roose- 
velt to  wave  the  American  flag  for  them,  so  as  to  camouflage  and  so 
everybody  would  think  it  was  an  American  company. 

Mr.  Kelley.  What  Roosevelt  was  this  ? 

Mr.  Luckenbach.  Kermit. 

Mr.  Kelley.  The  capital  invested  there  is  British  capital,  is  it  ? 

Mr.  LucitENBACH.  Tliat  I  do  not  know.  There  is  a  Question  where 
that  money  came  from.  They  purchased  Austrian  snips  and  they 
put  them  under  the  American  flag.  The  story  goes  this  way,  that 
there  was  another  company  that  wanted  to  purchase  the  Austrian 
ships  and  made  application.    Their  application  was  turned  down. 

Then  along  came  the  Kerr  application  to  purchase  the  ships.  A 
letter  was  written  in  the  Shipping  Board  turning  down  the  applica- 
tion of  the  Kerr  company,  and  the  next  thing  that  happened  the  Kerr 
company  was  given  permission.  The  three  trips  free — that  is  the 
way  the  story  goes ;  how  true  it  is  I  do  not  know — three  free  requi-. 
sition  trips,  at  a  time  when  freights  were  the  highest  in  the  history 

of  the  world. 

Mr.  Kelley.  That  is,  they  were  allowed  to  go  three  times  to  the 
point  of  destination  and  return  before  they  were  taken  over  by  the 
Government  ? 
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Mr.  LucKENBACH.  Yes ;  that  is  the  way  I  get  the  story. 

Mr.  Kelli:y.  At  a  time  when  freight  rates  were  the  highest  they 
had  been  in  the  history  of  the  country  ? 

Mr.  LucKENBACH.  And  the  Government  hiring  ships  wherever 
they  could  get  them. 

Mr.  Kelley.  Mr.  Goethals  was  not  connected  with  this  company 
at  that  time? 

Mr.  LucKENBACH.  Oh,  no. 

Mr.  Kelley.  Was  he  on  the  Shipping  Board  at  that  time? 

Mr.  LucKENBACH.  No ;  I  do  not  tnink  he  was. 

Mr.  Kelley.  What  year  was  that  ? 

Mr.  LucKENBACH.  Oh,  I  guess  that  was  1917.  Why,  don't  you  get 
Clegg  and  Kerr  to  come  up  here  ? 

Mr.  Kelley.  Well,  this  is  the  first  I  have  heard  about  Kerr  and 
Clegg,  as  far  as  I  am  concerned. 

Mr.  LucKENBACH.  Get  them.  They  will  give  you  some  valuable  in- 
information  as  to  how  this  thing  was  worked. 

Mr.  Kelley.  I  am  trying  to  find  out  about  when  this  was  done.  It 
must  have  been  early  in  1917? 

Mr.  LucKENBACH.  I  think  it  was  1917.  You  know,  their  money 
is  now  being  held  up  for  the  sale  of  the  ships  by  the  Government.  It 
is  a  question  of  income  tax. 

Mr.  Kelley.  The  freight  moneys? 

Mr.  LucKENBACH.  They  sold  their  ships  to  the  Harriman  interests, 
and  the  profits,  or  the  money  they  received  from  the  sale,  has  been  at- 
tached by  the  Government. 

Mr.  Kelley.  Under  the  income  tax  laws? 

Mr.  LucKENBACH.  Ycs ;  that  is  what  the  papers  said.  That  is  all 
1  know  about  it. 

Mr.  K^ELLEY.  You  spoke  about  some  expenses  for  experimentation. 
I  wish  you  would  tell  us  all  you  know  about  that,  Mr.  Luckenbach. 

Mr.  Luckenbach.  The  Fore  River  Co.  has  been  experimenting 
with  a  gas  engine  on  the  Diesel  engine  order  for  some  time  back,  and 
the  expense  of  the  experimenting  was  charged  in  my  construction  ac- 
count. Now,  I  have  nothing  to  do  with  the  experimenting  on  this 
en£rine ;  I  never  knew  they  had  an  engine  there  experimenting  on  it. 

Mr.  Kelley.  Such  an  engine,  of  course,  was  not  used  in  any  of  your 
ships? 

Mr.  Luckenbach.  No  ;  and  I  am  at  a  loss  to  understand  why  the 
Shipping  Board  paid  these  amounts  that  we  have  discovered  have 
been  paid,  and  I  want  my  money  back  and  I  can  not  get  it. 

Mr.  Kelley.  Do  you  Imow  the  name  of  the  engine? 

Mr.  Luckenbach.  I  do  not  know  the  name  of  the  engine. 

Do  you  want  to  know  of  another  great  injustice  done  to  the  Ameri- 
can ship  owner? 

Mr.  Kelley.  Yes. 

Mr.  Luckenbach.  Restoration  claims.  After  the  war  was  over 
and  some  of  the  ships  were  returned,  the  Government  returned  the 
ships  to  the  owners  but  in  the  charter  with  the  Government  was  a 
clause  reading  like  this : "  These  ships  will  be  returned  to  the  owner  in 
like  good  order  and  condition,  ordinarj^  wear  and  tear  excepted." 

Well,  this  is  what  they  did.  They  would  give  you  five  days  notice, 
and  say,  "There  is  your  ship."    "  Well,  I  know,  but  this  ship  is  dam- 
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aged  to  a  large  extent,  and  we  will  have  to  hold  surveys,  and  we 
will  have  to  get  estimates,  and  we  have  not  got  the  -money  to  put  this 
ship  back." 

"  Well,  that  does  not  make  any  diflference  to  us.  You  have  to  get 
the  money  somewhere  if  you  want  to  put  your  ship  back." 

"  Well,  I  know,  but  we  don't  have  millions  lying  around  just  to 
put  ships  back  in  shape  for  war  purposes  after  they  have  been  used 
and  abused." 

"  Well,  we  can  not  do  anything  for  you." 

We  have  so  far  paid  out  for  the  restoration  of  these  ships — ^they 
will  never  get  back  where  they  were  before,  because  they  were  chased 
by  submarines  and  they  were  abused;  they  were  ashore,  and  they 
had  collisions,  and  they  had  all  manner  of  trouble.  They  were  run 
by  incompetent  men  and  everything  was  abused. 

Here  are  some  of  the  charges.  Here  is  one  for  $515,000; 
$538,000; 

Mr.  Kelley.  Thase  were  charges  for  putting  the  ships  back  that 
you  had  to  meet? 

Mr.  LucKENBACH.  Yes. 

Mr.  Kelley.  You  put  the  ships  in  repairs  yourself? 
-   Mr.  LucKENBACH.  I  paid  out  this  money,  and  I  got  one  of  the 
items  back— $672,000,  $r39,000,  $676,000,  $575,000,  and  $1,000,000. 
The  total  is  $4,817,000  that  I  had  to  pay  out. 

Now  thev  say,  "  Well,  we  can  not  allow  you  any  interest  on  this, 
Luckenbach,  until  your  accounts  are  approved."  Well,  I  have  been 
months  trying  to  get  my  accounts  and  my  bills  approved;  we  are 
getting  along  slowly.  We  had  one  approved,  and  we  received  th^ 
money  for  it,  but  I  am  still  out  over  $4,000,000. 

Mr.  Kelley.  It  is  just  a  question  of  interest,  is  it  not? 

Mr.  Luckenbach.  No;  it  is  a  question  that  I  need  the  money  and 
I  want  the  money. 

Mr.  Kelley.  I  know,  but  you  do  not  anticipate  any  difficulty  in 
the  end  in  getting  what  you  put  into  ships,  and  interest  also? 

Mr.  Luckenbach.  They  say  they  won't  pav  interest. 

Mr.  Kelley.  You  are  inconvenienced  at  tlie  present  time  because 
you  need  the  money? 

Mr.  Luckenbach.  Thev  do  not  pay  me  any  intei^est,  and  I  want 
it  settled.  They  said,  "  We  don't  pay  any  interest."  "  I  know,  but 
I  have  got  to  go  out  and  borrow  this  money  and  pay  6  or  7  per 
cent."    "That  does  not  make  any  difference  to  us." 

That  is  one  of  the  other  untrained  things  that  they  did  that  Mr. 
Gillen  did  not  tell  you  about. 

Mr.  Kelley.  Well,  that  will  come  out  of  that  57  per  cent. 

Mr.  Luckenbach.  Well,  that  57  per  cent  will  have  to  go  some. 

The  Chairman.  This  is  restoration  and  reconditioning,  is  it? 

Mr.  Luckenbach.  Beconditioning  these  ships  as  far  as  possible. 
We  can  never  get  them  back  where  they  were  before. 

The  Chairman.  Are  there  any  other  matters,  Mr.  Luckenbach, 
to  which  we  have  not  directed  your  attention,  of  which  you  have 
knowledge? 

Mr.  Luc^^enbach.  I  would  like  to  have  you  have  my  vice  presi- 
dent— he  attends  to  the  operating  end.  of  this  business — and  he  can 
tell  you  something  about  operations. 
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The  Chairman.  Who  is  he? 

Mr.  LucKENBACH.  R.  C.  Thackara.  He  will  tell  you  what  some  of 
these  incompetents  are  doing  and  have  done. 

The  Chairman.  Where  can  he  be  reached  ? 

Mr.  LuckeKbach.  Right  at  the  office,  right  here  in  New  York. 

The  Chairman.  Is  there  anything  further  you  have  in  mind? 

Mr.  Luckenbach.  No;  that  is  all. 

Mr.  Kelley.  Did  the  Government  put  in  any  of  these  Benson- 
Smith  telemotor  devices  on  5'^our  ship?  * 

Mr.  Luckenbach.  No. 

Mr.  Kelley.  Have  you  had  any  ships  with  those  on? 

Mr.  Luckenbach.  No. 

The  Chairman.  I  think  that  is  all,  Mr.  Luckenbach.  Thank  you, 
sir. 

(Thereupon,  at  5  o'clock  p.  m.,  the  committee  adjourned  to  meet 
at  9.30  o'clock  a.  m.  to-morrow,  Saturday,  Nov.  20,  1920.) 


Select  Committee  on  United  States 

Shipping  Board  Operations, 

House  of  RIipresentatives, 
New  York^ November  20 ^1920, 

The  committee  met  in  room  401,  United  States  Post  Office  Build- 
ing, at  9.30  o'clock  a.  m.,  Hon.  Joseph  Walsh  (chairman)  presiding. 
Present  also:  Hon.  Patrick  H.  Kelley,  member  of  committee. 

TESTIHONT  OF  MB.  ALEXANDEE  M.  FISHEBr-Becalled. 

The  Chairman.  Mr.  Fisher,  directing  vour  attention  to  page  83 
of  the  report  submitted  to  this  committee  \)y  yourself  and  Mr.  Kich- 
ardson,  along  toward  the  middle  of  the  page  is  found  the  following 
statement : 

Although  at  a  time  when  the  chiiins  for  settleine?jt  were  pending,  the  Ch\lms 
Board,  as  well  jis  tJie  ehairumn  of  the  Unitetl  St:itc*H  Sliipphig  Board,  has  b(*en 
Informed  of  aUegations  Involving  the  integrity  of  Tnlted  States  Sliipjnng 
Board  ofticials,  of  snch  a  serious  nature  as  tc»  demand  investigatinn  i)efore  tlie 
settlement  of  these  claims.  Ai)parently  such  investigati()n  was  not  made  by 
either  the  Claims  Board  or  the  chairman  of  the  United  States  Shipping  Board. 
In  s<»mie  oases  the  very  gravity  of  these  allegations  would  seem  to  liave  de- 
manded a  thorough  investl cation,  not  only  to  insure  i)rop(M'  protection  to  the 
United  States  Shipping  Board,  but  also  in  justice  to  the  persons  about  whom 
such  allegations  were  made. 

Upon  what  facts  in  your  possession  or  whicii  liave  come  to  your 
knowledge  was  that  statement  based? 

Mr.  FisiiER.  There  are  several  cases,  Mr.  Chairman,  one  of  which 
was  referred  to  in  testimony  in  this  room  as  to  the  steamship  Lake 
Elkwood^  Capt.  Chambliss  being  the  person.  Another  case  related 
to  a  port  agent  in  P>nnce,  Lieut.  Louis  Bernier.  The  particular  case 
as  to  which  I  will  testify  is  with  reference  to  the  present  treasurer 
of  the  Shipping  Board  and  the  ex-secretary  of  the  Shipping  Board. 

The  Chairman.  What  facts  have  you  as  to  them?  Give  the  names 
of  the  present  treasurer  and  tlie  former  secretary? 
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Mr.  Fisher.  The  present  treasurer  is  R.  W.  Boiling.  The  ex- 
secretary  of  the  board  is  Mr.  Lester  Sisler. 

Soon  after  I  became  connected  with  this  committee,  following  our 
return  from  the  west  coast,  I  heard  a  story,  in  gossip  only,  which 
was  said  to  emanate  from  one  William  Murtaugh,  in  Washington, 
that  Wilmer  Boiling  had  been  bribed  by  the  Downey  Shipbuilding 
Co.,  or  Wallace  Downey. 

The  matter  was  of  such  a  serious  nature  that  I  went  to  Mr.  Twee- 
dale,  the  then  treasurer,  and  related  the  gossip,  telling  him  that  I 
considered  it  so  serious  that  I  did  not  want  to  undertake  an  investi- 
gation but  preferred  that  it  should  be  developed  from  within  the 
Shipping  Board.  I  later  talked  with  Mr.  Tweedale,  and  he  had 
concluded  that  there  was  nothing  in  the  story. 

During  the  summer,  propably  in  May — I  have  not  the  date  of  my 
personal  knowledge,  but  the  date  appears  on  papers  here  which 
would  fix  the  approximate  time — the  story  again  came  to  me  with 
specific  details,  through  an  afiidavit  form  which,  I  am  informed,  was 
prepared  by  Alfred  W.  McCann,  and  submitted  to  Mr.  Tucker  K. 
Sands,  who  had  formerly  been  an  ofiicer  of  the  Commercial  National 
Bank  in  Washington,  which  was  edited  by  Mr.  Tucker  K.  Sands  in 
his  handwriting,  I  am  informed,  in  which  the  allegation  was  spe- 
cifically made  that  bribes  had  taken  place  and  that  Mr.  Sands  had 
been  the  intermediary  as  to  such  bribes. 

I  have  here  a  photostat  copy  of  the  affidavit  form,  which  can  be 
identified  by  Mr.  Alfred  W.  McCann,  or  by  persons  connected  with 
the  Bureau  of  Investigation  of  the  JShipping  Board,  possibly  Mr. 
Meehan  or  Mr.  Morton,  as  I  have  been  informed  by  persons  con- 
nected with  the  Bureau  of  Investigation  that  the  photostat  copies 
were  made  by  them. 

The  Chairman.  Where  is  the  original  ? 

Mr.  Fisher.  I  have  no  information  as  to  that.  The  facts  as  to  the 
original  can  be  developed,  I  believe,  through  Mr.  McCann.  If  it  is 
in  order,  I  can  offer  this  photostat  copy  to  be  approved  by  the  gen- 
tleman mentioned. 

The  Chairman.  We  will  wait  until  it  is  properly  identified  and 
proven  before  putting  it  in  the  record.  But  you  say  that  the  docu- 
ment contains  specific  allegations  as  to  bribes  having  been  passed! 

Mr.  Fisher,  Yes,  sir. 

The  Chairman.  Very  well;  we  will  wait  until  it  is  identified. 
What  other  facts  have  you  ? 

Mr.  Fisher.  Following  my  knowledge  of  this  affidavit  form,  edited 
by  Mr.  Sands,  I  had  occasion  to  go  to  Capt.  Clements's  office  at  his 
request  to  discuss  a  matter  concerning  a  Shipping  Board  contract  set- 
tlement. During  my  conversation  with  Mr.  Clements,  Mr.  Meehan 
being  present,  I  made  the  remark  that  I  believed  the  Shipping  Board 
or  the  Emergency  Fleet  Corporation  should  determine  before  a  set- 
tlement was  made  with  the  Downey  Shipbuilding  Corporation 
whether  or  not  a  bribe  had  been  given  by  Wallace  Downey  to  any 
Shipping  Board  official.  Mr.  Clements  asked  me  if  I  had  discussed 
the  matter  with  the  chairman.  I  replied  that  I  had  not.  On  my 
making  that  reply  Mr.  Clements  went  to  the  admiral's  office  and  re- 
turned with  the  admiral,  asking  me  if  I  would  make  the  same  state- 
ment to  Admiral  Benson  that  I  had  made  to  him.  I  then  repeated 
the  statement  to  Admiral  Bens(m,  that  I  believed  the  board  should 
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determine  whether  or  not  Wallace  Downey  had  bribed  any  Shipping 
Board  official,  that  to  be  done  before  a  settlement  of  his  contract  was 
made. 

Admiral  Benson  then  asked  me  what  proof  T  had.  I  said  I  had 
none,  that  I  was  bringing  information  only.  His  next  report  was, 
"  Well,  then,  you  have  no  business  to  bring  it  to  me."  I  got  up  from 
my  chair,  took  up  my  hat,  and  said  in  substance,  "Admiral  Benson, 
if  that  is  the  attitude  of  this  board  I  can  not  continue  to  work  with 
it."  These  statements  were  made  in  the  presence  of  Mr.  Clements 
and  Mr.  Meehan.  I  perhaps  moralized  with  the  Admiral  for  a  few 
minutes ;  and  the  Admiral  then  said  to  me,  "  Mr.  Fisher,  you  are 
right,  I  am  wrong:  "  and  we  shook  hands  and  soon  parted,  closing 
the  interview. 

There  was  some  discussion  in  which  Mr.  Meehan  took  part,  as  to 
the  persons  who  are  making  these  allegations  or  carrying  the  story, 
as  to  their  standing  from  a  criminal  standpoint.  Without  recall- 
ing the  conversation,  I  said,  "  Yes:  one  is  a  convict,  under  sentence  to 
Atlanta,  on  appeal " 

The  Chairman.  Did  you  know  that? 

Mr.  Fisher.  Only  as  to  general  information  and  having  talked 
with  the  person  myself.  That  was  Mr.  Frank  Fuller.  The  other  was 
under  indictment,  I  believe,  for  violation  of  the  national  banking 
law. 

The  Chairman.  Did  you  know  that? 

Mr.  Fisher.  Only  from  general  information  and  newspaper  stories. 
T  had  no  knowledge  of  the  facts  in  that,  but  this  is  the  conversation 
that  took  place  among  us. 

I  should  say  about  September  I  was  called  to  the  office  of  Judge 
Goff,  the  counsel  of  the  Shipping  Board,  by  Mr.  John  Schwartz- 
kopf,  and  an  interview  took  place  among  Judge  Goff,  Mr.  Talbert 
(of  the  Claims  Board),  Mr.  Schwartzkopf,  and  myself,  where  this 
same  matter  was  discussed.  I  told  Judge  Goff  and  Mr.  Talbert  of 
the  interview  I  had  had  with  the  Admiral  previously,  and  both 
agreed  that  an  investigation  should  take  place.  I  recommended  that 
this  investigation  be  a  quiet  investigation,  because  it  was  of  such  a 
serious  nature  as  to  the  allegations,  and  believed  that  I  was  assured 
that  it  would  be  made. 

Following  that  I  undertook  an  investigation  myself  to  corrobo- 
rate statements  made  in  the  affidavit,  particularly  as  to  the  clear- 
ance of  the  alleged  notes.  I  have  not  completed  that  investigation 
as  to  the  one  bank,  the  Title  &  Trust  Co.,  of  Connellsville,  Pa. ;  but 
I  have  affidavits  from  the  Takoma  Park  Bank  of  Maryland  and  the 
District  of  Columbia,  from  the  Hanover  National  Bank  of  this  city, 
and  the  Corn  Exchange  National  Bank  of  this  city,  showing  the 
clearance  of  two  of  the  notes  alleged  to  have  been  discounted  by 
Mr.  Tucker  K.  Sands.  The  clearance,  according  to  the  affidavits, 
shows  that  the  two  notes  were  charged  to  the  account  of  Wallace 
Downey.  There  are  present  this  morning  representatives  of  the 
banks  who  can  identify  the  affidavits  as  to  the  Hanover  National 
Bank  and  the  Corn  Exchange  Bank.  No  one  is  here  as  to  the  Ta- 
koma  Park  Bank  affidaAit. 

I  have  discussed  this  matter  with  one  Nathan  Musher,  who  has 
stated  to  me,  in  the  presence  of  Mr.  Richardson  and  Mr.  Corbett,  one 
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of  the  reporters  for  these  hearings,  that  he  discounted  one  of  the 
notes  for  Mr.  Tucker  K.  Sands.  I  believe,  I  am  not  clear,  that  Mr. 
Sands  took  the  note  up  again  without  clearing  it  through  the  banks 
to  the  account  of  Wallace  Downey.  I  do  not  know  which  note  that 
was.  I  have  discussed  this  matter  with  Mr.  McCann,  who  has  stated 
that  he  wrote  the  affidavit  form,  and  in  his  presence  and  in  that  of 
Mr.  Schwarzkopf  the  editing  was  done. 

I  wish  to  malce  it  clear  that  this  does  not  establish  a  criminal  act. 
I  do  not  consider  that  criminality  has  been  proved.  This  is  an  offer 
to  prove  the  allegation  in  our  report  that  investigation  was  not  made 
after  having  brought  the  matter  to  the  attention  of  the  chairman  and 
the  counsel  and  a  member  of  the  claims  board. 

The  Chairman.  How  do  you  know  an  investigation  is  not  in  prog- 
ress now  ? 

Mr.  Fisher.  I  do  not  as  to  that. 

The  Chairman.  How  do  you  know  it  was  not  put  in  motion  after 
the  8ei)tember  interview  you  had  with  Mr.  Goff  ? 

Mr.  Fisher.  I  believe  there  will  be  testimony  here  this  morning 

The  Chairman.  From  whom  ? 

Mr.  Fisher.  From  the  several  persons  I  have  mentioned,  that  they 
have  not  been  approached  for  information  as  to  these  allegations.  I 
believe  that  will  appear  in  the  examination  of  the  representative  of 
the  Hanover  National  Bank,  Mr.  Nieman,  and  the  examination  of 
the  representative  of  the  Corn  Exchange  Bank,  Mr.  Malmar,  and 
the  examination  of  Mr.  Tucker  K.  Sands. 

And  I  have  had  a  telephone  conversation,  following  an  interview 
with  Mr.  Lester  Sisler,  which  took  place  some  three  or  four  weeks 
ago  in  the  presence  of  Mr.  Kichardson,  at  which  time  Mr.  Lester 
Sisler  stated  that  he  had  not  been  seen  hy  anyone  with  reference  to 
these  allegations.  I  told  Mr.  fiisler  that  the  allegations  were  in  writ- 
ing. He  said  that  it  was  a  dastardly  untruth  if  so.  I  talked  with 
Mr.  Lester  Sisler,  calling  the  telephone  number  New  Rochelle  239, 
party  R,  at  about  7.20  this  morning,  and  asked  if  he  had  seen  the 
admiral  or  had  anybody  seen  him  with  reference  to  these  allegations. 

The  reply  over  the  telephone  was  that  he  had  been  to  Washington; 
that  Admiral  Benson  was  in  the  south;  and  that  so  far  he  had  not 
been  interviewed  with  reference  to  this.  He  did  suggest  in  this  tele- 
phone conversation  that  perhaps  the  Department  of  Justice  had  in- 
vestigated this  matter  in  a  way  a  year  ago,  but  if  such  an  investiga- 
tion took  place  it  was  before  the  date  of  this  affidavit  form  to  which 
I  have  referred  here. 

Mr.  Kelley.  May  I  ask  a  question  right  there?  Do  you  mean  to 
state,  Mr.  Fisher,  that  even  if  the  facts  set  forth  in  the  affidavit  are 
proven,  it  would  not  involve  a  criminal  prosecution? 

Mr.  Fisher.  I  do  not  state  that. 

Mr.  Kelley.  What  did  you  say  if 

Mr.  Fisher.  I  say  that  I  consider  that  criminality  is  not  proved 
through  this  affidavit ;  it  is  a  mere  allegation  of  corruption  and  not 
proof  of  it.  I  state  that,  because  I  feel,  in  justice  to  the  parties,  that 
judgment  should  be  suspended  as  to  criminality.  My  criticism  is,  as 
alleged  in  my  report,  that  on  information  to  the  Shipping  Board,  in 
the  persons  of  Admiral  Benson,  Judge  Goff,  Mr.  Talbert,  and  per- 
sons in  the  Bureau  of  Investigation,  this  should  have  been  investi- 
gated thoroughly  so  as  not  to  make  it  a  public  matter. 
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Mr.  Kelley.  Well,  Mr.  Fisher,  unless  you  are  in  possession  of  in- 
formation which  would  tend  to  establish  the  truth  of  the  affidavit, 
would  you  be  warranted  in  making  this  public  as  you  have  done  this 
mominff? 

Mr.  Fisher.  I  have  corroborative  evidence  in  the  form  of  affi- 
davits, as  to  the  clearance  of  the  notes. 

Mr.  Kelley.  Without  any  knowledge  as  to  what  the  notes  were 
given  for  in  the  first  place  ? 

Mr.  Fisher.  Yes,  sir. 

Mr.  Kelley.^  Do  you  think  that  is  sufficient  evidence  to  make  a 
statement  of  this  kind  on  ? 

Mr.  Fisher.  In  so  far  as  a  corroboration  of  this  affidavit  is  con- 
cerned only. 

The  Chairman.  Have  any  further  facts  come  to  your  knowledge 
in  connection  with  this  matter  % 

Mr.  Fisher.  1  believe  I  have  stated  the  facts  as  I  know  them. 

The  Chairman.  Did  the  Downey  Shipbuilding  Corporation  have 
a  contract  to  build  ships  with  the  Shipping  Board  % 

Mr.  Fisher.  I  believe  they  did,  sir.  That  is  generally  stated  in  the 
Shipping  Board.    I  have  not  investigated  the  Downey  contracts. 

The  Chairman.  You  do  not  know  what  the  financial  relations  of 
the  parties  involved  in  this  allegation  of  yours  were  prior  to  these 
transactions,  do  you  ? 

Mr.  Fisher.  (July  as  a  statement  was  made  bv  Mr.  Meehan 

The  Chairman.  No  ;  of  your  own  knowledge  f 

Mr.  Fisher.  I  have  not  knowledge. 

The  Chairman.  You  do  not  know  whether  they  had  financial 
transactions  extending  over  a  period  of  years  or  not? 

Mr.  Fisher.  I  do  not  know. 

The  Chairman.  You  do  not  know  whether  this  transaction  was 
for  any  improper  purpose  ? 

Mr.  Fisher.  I  do  not  know.    I  would  consider,  if  I  did  know 

The  Chairman.  Have  you  ever  asked  Admiral  Benson  or  anybody 
in  authority  in  the  Shipping  Board  since,  why  it  was  not  investi- 
gated ? 

Mr.  Fisher.  Not  why  it  was  not  investigated,  but  whether  it  had 
been  investigated. 

The  Chairman.  What  did  they  say? 

Mr.  Fisher.  I  have  spoken  to  Mr.  Clements,  and  I  have  been  in- 
formed that  it  had  not  been  investigated  so  far  as  he  knew. 

The  Chairman.  Were  you  satisfied  with  just  that  witliont  asking 
the  reasons? 

Mr.  Fisher.  I  have  spoken  to  Mr.  Moi*ton,  of  the  Bureau  of  In- 
vestigation, and  lie  has  stated  that  it  was  not  investigated  so  far  as 
he  knew. 

The  Chairman.  Have  you  ever  endeavored  to  ascertain  from  the 
Shipping  Board,  or  any  of  its  higher  officials,  why  the  matter  was 
not  investigated? 

Mr.  Fisher.  I  have  not,  as  to  why? 

The  Chairman.  Then  you  do  not  know  but  what  they  have  had 
an  investigation  made  by  the  Treasury  Department  or  the  Depart- 
ment of  Justice^nd  ascertained  that  the  allegations  were  unfounded  ? 

Mr.  Fisher.  That  may  be  so. 
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The  Chairman.  Then,  if  they  had  done  that,  your  allegation  in 
the  report  would  not  stand,  would  it? 

Mr.  Fisher.  I  would  say  it  would  not. 

The  Chairman.  And  you  have  not  ascertained  whether  that  was 
so,  or  asked  if  it  was  so,  or  asked  the  reason? 

Mr.  Fisher.  I  have  endeavored  to  ascertain  it  by  approaching 
the  persons  mentioned  in  the  affidavit  and  those  who  have  knowledge 
as  to  the  clearance  of  the  transactions. 

The  Chairman.  But  have  you  ever  endeavored  to  ascertain  the 
reason,  from  the  Shipping  Board  officials,  why  an  investigation  was 
not  made? 

Mr.  Fisher.  I  have  not. 

The  Chairman.  Why  not? 

Mr.  Fisher.  I  did  not  consider  that  it  was  my  function  to  interro- 
gate Shipping  Board  officials  as  to  why  they  did  one  thing  or  another. 

The  Chairman.  Yes;  you  have  ascertained  what  they  have  done, 
or  if  they  have  done  something  ? 

Mr.  Fisher.  I  have  endeavored  to  do  so. 

The  Chairman.  And  you  have  been  told,  upon  the  interviews  you 
have  had,  by  Commander  Clements,  and  as  I  understood,  by  Mr. 
Goff,  that  the  matter  had  not  been  investigated? 

Mr.  Fisher.  Commander  Clements  and  Mr.  Morton,  at  the  Bureau 
of  Investigation. 

The  Chairman.  And  Mr.  Morton.  Are  there  anv  questions,  Mr. 
Kelley? 

Mr.  Kelley.  With  referenc^e  to  the  proof  of  the  allegations  in  the 
affidavit,  are  the  witnesses  at  hand  to  substantiate  it? 

Mr.  Fisher.  Mr.  Tucker  K.  Sands  is  at  hand;  the  man  who  edited 
this  affidavit  form,  and  who  would  be  responsible  for  his  statements 
as  to  their  truth  or  not.    Mr.  McCann  is  here. 

Mr.  Kelley.  He  is  one  of  the  parties  to  the  fraud? 

Mr.  Fisher.  If  it  be  so.  It  may  not  be  so,  Mr.  Kelley.  This  is 
not  an  allegation  of  crime,  on  my  part ;  it  is  an  allegation  of  a  failure 
in  the  administration  of  the  Shipping  Board  to  investigate  on  infor- 
mation. 

Mr.  Kelley.  What  looks  to  you  like  a  crime? 

Mr.  Fisher.  What  may  be  a  crime. 

Mr.  Kelley.  The  critcism  I  had  in  my  mind,  Mr.  Fisher,  was  that 
if  you  had  not  anything  more  than  that,  it  is  a  question  whether  or 
not  publicity  should  be  given  connecting  these  men  with  it,  because 
that  is  a  very  damaging  tiling. 

Mr.  Fisher.  That  was  one  of  the  matters  I  took  up  with  Admiral^ 
Benson,  Mr.  Kelley,  that  publicity  was  bound  to  come  in  this  if  an 
xnvestigation  were  not  made. 

Mr.  Kelley.  Well,  I  know ;  but  as  far  as  I  am  concerned  I  would 
not  want  it  to  come  through  me.  If  there  is  no  proof  to  connect 
these  gentlemen  with  this  transaction,  I  would  not  want  to  have  any- 
thing to  do  with  it. 

Mr.  Fisher.  Well,  I  can  appreciate  that. 

Mr.  Kelley.  The  reputations  of  men  are  a  pretty  sacred  thing, 

you  know. 

Mr.  Fisher.  I  understand  that;  but  this  information  was  devel- 
oped in  the  hands  of  newspaper  men,  and  has  been  sacredly  held  from 
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the  public,  as  against  a  man's  reputation.  They  themselves  have  been 
to  the  Shipping  Board  and  to  others,  endeavoring  to  get  an  investiga- 
tion made.    That  is  the  statement  made  to  me  by  them. 

Mr.  Rblley.  You  are  satisfied  in  your  own  mind,  are  you,  that 
there  are  sufficient  facts  obtainable  to  dispose  of  the  matter  one  way 
or  the  other? 

Mr.  Fisher.  I  think  that  ou<jht  to  be  done  by  a  thorough  investi- 
gation. 

Mr.  Kelley.  So  that  they  would  be  cleared  or  the  allegations 
would  attach  to  them,  one  or  the  other? 

Mr.  Fisher.  Yes,  sir. 

Mr.  Kelley.  And  do  you  think  that  proof  is  at  hand  so  that  we 
could  establish  that? 

Mr.  Fisher.  I  have  not  the  proof,  Mr.  Kelley. 

Mr.  Kelley.  Do  I  understand,  Mr.  Fisher,  that  your  evidence 
only  goes  to  the  fact  of  showing  that  these  transactions  occurred, 
without  knowing  what  these  notes  were  given  for  in  the  first  place? 

Mr.  Fisher.  On  my  part? 

Mr.  Kelley.  On  anybody's  part;  is  there  proof  anywhere  as  to 
what  these  notes  were  given  for? 

Mr.  Fisher.  In  this  unsigned  affidavit  form,  edited,  is  the  allega- 
tion as  to  the  purpose  for  which  the  notes  were  given. 

Mr.  Kelley.  Well,  I  undei*stand  nobody  ever  signed  that. 

Mr.  Fisher.  I  understand  that  also. 

Mr.  Kelley.  Has  any  investigation  ever  been  made  of  the  books 
of  the  Downey  Shipbuilding  Corporation  to  deteimine  what  this 
money  was  paid  for  when  the  notes  were  paid? 

Mr.  Fisher.  Mr.  McNeary's  office  has  made  some  investigation  of 
that  recently,  but  I  do  not  believe  that  sufficient  investigation  has 
been  made  to  definitely  connect  items  which  perhaps  are  unsupported 
by  vouchers,  with  these  items  that  I  referred  tOj  although  items  are 
somewhat  similar  in  amount,  which  may  be  questioned. 

Mr.  Kelley.  You  have  the  witness  who  drew  this  affidavit? 

Mr.  P'isher.  Mr.  Alfred  McCann  is  here,  under  subpoena. 

The  C^HAiRMAX.  Have  you  any  further  questions,  Mr.  Kelley? 

Mr.  Kelusy.  No  ;  I  think  not. 

The  Chairman.  Mr.  Alfred  W.  McCann. 

TESTIMONY  OF  MB.  ALFRED  W.  McCANN. 

(The  witness  was  duly  sworn  by  the  chairman^ 

The  Chairman.  Your  name  is  Alfred  W.  McCann? 

Mr.  McCann.  Yes. 

The  Chairman.  Where  do  you  reside  ? 

Mr.  McCann.  Yonkers,N.  i. 

The  Chairman.  What  is  your  profession  or  business? 

Mr.  McCann.  Newspaper  man. 

The  Chairman.  Upon  what  paper? 

Mr.  McCann.  The  New  York  Globe. 

The  Chairman.  How  long  have  you  been  in  the  newspaper  busi- 
ness? 

Mr.  MoCann.  I  have  been  on.  the  Globe  about  nine  years. 

The  Chairman.  Were  you  in  the  newspaper  business  prior  to  your 
service  with  that  paper! 
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Mr.  McCann.  No. 

The  Chairman.  Have  you  heard  Mr.  Fisher's  testimony  here  this 
morning? 

Mr.  McCann.  Yes. 

The  Chairman.  Did  you  at  one  time  prepare  a  form  of  an  affidavit 
for  signature  by  Mr.  Tucker  K.  Sands? 

Mr.  McCann.  I  assisted  in  its  preparation. 

The  Chairman.  Who  did  you  assist? 

Mr.  McCann.  Mr.  John  Schwarzkopf,  an  attorney. 

The  Chairman.  I  hand  you  a  photostat  copy,  which  I  would  ask 
you  to  examine  and  state  whether  or  not  that  is  a  copy  of  the  original 
document  which  you  assisted  in  preparing? 

Mr.  McCann.  This  is  the  photostat  copy  made  in  the  United 
States  Shipping  Board  of  the  original  document  whicU  I  and  Mr. 
Schwarzkopf  took  to  the  Shipping  Board  for  the  purpose  of  having; 
it  copied,  believing  at  the  time  that  it  would  not  be  signed,  although 
it  had  been  corrected  and  interlined,  and  various  changes  entered 
upon  the  margins  of  tlie  affidavit  by  Mr.  Tucker  K.  Sands,  who  had 
made  the  statements  embodied  in  the  document. 

The  Chairman.  Who  else  was  i)resent  when  you  were  preparing; 
that  document? 

Mr.  McCann.  Mr.  Schwarzkopf. 

The  Chairman.  Just  vou  and  he? 

Mr.  Mc(\\NN.  Yes.    Mr.  Sands  had  asked  us  to  prepare  it. 

The  Chairman.  Had  you  talked  with  Mr.  Sands? 

Mr.  McCann.  Yes ;  we  had  examined  Mr.  Sands  for  several  hours. 

The  Chairman.  And  was  the  document  as  prepared  later  given  to 
him? 

Mr.  McCanx.  Yes.  T  think  T  can  make  that  clear  if  you  will  per- 
mit me  to  make  a  statement  concerning  the  origin  of  the  document. 

The  Chairman.  Very  well. 

Mr.  McCann.  Mr.  E,  E.  Gano,  district  auditor  of  the  Shipping 
Board  in  this  district,  had  reported  to  me  that  an  advance  of 
$2,505,000  had  been  made  without  his  knowledge,  contrary  to  regula- 
tions and  over  his  head,  to  the  Wallace  Downey  Shipbuilding  Cor- 
poration of  Staten  Island,  and  he  had  given  me  numerous  details 
concerning  that  alleged  transaction,  which  T  had  checked  up  on. 
Among  them  was  information  that  led  me  to  discuss  this  matter  with 
a  Mr.  Fuller,  who  had  formerly  been  president  of  the  Columbia  Hotel 
&  Supply  Co.,  an  Armour  &  Co.  subsidiary  in  Washington.  He  told 
me  he  knew  all  about  the  transaction,  because  he  had  had  in  his  pos- 
session four  notes  issued  by  Wallace  Downey  to  Tucker  K.  Sands, 
vice  president  of  the  Commercial  National  Bank  of  Washington; 
that  these  notes  he  said  had  been,  according  to  Mr.  Sands's  statement 
to  him,  in  payment  of  a  bribe  to  Shipping  Board  officials.  He  told 
me  the  names  of  the  officials  who  were  said  to  have  been  involved, 
and  he  mentioned  Mr.  R.  Wilmer  Boiling,  and  I  believe  he  mentioned 
Mr.  Lester  Sisler. 

I  then  went  to  Mr.  Sands  in  Washington.  I  first  went  to  the  Com- 
mercial National  Bank  in  AVashington  and  asked  for  the  president  of 
the  bank.  I  was  referred  to  one  of  the  other  officials,  I  believe  the 
cashier,  who  said, ''  You  can  not  find  Mr.  Sands  here;  he  is  no  longer 
connected  with  the  bank,  but  you  can  find  him  in  the  Evans 
Building." 
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I  went  to  the  Pivans  Building:  with  Mr.  Schwarzkopf  and  found 
Mr.  Sands.  ^Vhen  we  entered  the  room  1  said  to  him,  without  in- 
troducing myself  or  Mr.  Schwarzkopf,  "  Mr.  Sands,  I  want  all  the 
information  you  have  concerning;  those  Wallace  Downe)*^  notes." 
"My  God,"  he  said,  "is  that  comin<^  out  now?  "  I  said,  "I  don't 
know  that  it  is  necessary  that  it  come  out.  I  want  the  truth  about 
it."  "  Well,"  he  said,  "look  at  the  people  involved."  "  I  said, "  Well, 
never  mind  the  people  involved.  How  about  yourself?  How  did 
you  hypothecate  those  notes?     To  whom  was  the  money  paid  ?  " 

Then  he  told  me  how  the  notes  had  been  hy|X)thecated  in  the 
Tacoma  Park  Bank  and  this  trust  comi)any  in  Connellsville,  Pa., 
and  how  the  proceeds  were  divided,  naming  R.  Wilmer  Boiling, 
Lester  Sisler,  a  man  by  the  name  of  Cranor,  and  himself. 

After  discussing  the  details  and  making  notes  of  Mr.  Sands's  state- 
ments I  asked  him  if  he  would  reduce  tliem  to  affidavit  form.  He 
said,  "  Yes,  if  you  will  piei>are  the  affidavit.  I  am  sick  of  this,  but 
if  it  comes  out  I  am  ruined,  because  on  June  1  I  am  to  go  away  to 
New  York  to  accept  a  new  position.  I  have  l)een  under  fire  down 
here ;  trouble  with  the  Comptroller  of  the  Currency  and  the  Depart- 
ment of  Justice,  and  I  have  got  all  that  thing  fixed  up  so  that  there 
will  be  no  more  come  out  of  it,  and  now  this  thing  comes  and  it 
throws  me  all  back  again."  And  he  said,  "  I  would  like  to  save  Mr. 
Boiling,  who  is  a  friend  of  mine  and  lives  next  door."  I  said, "  Well, 
Mr.  Sands,  we  will  make  this  as  plain  a  statement  as  possible  and 
embody  in  it  just  what  you  said,  without  going  into  painful  details." 

We  went  to  an  office,  I  do  not  know  whose  office  it  was — Mr. 
Schwarzkopf  can  throw  light  upon  that — a  lawyer's  office  in  Wash- 
ington— and  there  from  our  notes  we  prepared  this  affidavit  and 
returned  to  Mr.  Sands  with  it.  Mr.  Sands  took  the  affidavit  and  he 
began  to  read.  There  were  some  places  that  we  left  blank  for  him 
to  fill  out,  and  with  his  pen  he  entered  in  the  blank  the  information 
that  we  wanted  to  be  very  certain  about  as  regards  dates  and  so  on, 
and  then  he  said,  "  There  is  one  paragraph  here  that  is  not  quite 
right.  I  think  that  had  better  be  corrected."  And  he  corrected  it; 
he  scratched  it  out  and  he  wrote  on  the  margin  the  correction.  And 
so  on  all  through,  even  to  the  correction  of  spelling.  After  he  had 
got  down  to  the  last  paragraph  he  said,  "  You  are  not  investigators 
of  the  Walsh  committee."  We  said,  "  Xo :  we  never  said  so." 
"  Well,"  he  said,  "  I  see  you  are  a  newspaper  man.  That  makes  it 
worse,.  I  won't  sign  anything  like  this  now  until  I  consult  with  my 
attorney."     He  said,  "Will  you  go  outside  until  I  get  my  attorney?" 

Mr.  Schwarzkopf  and  I  went  into  the  other  room — there  were  two 
rooms  in  this  suite — with  this  paper.  I  said  to  Schwarzkopf,  "I 
don't  believe  he  will  sign  that.  We  better  ^et  that  over  to  the  Ship- 
ping Board  immediately,  while  we  are  waiting  here  for  the  attorney." 
We  went  to  the  Shipping  Board  and  we  saw  Mr.  John  T.  Meehan 
and  othei's — I  believe  Mr.  Norton  and  Mr.  Hart — and  laid  this  be- 
fore them,  and  Mr.  Meehan  sent  us  down  to  the  photostat  depart- 
ment with,  I  think  Mr.  Hart,  and  there  the  original  document  was 
photostated,  one  copy  was  reserved  for  the  files  of  the  Shipping 
board,  a  copy  was  given  to  me,  and  one  copy  was  given  to  Mr. 
Schwarzkopf.  This  is  the  original  copy  given  to  me,  which  I  sub- 
sequently turned  over  to  Mr.  Fisher. 
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When  we  returned  to  the  office  of  Mr.  Sands  there  was  loud  con- 
versation going  on  in  the  other  room ;  they  had  not  yet  come  out  for 
us;  and  we  remained  in  that  anteroom,  with  Mr.  Sands's  stenog- 
rapher, who  in  the  meantime,  was  making  copies  of  the  carbon  copy 
of  this,  without  the  corrections,  for  perhaps  a  half  an  hour.  Finally, 
Mr.  Sands  dismissed  his  attorney  and  asked  us  to  come  into  the  other 
room,  and  he  said,  "  Mj^^  attorney  will  not  permit  me  to  sign  this." 
And  he  took  the  paper  from  my  hands,  and  I  think  destroyed  it. 
We  were  not  interested  in  the  original  paper,  because  the  record  of 
Avhat  he  had  said  was  in  the  hands  of  the  Shipping  Board. 

1  saw  Judge  (joif  about  this.  Commander  Clements,  Admiral  Ben- 
son, Secretary  Daniels,  Secretary  Meredith,  ex-Secretary  William 
G.  McAdoo,  urging  them  for  the  decency  of  public  service  to  make  a 
full  and  complete  investigation  of  these  charges,  because  they  affected 
the  President's  family,  his  brother-in-law.  I  never  made  much  head- 
wiiy,  as  far  as  getting  anything  further  done. 

The  Chairman.  Did  you  prepare  the  concluding  paragraph  of  this 
dociunent  : 

This  affidavit  is  freely  made  by  nie  with  the  desire  that  it  slmll  not  be  used 
for  newspaper  publication,  but  may  be  submitted  to  tlie  subcommittee  of  the 
House  of  Representatives. 

Mr.  McCann.  Yes,  sir.  We  had  talked  about  that,  and  I  put  aP 
that  in.  He  expressed  great  anxiety  lest  this  thing  might  come  out 
I  said  I  was  not  desirous  of  having  it  come  out  at  all ;  in  fact,  I  di(^ 
not  think  it  should  be  brought  out  until  the  officials  involved  had 
every  opportunity  to  have  the  truth  aired.  It  was  not  for  publicity 
purposes,  and  I  wanted  to  assure  you  of  that,  even  in  writing. 

The  Chairman.  At  the  time  this  was  prepared,  had  there  been  a 
libel  suit  brought  against  your  newspaper  ? 

Mr.  McCann.  Oh,  yes,  the  accusations  made  by  Mr.  E.  E.  Gano 
concerning  the  manner  in  which  Wallace  Downey  Shipbuilding  Cor- 
poration had  obtained  money  from  the  Shipping  Board  in  large 
sums,  advanced  to  it  before  any  work  was  undertaken,  had  all  been 
published  by  me,  and  the  corroborating  evidence  of  that  transaction 
was  all  so  unimpeachable  and  correct  that  it  would  have  been  a  mis- 
carriage of  justice  not  to  have  published  the  facts,  disclosing,  as  they 
did,  the  corruption  and  rescality  and  favoritism  going  on  in  the 
Shipping  Board.  We  published  that  statement,  and  Mr.  Wallace 
Downey  immediately  brought  suit  against  the  Globe,  although  he 
never  filed  a  bill  of  complaint  and  that  suit  was  a  heroic  gesture. 

The  Chairman.  Well,  has  it  ever  been  tried? 

Mr.  McCann.  Never,  nor  will  it. 

The  Chairman.  Is  it  pending? 

Mr.  McCann.  No.  He  never  filed  a  bill  of  complaint  within  the 
time  limit  of  20  days  in  which  he  was  permitted  to  do  so.  He  served 
papers  upon  the  Globe,  and  the  following  day  advertised  in  the  New 
York  papers,  including  the  New  York  Times,  that  he  had  sued  the 
(Jlobe  for  this  libel,  and  that  never  had  he  directly  or  indirectly 
given  a  bribe  to  any  public  official  of  any  kind  whatsoever.  That 
was  the  advertised  defense,  since  which  we  have  heard  no  more  about 
it.  The  (xlobe  would  have  been  very  glad  to  have  paid  his  counsel 
fees,  to  have  had  him  go  on  with  his  suit. 
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The  Chairman.  Since  that  affidavit  was  prepared  but  not  signed, 
have  you  conferred  with  any  of  the  officials  of  the  Shipping  Board 
with  reference  to  the  transaction? 

Mr.  McCann.  Yes,  with  Admiral  Benson,  with  Commander  Clem- 
ents, with  John  T.  Meehan,  with  Lieut,  or  Capt.  Norman  McLeod, 
with  investigators  Norton  and  Hart  and  Richardson  and  Fisher,  with 
the  Secretary  of  Agriculture,  Mr.  Meredith,  and  Secretary  of  the 
Navy,  Mr.  Daniels. 

The  Chairman.  No  Shipping  Board  people. 

Mr.  McCann.  Yes.    With  Judge  Goff. 

The  Chairman.  Have  they  told  yoi^  whether  or  not  any  investiga- 
tion was  being  made? 

Mr.  McCann.  No. 

The  Chairman.  Have  you  asked  whether  they  were  investigat- 
ing it? 

Mr.  McCann.  No. 

The  Chairman.  Have  you  asked  whether  they  had  the  informa- 
tion ? 

Mr.  McCann.  I  was  informed,  but  I  do  not  know  how  credibly, 
that  Admiral  Benson  had  called  Mr.  Boiling  into  his  office  and  had 
talked  with  him  about  this,  and  Mr.  Boiling 

The  Chairman.  Who  told  you  this? 

Mr.  McCann.  I  am  not  sure  whether  the  statement  was  made  by 
Mr.  Richardson  or  Mr.  Fisher,  that  Mr.  Boiling — ^ 

The  Chairman.  Well,  neither  Mr.  Goff  nor  Admiral  Benson  told 
you,  or  Mr.  Boiling  ? 

Mr.  McCann.  No.    It  was  said  that  Mr.  Boiling 

The  Chairman.  No,  never  mind,  I  do  not  care  what  somebody  else 
told  you,  unless  it  was  in  this  matter. 

Mr.  M.cCann.  Well,  I  do  not  know. 

The  Chairman.  Did  you  ever  talk  with  Mr.  Boiling  about  this? 

Mr.  McCann.  No. 

The  Chairman.  Have  you  ever  talked  with  Mr.  Sands  about  it 
since? 

Mr.  McCann.  This  morning. 

The  Chairman.  Only  this  morning? 

Mr.  McCann.  Yes. 

The  Chairman.  Have  you  ever  talked  with  any  of  the  bank 
officials  since  ? 

Mr.  McCann.  No. 

The  Chairman.  Have  you  ever  talked  with  any  of  the  Downey 
Shipbuilding  officials  since? 

Mr.  McCann.  No. 

The  Chairman.  Did  you  get  the  information  contained  in  this 
unsigned  paper  from  anybody  else  except  Mr.  Sands  ? 

Mr.  McCann.  Part  of  it,  yes;  part  of  it. 

The  Chairman.  From  whom  else? 

Mr.  McCann.  Mr.  Fuller  told  me  that  those  notes  had  been  in  his 
possession.  I  did  not  know  much  about  the  notes,  except  that  Mr. 
feolling's  name  had  been  mentioned.  Then  I  went  to  Mr.  Sands 
for  the  purpose  of  having  that  statement  corroborated,  and  he  threw 
further  light  upon  the  statement  by  giving  me  the  details,  some  of 
which  have  been  put  to  the  proof  by  Mr.  Kisher,  I  understand  from 
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his  testimony,  through  these  aflidavits  from  the  banking  officials,  so 
that  checks  up  on  the  information  that  Mr.  Sands  gave  me  and  which 
I  in  turn  gave  Mr.  Fisher,  as  to  the  accuracy  of  these  transactions, 
the  names  of  the  banks  and  the  dates  when  the  notes  were  hypothe- 
cated, and  the  amount  involved,  $40,000. 

The  Chairman.  Have  you  any  questions,  Mr.  Kelley  ? 

Mr.  Kelley.  Mr.  McOann,  the  proof  of  this  would  involve  the 
necessity  of  hearing  probably  some  of  the  parties  to  this  transaction, 
would  it  not? 

Mr.  McCann.  I  understand  Mr.  Sands  is  here  now.  I  saw  him 
there  a  minute  ago. 

The  Chairman.  But  that  does  not  answer  Mr.  Kelley's  question^ 
Mr.  McCann.  The  proof  of  these  charges  would  involve  calling 
some  of  the  parties  involved  in  them,  would  it  not? 

Mr.  Kelley.  That  is  to  say,  the  proof  obtainable  from  parties 
other  than  these  would  not  be  sufficient,  perhaps,  to  establish  the 
truth  of  these  charges ;  in  other  words,  do  you  think  that  it  could 
be  proven,  from  your  investigation  of  it,  without  calling  Mr.  Sands 
or  Mr.  Boiling  or  Mr.  Cranor,  or  whoever  it  is. 

Mr.  McCann.  Well,  the  complexion  of  these  notes  is  not  a  very 
healthy  complexion. 

Mr.  Xelley.  No. 

Mr.  McCann.  The  ^ery  fact  that  money  did  pass  and  somebody 
got  money,  and  Mr.  Sands  says  this  is  what  he  did  with  the  money, 
is  as  positive  as  the  grave. 

Mr.  Kelley.  You  see  what  I  am  getting  at  is  this,  Mr.  McCann. 
If  what  is  set  up  here,  or  what  you  think  the  facts  are,  could  be 
proven  without  the  use  of  any  of  these  parties,  why  that  probably 
would  be  the  duty  of  the  committee,  to  proceed  along  that  line. 

Mr.  McCann.  I  think  so,  because  I  oelieve  if  they  are  brought 
here,  they  get  an  automatic  immunity  bath,  do  the^^  not  ? 

Mr.  Kelley.  Well,  I  am  not  quite  sure  how  far  that  goes,  but  the 
question  always  arises. 

Mr.  McCann.  Mr.  Sands  spoke  to  me  about  that  himself,  last 
Ma}^  and  he  was  considering  the  advisability  or  expediency  of 
coming  before  the  Walsh  Committee  for  the  purpose  ox  getting  an 
immunity  bath,  so  that  he  could  tell  it  all. 

Mr.  K'elley.  You  can  readily  see  that  the  committee  would  not, 
I  suppose,  speaking  for  committees  generally,  no  committee  would 
bo  anxious  to  do  a  thing  of  that  sort. 

Mr.  McCann.  I  am  quite  sure  of  that. 

Mr.  Kelley.  And  if  there  were  other  methods  of  proving  it, 
which  further  investigation  might  bring  forth,  it  would  be  unwise, 
would  it  not,  to  call  any  of  these  parties? 

Mr.  McCann.  I  think  so,  Congressman.  I  think  the  integrity  of 
the  committee's  purpose  has  been  clearly  established  by  what  has 
been  already  done. 

Mr.  Kei^ley.  Do  3^ou  think,  if  the  proper  investigation  was  put 
upon  this  whole  matter,  that  the  truth  of  these  charges  could  be 
sustained  without  calling  Mr.  Sands;  or  if  not,  that  fact  wquld  then 
be  determined  and  then  the  committee  could  determine  whether  Mr. 
Sands  should  be  called  or  not  ? 

Mr.  McCann.  You  are  asking  me  for  a  personal  opinion.  I  have 
a  very  strong  conviction  that  with  respect  to  Mr.  Sands,  even  though 
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he  should  get  immunity  in  this  transaction,  he  should  be  called,  be- 
cause there  are  other  matters  not  yet  disposed  of  in  which  he  is  con- 
nected and  which  are  so  directly  related  to  this  that  now,  while 
he  is  living  and  capable  of  telling  the  committee  whether  or  not  he 
deliberately,  with  full  consideration  of  what  he  was  doing,  intro- 
duced those  changes  in  his  own  handwriting.  I  think  that  fact 
should  be  established  before  the  committee.  He  is  only  a  go-between 
anyhow;  in  this  particular  transaction  he  is  hardly  a  principal. 
He  admits  he  simply  acted  as  an  instrument  to  obtain  this  great 
favor  for  the  Downey  Corporation,  through  his  friend  on  the  Ship- 
ping Board,  Mr.  Boiling,  and  that  the  consideration  was  $40,000, 
to  be  divided  up  as  he  describes  it  there. 

Mr.  E^elLey.  He  would  be  a  part  of  a  conspiracy  to  defraud  the 
Government,  would  he  not? 

Mr.  McCann.  Yes;  surely, 

Mr.  KelIaEY.  This  is  a  new  matter  to  me,  Mr.  Chairman.  I  never 
had  heard  of  this  until  this  morning.  I  do  not  know  how  much 
consideration  you  have  given  to  the  question  of  what  witnesses  should 
be  called  to-day. 

The  Chairman.  Have  you  any  further  questions  from  Mr. 
McCann  f 

Mr.  Kelley.  No.  I  was  trving  to  get  from  Mr.  McCann,  because 
he  has  given  this  a  good  deal  of  consideration,  whether  in  his 
opinion 

Mr.  McCann.  I  think  Mr.  Sands  should  be  called.  I  do  not  care 
about  the  others ;  I  think  Mr.  Sands  should  be  called,  because  he  has 
been  connected  with  this  from  the  beginning,  and  there  is  a  state- 
ment that  he  made  freely  and  voluntarily,  and  he,  at  least,  should 
identify  it  and  describe  the  conditions  under  which  it  was  obtained 
from  him  now.  I  do  not  know  what  statements  may  be  made  here- 
after to  explain  this  away. 

The  Chairman.  The  committee  will  take  recess  for  10  minutes. 

(At  this  point  the  committee  took  a  short  recess.) 

The  Chairman.  Mr.  Tucker  K.  Sands. 

TESTIHONT  OF  MB.  TUCEEB  K.  SANDS. 

(The  witness  was  duly  sworn  by  the  chairman.) 

The  Chairman.  What  is  your  name,  Mr.  Sands? 

Mr.  Sands.  Tucker  K.  Sands. 

The  Chairman.  Where  do  you  reside? 

Mr.  Sands.  At  44  West  Forty-fourth  Street,  New  York  City. 

The  Chairman.  What  is  your  business,  Mr.  Sands? 

Mr.  Sands.  I  am  manager  for  a  brokerage  concern. 

The  Chairman.  What  concern? 

Mr.  Sands.  Halsted  &  Harrison. 

The  Chairman.  Did  you  formerly  reside  in  Washington? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  What  was  your  business  in  Washington? 

Mr.  Sands.  Well,  for  the  last  two  years  I  have  been  out  of  business. 
Formerly  I  was  cashier  of  the  Commercial  National  Bank. 

The  Chairman.  Are  you  under  indictment  for  some  offense,  Mr. 
Sands? 
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Mr.  Sands.  Yes,  sir. 

The  Chairman.  What  offense  is  that? 

Mr.  Sands.  I  am  under  indictment  for  allowing  a  company  to  over- 
draw, in  which  I  w^s  interested— a  shipping  company. 

The  Chairman.  What  company  was  it? 

Mr.  Sands.  It  was  the  General  Shipbuilding  &  Aero  Co. 

The  Chairman.  Has  the  case  ever  oeen  tried? 

Mr.  Sands.  No,  sir. 

The  Chairman.  Have  you  tried  to  have  it  settled  without  coming 
to  trial  ? 

Mr.  Sands.  I  have  tried ;  yes,  sir. 

The  Chairman.  Is  it  being  handled  by  the  Department  of  Justice 
at  Washington? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  Do  you  recall  having  conferred  with  Mr.  McCann 
and  Mr.  Schwarzkopf  with  reference  to  certain  transactions  relating 
to  the  Downey  Shipbuilding  Co.  and  certain  liotes? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  Will  you  look  at  that  photostat  copy  [handing 
witness  paper"] ,  and  state  whether  or  not  that  appears  to  be  a  photo- 
graph of  a  form  of  affidavit  which  was  presented  to  you  for  signature? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  When  first  did.  you  meet  Mr.  McCann  or  Mr. 
Schwartzkopf  ?  / 

Mr.  Sands.  I  think  it  was  last  May,  the  date  of  this  [examining 
paper].     It  was  about  May,  1920. 

The  Chairman.  Whom  Sid  they  represent  themselves  to  be  ? 

Mr.  Sands.  One  said  he  was  with  the  Globe  and  the  other  with  the 
American,  newspapers. 

The  Chairman.  Did  they  state  that  they  had  any  connection  with 
this  committee? 

Mr.  Sands.  Yes;  thejr  said — ^they  did  not  say  they  had  any  con- 
nection with  the  committee,  but  said  that  they  wanted  to  present 
some  information  to  the  committee. 

The  Chairman.  Did  you  give  them  the  information  contained  in 
this  document? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  Of  which  this  is  a  copy? 

Mr.  Sands.  Yes,  sir.  I  have  not  read  it  over  recently  and  some  of 
the  facts  may  be  just  a  little  different.     I  have  not  read  it  over  since. 

The  Chairman.  I  wish  you  would  look  at  that  and  take  time  to 
read  it  over,  and  state  whether  these  insertions  in  writing  are  in  your 
handwriting,  and  whether  that  is  a  copy  of  the  document  that  was 
prepared  for  your  signature. 

Mr.  Sands  (after  examining  paper).  YeSj  sir. 

The  Chairman.  This  is  the  document,  is  it  ? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  Why  did  you  not  sign  it? 

Mr.  Sands.  Because  I  talked  with  my  counsel.  I  thought  the 
matter  was  serious ;  I  talked  with  my  counsel,  and  he  advised  me  not 
to  sign  it. 

The  Chairman.  Who  is  your  counsel? 

Mr.  Sands.  Mr.  Peyton  Oordon,  of  Washington. 
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The  Chairman.  Did  Mr.  McCann  and  Mr.  Schwartzkopf  come  to 
your  office  with  the  affidavit  and  ask  you  to  sign  it,  and  you  told 
them  to  wait  until  you  could  confer  with  your  attorney? 

Mr.  Sands.  \  es,  sir. 

The  Chairman.  Did  you  confer  with  your  attorney? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  And  did  you  tell  Mr.  McCfinn  later  that  you 
would  not  sign  it? 

Mr.  Sands.  Yes,  sir.  v 

The  ChairxMan.  What  did  you  do  with  it? 

Mr.  Sands.  I  think  I  have  the  old  affidavit  at  home;  I  did  not 
destroy  it. 

The  Chairman.  You  did  not  destroy  it? 

Mr.  Sands.  No. 

The  Chairman.  Do  you  know  Mr.  John  Cranor? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  Who  was  he? 

Mr.  Sands.  Well,  he  is  a  promoter,  a  man  whom  I  have  known  for 

^ea^s,  living  in  Eichmond,  Va.,  and  he  represented  the  Downey  Ship- 
uilding  Co.  at  that  time. 

The  Chairman.  Do  you  know  Mr.  Frank  Fuller? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  Who  was  he? 

Mr.  Sands.  He  was  president  of  the  Columbia  Hotel  Supply  Co., 
one  of  Armour's  companies  in  Washington. 

The  Chairman.  Do  you  know  Mr.  William  Murtaugh? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  Who  is  he? 

Mr.  Sands.  Mr.  William  Murtaugh  was — I  really  do  not  know 
what  his  occupation  was,  but  when  my  indictment  was  under  way 
he  came  to  me  through  Mr.  Fuller  and  tried  to  have  it  quashed.  I 
do  not  know  him  any  further. 

The  Chairman.  I)o  you  know  Mr.  Musher  ? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  Who  is  he? 

Mr.  Sands.  He  is  president  of  the  Pompeian  Oil  Co. 

The  Chairman.  Where  does  he  live? 

Mr.  Sands.  He  lives  in  Washington,  with  an  office  in  Baltimore. 

The  Chairman.  Were  you  connected  at  all  with  the  Tacoma  Park 
Bank? 

Mr.  Sands.  I  was  a  director;  yes,  sir. 

The  Chairman.  Were  vou  at  all  connected  with  the  Title  & 
Trust  Co.  of  Connellsville'? 

Mr.  Sands.  No,  sir. 

The  Chairman.  Do  you  know  Mr.  I.«ester  Sisler? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  Do  you  know  Mr.  R.  Wilmer  Boiling? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  Did  you  give  Mr.  McCann  and  Mr.  Schwarzkopf 
the  information  upon  which  this  affidavit  was  subsequently  drawn? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  Where  were  you  when  you  gave  them  that  ? 

Mr.  Sands.  I  was  in  my  office  in  Washington. 
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The  Chairman.  Are  you  willing  to  state  here  now,  on  your  oath, 
that  the  statements  contained  in  this  photostat  copy  of  the  affidavit 
which  was  presented  to  you  for  signature,  are  true  ? 

Mr.  Sands.  Yes ;  with  one  thing  that  I  would  have  to  look  up,  and 
that  is  whether  I  paid  Mr.  Boiling  any  of  the  proceeds  of  these 
notes. 

The  Chairman.  Don't  you  know  you  never  paid  him  a  cent? 

Mr.  Sands.  I  don't  recall  that  T  did  pay  him  on  this  deal;  I  don't 
think  I  did. 

The  Chairman.  Did  you  ever  have  any  talk  with  him  about  the 
payment  of  the  proceeds  of  these  notes? 

Mr.  Sands.  No,  sir. 

The  Chairman.  Did  you  ever  have  any  talk  with  anybody  entering 
into  an  arrangement  whereby  he  was  to  receive  the  proceeds  of  any 
of  these  notes? 

Mr.  Sands.  Do  you  mean  did  I  talk  to  him? 

The  Chairman.  Or  anybody  representing  him?^ 

Mr.  Sands.  I  talked  to  him  in  the  first  instance. 

The  Chairman.  When  was  that? 

Mr.  Sands.  Well,  it  was  about  the — I  think  it  must  have  been  about 
M^,  1917 ;  something  like  that.     I  can  not  recall  the  dat^s. 

The  Chairman.  And  where  was  that  talk  had? 

Mr.  Sands.  In  my  rooms  at  the  Willard  Hotel. 

The  Chairman.  Was  he  then  connected  with  the  Shipping  Board! 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  What  was  that  talk? 

Mr.  Sands.  Well,  the  talk  was  a  general  one;  if  we  got  this  con- 
tract he  was  to  share  in  the  proceeds,  that  is  all. 

The  Chairman.  If  we  got  the  contract;  if  who  got  the  contract? 

Mr.  Sands.  Well,  if  I  used  my  influence  to  get  him  the  contract, 
that  is  all. 

The  Chairman.  You  said  your  influence  with  whom? 

Mr.  Sands.  I  saw  Mr.  Sisler  and  Mr.  Boiling ;  they  were  the  ones 
I  introduced  to  Mr.  Cranor,  and  Mr.  Cranor  was  the  representative 
of  Mr.  Downey. 

The  Chairman.  Don't  vou  know,  as  a  matter  of  fact,  that  Mr. 
Boiling  and  Mr.  Sisler  did  not  have  anything  to  do  with  the  award- 
ing of  contracts  in  the  Shipping  Board  ? 

Mr.  Sands.  Yes. 

The  Chairman.  Then  how  did  you  expect  to  get  a  contract  bv 
using  your  influence  with  two  men  who  had  nothing  to  do  with 
awarding  contracts? 

Mr.  Sands.  I  can  not  answer  that. 

The  Chairman.  You  can  not  answer  it? 

Mr.  Sands.  No. 

The  Chairman.  Did  you  ever  receive  a  letter  from  Mr.  Boiling? 

Mr.  Sands.  I  do  not  recall  any  letter  from  him. 

The  Chairisian.  Do  you  know  whether  or  not  Mr.  Boiling  ever 
sold  a  dwelling  house  to  Mr.  Downey,  or  some  member  of  the  Downey 
hhipbuilding  Corporation  ? 

Mr.  Sands.  Not  to  my  knowledge. 

The  Chairman.  You  do  not  know  about  that  ( 

Mr.  Sands.  I  never  heard  of  it. 
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The  Chairman.  Would  you  be  surprised  to  knoAv  that  he  had  sold 
him  a  house? 

Mr.  Sands.  I  would. 

The  Chairman.  And  that  at  the  time  you  allege  these  transactions 
took  place,  he  had  not  paid  for  the  whole  of  it? 

Mr.  Sands.  I  do  not  know  anything  about  it. 

The  Chakman.  Did  he  ever  sell  you  a  house? 

Mr.  Sands.  Mr.  Boiling? 

The  Chairman.  Yes. 

Mr.  Sands.  Yes ;  he  sold  me  a  lot. 

The  Chairman.  Did  you  pay  him  for  it? 

Mr.  Sands.  I  owe  him  $900  now. 

The  Chairman.  I  show  you  this  letter  and  ask  you  if  you  ever  re- 
ceived that  letter  from  Mr.  Boiling? 

Mr.  Sands.  Well,  I  do  not  recall  it.  I  do  not  doubt  I  did,  because 
I  did  try  to  get  him  to  help  me. 

The  Chairman.  What  was  the  help  you  were  trying  to  get? 

Mr.  Sands.  I  was  under  indictment  in  regard  to  the  national  bank- 
ing act. 

The  Chairman.  You  say  you  have  no  doubt  but  that  you  received 
this  letter  from  Mr.  Boiling  ? 

Mr.  Sands.  I  have  no  doubt  I  did,  but  I  do  not  recall  it. 

The  Chairman.  The  letter  is  dated  October  18,  1918 : 

DiVrslON   iVV  (h'KKATIONS,    r.NITKI)  STATKS  SHIPlMMi   KOAHl), 

EMKIUiKNCY     Fl.KKT     CORPOKATIOX. 

WaMhififfton,  I).  C, 

Dear  Mk.  Sand.s  :  Kererrinj?  to  our  talk  last  nijjlit.  when  you  desired  to  have 
me  intervene  in  your  behalf,  I  wish  to  confirm  my  attitude  lest  there  he  rais- 
understnnding.  l»y  reason  of  the  friendship  existinjr  between  us  for  many  years,  I 
would  be  inclined  to  help  you  in  any  way  tliat  I  could,  but  1  am  sure  you  will 
aj?ree  with  me  that  to  follow  your  suj???estion  would  react  to  your  disadvantage, 
and  that  because  of  njy  relations  with  the  President  any  attempt  on  my  part  to 
Interfere  witli  the  processes  of  tlie  Deparment  of  .lustice  wtiuld  not  only  be  open 
to  serious  mlscdTlst ruction,  but  improper. 
Faithfully, 

U.  W.  HOLLING. 

Did  you  ask  him  to  intercede  with  the  Department  of  Justice? 

Mr.  Sands.  I  do  not  know  about  with  the  Department  of  Justice, 
but  I  asked  him,  owing  to  his  connection  with  the  President,  that  he 
would  see  what  influence  he  could — well,  the  matter  had  gotten  out 
of  the  Department  of  Justice's  liands,  you  understand,  and  was  in 
the  hands  of  the  court,  and  I  tried  my  best  in  every  way,  and  sug- 
gested that  it  should  be  quashed. 

The  Chairman.  What  did  you  want  him  to  do? 

Mr.  Sands.  I  wanted  him  to  have  the  people  to  review  the  case, 
and  review  it  w^itli  the  district  attorney,  and  see  if  he  could  not  get 
them  to  dismiss  it.    That  is  all  I  wanted  him  to  do. 

The  Chairman.  Did  you  think  that  was  a  proper  thing  for  any 
citizen  to  do? 

Mr.  Sands.  Well,  under  those  straits,  Congressman,  I  did  things 
possibly  that  I  ought  not  to  have  done,  but  I  was  very  anxious  to 
have  the  matter  disposed  of,  because  in  that  matter  I  felt  really  that 
I  was  badly  treated,  and  I  thought  if  they  reviewed  the  case  and 
looked  at  it  right  and  would  let  me  testify,  that  they  Mould  dismiss 
it.    It  meant  much  to  me. 
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The  Chairman.  That  was  never  done,  was  it? 

Mr.  Sands.  It  never  was. 

The  Chairman,  Now,  then,  how  did  it  happen  that  you  had  fre- 
quent conferences  with  Mr.  John  Cranor? 

Mr.  Sands.  Mr.  Cranor  was  a  man  I  had  known  for  a  number  of 
years,  and  he  represented  the  shipbuilding  company;  and  further- 
more, he  was  very  active  in  war  work  down  there  in  Washington, 
and  lived  at  the  same  hotel — from  all  those  facts  I  had  a  talk  with 
him. 

The  Chairman.  Did  vou  introduce  him  to  Mr.  Boiling  and  to  Mr. 
Sisler? 

Mr.  Sands.  Well ;  yes,  sir. 

The  Chairman.  Did  you  know  anybody  else  in  the  Shipping 
Board  ? 

Mr.  Sands.  I  don't  think  I  did. 

The  (Chairman.  Did  Mr.  Cranor  agree  to  pay  some  commissions 
to  you  ? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  Did  vou  ever  hear  him  agree  to  pay  Mr.  Boiling 
anvthing? 

Mr.  Sands.  No,  sir. 

The  Chairman.  Did  you  ever  hear  him  agree  to  pay  Mr.  Sisler 
anything? 

Mr.  Sands. 'No,  sir. 

The  Chairman.  Did  you  ever  have  any  conference  with  Mr.  Boi- 
ling and  Mr.  Sisler  and  Mr.  Cranor,  after  this  first  introduction, 
when  they  were  all  there  together? 

Mr.  Sands.  I  can  not  recall,  but  I  think  it  more  than  likely  that 

I  (lid. 

The  Chairman.  But  you  can  not  recall  it? 

Mr.  Sands.  AVell,  because  I  could  not  remember  the  interview. 
^ye  had  so  many  of  them,  you  know.  They  were  i^p  at  my  office 
almost  every  evening. 

The  Chairman.  He  was  up  there  at  your  office  nearly  every 
evening?    What  do  you  mean? 

Mr.  Sands.  Mr.  l^oUing,  Mr.  Cranor,  and  Mr.  Sisler  were  there 
very  frequently. 

Tho  Chairman.  What  were  they  doing  there? 

Mr.  Sands.  Endeavoring  to  get  contracts  similar  to  this. 

The  Chairman.  They  came  up  to  your  office  to  try  to  get  contracts 
with  the  Shipping  Board? 

Mr.  Sands.  To  discuss  them;  yes,  sir. 

The  Chairman.  To  discuss  contracts? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  You  did  not  have  anything  to  do  with  the  award- 
ing of  contracts,  did  you? 

Mr.  Sands.  Not  a  thing. 

The  Chairman.  And  Mr.  Sisler  had  nothing  to  do  with  it,  did  he  ? 

Mr.  Sands.  I  do  not  know  that  he  did. 

The  Chairman.  Mr.  Boiling  had  nothing  to  do  with  it,  did  he? 

Mr.  Sands.  He  did  not. 

The  Chair^ian.  At  that  time  he  was  a  clerk  in  the  treasurer's 
office? 
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Mr.  Sands.  Yes,  sir. 

The  Chairman.  He  was  not  even  treasurer  of  the  Shipping  Board 
then? 

Mr.  Sands.  That  is  correct. 

The  Chairman.  Did  you  ever  meet  Mr.  Downey  himself? 

Mr.  Sands.  Yes,  sir.  . 

The  Chairman.  Did  you  introduce  him  to  Mr.  Boiling  ? 

Mr.  Sands.  I  do  not  recall  whether  I  introduced  nim  or  Mr. 
Cranor  introduced  him,  but  I  think  it  likely  that  I  did  introduce 
him. 

The  Chairman.  Did  you  introduce  him  to  Mr.  Sisler  ? 

Mr.  Sands.  I  think  the  same  thing  is  true  as  to  that.  , 

The  Chairman.  How  many  times  did  you  meet  Mr.  Downey? 

Mr.  Sands.  Frecjuently,  in  Washington. 

The  Chairman.  What  about '^ 

Mr.  Sands.  He  was  very  anxious  to  get  contracts,  and  he  came 
to  me  as  a  friend  to  the  other  two  parties,  to  see  if  they  could  help 
him  in  these  matters. 

The  Chairman.  Mr.  Wallace  Downey  and  the  Downey  Shipbuild- 
ing Corporation,  or  I  mean  of  the  Downey  Sliipbuilding  Corpora- 
tion, came  to  you  to  have  you  exercise  your  influence  with  Mr.  Boiling 
and  Mr.  Sisler  to  get  contracts  with  the  Shipping  Board. 

Mr.  Sands.  Yes,- sir. 

The  Chairman.  Did  not  Mr.  Downey  know  that  Mr.  Sisler  and 
Mr.  Boiling  had  nothing  at  all  to  do  with  the  awarding  of  contracts 
by  the  Shipping  Board  ? 

Mr.  Sands.  I  suppose  he  did. 

The  Chairman.  vVell,  then,  why  was  he  spending  his  time  with 
you? 

Mr.  Sands.  I  can  not  say. 

The  Chairman.  Did  he  tell  you  ? 

Mr.  Sands.  Well,  no  more  than  what  I  have  stated. 

The  ChxVirman.  Did  he  ever  tell  you  that  he  had  gone  to  the 
proper  officials  of  the  Shipping  Board  in  an  effort  to  get  contracts 
and  could  not  get  them  ? 

Mr.  Sands.  I  think  he  did  say  so. 

The  (Chairman.  Who  did  he  s^y  he  went  to? 

Mr.  Sands.  I  can  not  recall,  fie  must  have  gone  to  the  directors 
and  officers  of  the  Shipping  Board,  but  I  do  not  know  as  to  that. 

The  Chairman.  Who  hatched  up  this  plan  just  set  forth  in  this 
document  here  with  reference  to  the  payment  of  $40,000  and  the 
division  of  the  commissions  ? 

Mr.  Sands.  Well,  the  plan  originally  was,  as  far  as  Mr.  Downey 
went,  just  to  pay  the  $40,000 ;  he  had  nothing  to  do  with  the  division. 
He  did  not  know  anything  about  it. 

The  Chairman.  Who  first  suggested  that  there  should  be  a  pay- 
ment of  $40,000? 

Mr.  Sands.  I  do  not  know  how  the  amount  was  agreed  upon,  but 
think  it  very  likely  that  Mr.  Cranor  suggested  it. 

The  Chairman.  Suggested  it  to  whom? 

Mr.  Sands.  To  Mr.  Downey. 

The  Chairman.  Who  did  Mr.  Downey  suggest  it  to? 

Mr.  Sands.  I  do  not  know. 
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The  Chairman.  When  did  you  first  learn  of  it? 

Mr.  Sands.  I  le«*irned  of  it  after  we  had  gotten  the  contract. 

The  Chairman.  After  you  had  gotten  the  contract? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  During  all  those  discussions  that  took  place  in 
your  room  with  reference  to  Mr.  Downey  getting  a  contract  with 
the  Shipping  Board,  was  there  anything  then  said  about  paying 
money  to  you  or  to  these  other  two  gentlemen  for  getting  the  con- 
tract ? 

Mr.  Sands.  Not  that  I  know  of. 

The  Chairman.  Nothing  was  said  then. 

Mr.  SANDg.  Not  that  I  know  of.-  * 

The  Chairman.  So  that  you  were  not  working  for  pay  in  trying 
to  help  this  man  get  a  contract? 

Mr.  Sands.  Not  at  that  time. 

The  Chauiman.  When  did  you  first  start  to  work  for  pay? 

Mr.  Sands.  Well,  we  expected  if  we  got  a  contract  to  get  paid. 

The  Chairman.  Who  told  you  you  would  get  paid? 

Mr.  Sands.  Mr.  Cranor. 

The  Chairman.  When? 

Mr.  Sands.  He  told  us  during  the  interviews  we  had  that  if  we 
got  it  Mr.  Downey  would  be  willing  to  pay  a  good  commission. 

The  Chairman.  Did  he  say  how  much? 

Mr.  Sands.  I  do  not  think  he  did,  not  until  afterwards. 

The  Chahjman.  Until  after  what  ? 

Mr.  Sands.  Until  after  he  got  the  contract. 

The  Chairman.  Did  you  ever  hear  him  say  a  single  word  to  Mr. 
Sisler  or  to  Mr.  Boiling  that  they  were  going  to  get  any  money? 

Mr.  Sands.  Never. 

The  Chairman.  Did  you  ever  hear  Mr.  Downey  say  that  to  them  ? 

Mr.  Sands.  No  ;  never. 

The  Chairman.  That  they  were  to  get  any  money  ? 

Mr.  Sands.  No,  sir;  never. 

The  Chairman.  Did  you  ever  tell  either  of  them,  before  the  con- 
tract was  awarded,  that  they  would  receive  some  money  ? 

Mr.  Sands.  Yes;  I  told  them,  because  we  expected  it  but  did  not 
know  how  much.    But  we  expected  ^o  get  a  commission  for  it. 

The  Chahiman.  You  told  them  before  you  knew  that  you  were  to 
receive  any  money  that  they  would  get  some  of  it? 

Mr.  Sands.  Yes ;  if  we  got  it. 

The  Chairman.  Sir? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  So.  Mr.  Cranor  came  to  Washington  and  had 
several  conferences  with  you  and  Mr.  Boiling  and  Mr.  Sisler  in  your* 
room  at  the  Willard  Hotel  ? 

Mr.  Sands.  Yes,  sir. 

The  C^iiAiRMAN.  And  you  were  to  use  your  influence  with  those 
two  gentlemen? 

Mr.  Sands.  I  simply  introduced  them;  that  is  all.  I  simply 
brought  the  parties  together. 

The  Chahiman.  What  were  you  to  get  money  for,  for  the  intro- 
duction ? 

Mr.  Sands.  Well,  I  suppose  so.    That  is  what  I  thought  at  the 

time. 
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The  Chairman.  That  is  what  3'ou  thoughts 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  When  they  told  you  you  would  get  some  money, 
or  that  Mr.  Downey  would  be  willing  to  pay  a  commission,  you 
thought  that  vou  were  to  receive  it  simply  for  introducing  Mr.  Cranor 
to  the  two  oMcials  of  the  Shipping  Board  who  had  nothing  to  do 
with  the  awarding  of  contracts  f 

Mr.  Sands.  It  was  very  difficult  in  those  times  to  tell  who  did 
award  contracts.  Of  course,  there  were  certain  people  who  awarded 
them,  but  it  was  very  hard  to  get  at  the  people  who  did  award  them. 
I  never  knew. 

The  Chairman.  Did  you  ever  go  to  anybody  in  the  Shipping 
Board  who  did  award  contracts? 

Mr.  Sands.  Never. 

The  Chairman.  Did  you  ever  go  to  anybody  who  did  award  them  ? 

Mr.  Sands.  Never. 

The  Chairman.  How  did  you  know  who  did  award  them  if  you 
never  made  an  attempt  to  find  out? 

Mr.  Sands.  I  understood  it  so. 

The  Chairman.  Who  told  you? 

Mr.  Sands.  I  could  not  tell  you. 

The  Chairman.  This  says,  "  $40,000  to  be  divided  amongst  us  in 
the  following  manner:  $25,000  to  be  paid  in  one  lot,  and  equally 
divided  in  the  sum  of  $6,250  for  each  of  the  four  of  us — Sisler,  Boi- 
ling, Cranor,  and  myself."  .  Mr.  Cranor  was  to  share  in  this  com- 
mission, too,  was  he? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  The  representative  of  Mr.  Downey? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  Was  receiving  money  from  Mr.  Downey? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  Was  to  pay  out  some  of  Mr.  Downey's  money  to 
somebody  else  and  then  was  to  share  in  it,  too? 

Mr.  Sands.  That  is  correct. 

The  Chairman.  And  you  say,  "  During  the  negotiations  Mr.  Dow- 
ney came  to  Washington.  He  ratified  the  agreement  whereby  $40,000 
compensation  was  to  be  paid."  Didn't  you  just  state  a  moment  ago 
that  you  did  not  know  how  much  you  were  to  get  until  after  the  con- 
tracts were  secured? 

Mr.  Sands.  I  think  I  did. 

The  Chairman.  Well,  is  that  true  ? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  Then  how  could  Mr.  Downey  come  to  Washinton 
and  ratify  this  contract  for  $40,000  ? 

Mr.  Sands.  He  ratified  it  afterwards. 

The  Chairman.  After  the  contract  was  secured? 

Mr.  Sands.  After  it  was  secured. 

The  Chairman.  Do  you  know  the  date  of  the  Downey  contract? 

Mr.  Sands.  I  do  not. 

The  Chairman.  Do  you  know  the  date  of  his  ratifying  the  ar- 
rangement ? 

Mr.  Sands.  I  do  not. 

The  Chairman.  Did  you  receive  the  money? 
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Mr.  Sands.  Well,  altogether  about  $25,000. 

The  Chairman.  That  you  received? 

Mr.  Sands.  Yes,  sir. 

Ihe  Chairman.  In  cash? 

Mr.  Sands.  No  ;  in  notes. 

The  Chairman.  Now,  then,  it  is  stated  here,  "  Payments  were  to  be 
made  by  notes  bearing  date  April  15,  1917."    Was  that  correct? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  And  is  that  the  date  of  the  notes  ? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  And  you  say  "  But  Mr.  Downey  insisted  that  the 
ostensible  consideration  lor  these  notes  should  be  my  services  in  pro- 
curing a  loan  of  money  for  him."    Is  that  correct? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  Did  you  procure  a  loan  for  him? 

Mr.  Sands.  Well,  I  got  some  money  from  the  bank. 

The  Chairman.  What  bank? 

Mr.  Sands.  From  the  Commercial  Bank,  which  was  approved  by 
the  committees  of  the  board,  on  a  very  favorable  arrangement  for  the 
bank,  and  in  this  way :  That  the  amount  would  be  left  on  deposit.  It 
would  really  strengthen  their  cash  position  that  they  wanted  the 
loan.  It  was  not  to  be  used  and  was  not  used  and  was  afterwards 
paid. 

The  Chairman.  Well,  lie  got  a  loan  of  $100,000? 

Mr.  fc)ANDS.  Yes,  sir. 

The  Chairman.  From  the  Commercial  National  Bank  of  Wash- 
ington? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  Which  money  was  left  there  on  deposit?  And 
was  transferred  to  the  savings  department  of  the  bank,  was  it? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  You  and  Mr.  Downey  had  a  discussion  as  to  the 
ostensible  purpose,  or  a  controversy  as  to  the  basis  upon  which  the 
$40,000  fee  was  being  paid? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  And  ho  desired  that  the  ostensible  purpose  thereof 
should  be  "  My  services  in  procuring  for  him  a  loan  of  $100,000." 

Mr.  Sands.  Yes,  sir. 

The  Chairman  (reading)  :  "But  I  pointed  out  to  him  that  I  was 
an  officer  of  the  bank,  and  as  such  could  receive  no  fee  for  such  serv- 
ice."   Did  vou  do  that  ? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  You  thought  it  was  improper  for  you  as  an  officer 
of  the  bank  to  receive  a  fee  for  service  in  getting  a  loan? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  But  you  thought  it  was  all  right  for  two  officials 
of  the  Shipping  Board  to  receive  a  fee  for  helping  get  a  contract, 
did  you? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  You  were  looking  out  for  yourself  then,  weren't 
3^ou? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  You  did  not  care  about  these  other  two  men? 
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Mr.  Sands.  Well.  I  do  care  for  them ;  I  cared  for  them  then  and 
I  care  for  them  now. 

The  Chairman.  Did  you  know  that  these  payments  were  to  be 
made  by  notes  to  these  men  ? 

Mr.  Sands.  No — well,  I  do  not  believe  I  understand  your  question. 

The  Chairman.  The  reporter  will  please  repeat  the  question. 

(Question  repeated.) 

Mr.  Sands.  No;  they  were  not.  The  notes  were  made  payable  to 
me. 

The  CnAiRMA]^.  The  notes  were  made  payable  to  you? 

Mr.  Sands.  Yes,  sir.     I  did  not  know  that  even  until  afterwards. 

The  Chairman.  You  did  not  know  that  until  afterwards? 

Mr.  Sands.  No. 

The  Chairman.  Who  did  you  think  the  notes  were  going  to  be 
made  payable  to  ? 

Mr.  Sands.  I  thought  the  payments  were  f^oing  to  be  made  in  cash. 
I  did  not  know  that  notes  were  going  to  be  given. 

The  Chairman.  How  much  did  you  actually  receive  from  Mr. 
Downey? 

Mr.  Sands.  I  think  I  got  $30,000  altogether. 

The  Chairman.  Why  didn't  you  get  the  balance  ? 

Mr.  SaI^ds.  Because  Mr.  Downey  raised  such  a  kick  about  it  that 
I  rebated — well,  gave  him  back  one  note,  and  agreed  to  rebate  five 
more. 

The  Chairman.  And  five  more  notes,  do  you  mean? 

Mr.  Sands.  No;  $5,000  more.  That  would  bring  it  down  to 
$25,000. 

The  Chairman.  You  discounted  one  of  them  at  the  Takoraa  Park 
National  Bank^  for  $10,000? 

Mr.  Sands,  x  es,  sir. 

The  Chairman.  When  did  you  discount  that  first  note? 

Mr.  Sands.  I  can  not  recall  the  date  when  it  was  discounted. 

The  Chairman.  You  state  here  that  you  never  did  agree  that  the 
compensations  were  in  any  wise  the  result  of  your  enorts  in  pro- 
curing a  loan  from  your  bank? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  (Reading)  "  Because  the  real  effect  is  that  the 
basis  of  the  payment  of  these  fees  or  commissions  represented  by 
the  $40,000,  was  our  service  in  procuring  from  the  Shipping  Board, 
through  my  connections  thereto,  the  contract  with  Downey  or  his 
corporation." 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  Did  j^ou  know  anything  about  the  Downey  Ship- 
building Co.  before  3^ou  met  Mr.  Cranor  ? 

Mr.  Sands.  I  did  not. 

The  Chairman.  How  much  money  do  you  say  Mr.  Boiling  got 
as  the  result  of  this  transaction  ? 

Mr.  Sands.  I  do  not  think  Mr.  Boiling  got  any  of  that.  That  is 
what  I  wanted  to  state,  but  I  did  not  say  it  in  there  [pointing  to  the 
form  of  affidavit].  I  do  not  think  Mr.  Boiling  got  any  of  that 
money. 

The  Chairman.  He  did  not  get  any  of  the  money  at  all  ? 

Mr.  Sands.  I  do  not  think  he  got  any. 
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The  Chairman.  Why  didn't  he  get  it? 

Mr.  Sands.  Because  he  would  not  take  it. 

The  Chairman.  He  would  not  take  it? 

Mr.  Sands.  No  ;  he  would  not  take  it. 

The  Chairman.  And  he  never  knew  that  he  was  to  get  it,  did  he? 

Mr.  Sands.  Well,  I  suppose  he  expected  to  get  it. 

The  Chairman.  Oh,  you  suppose,  but  what  do  you  know  about  it  ? 

Mr.  Sands.  I  da  not  know. 

The  Chairman.  Was  anything  ever  said  that  he  was  to  receive  any 
money  ?  ' 

Mr.  Sands.  Well,  I  can  not  say  that  there  was. 

The  Chairman.  No.    You  say  now  that  he  did  not  get  any  money  ? 

Mr.  Sands.  I  do  not  think  he  got  any  of  that. 

The  Chairman.  And  you  did  not  promise  him  any? 

Mr.  Sands.  I  think  I  prpmised  him,  sure,  that  ne  would  get  his 
part  of  the  fee  when  we  got  the  mone}\ 

The  Chairman.  What  did  he  say? 

Mr.  Sands.  I  do  not  recall  his  conversation  now. 

The  Chairman.  Well,  if  he  got  no  money,  how  came  it  that  you 
said  in  this  document  you  meant,  which  you  were  asked  to  sign,  "  It 
was  always  understood  by  Mr.  Boiling  and  among  us  that  Mr.  Soiling 
was  to  receive  $6,250  from  the  proceeds  of  the  discounts  of  the  notes, 
but  for  some  reason  he  became  worried  and  did  not  accept  the  balance 
of  the  $6,250  still  due.  I  had  in  the  meantime  advanced  to  him  in  dif- 
ferent sums  approximately  $1,800." 

Mr.  Sands.  Thiat  is  correct. 

The  Chairman.  Which  is  correct  now — what  you  say  in  this  paper 
or  what  you  have  stated  here  to  us? 

Mr.  Sands.  What  I  put  there  is  correct. 

The  Chairman.  How  did  you  give  him  $1,800? 

Mr.  Sands.  I  gave  him  as  a  loan,  up  to  that  time,  about  $1,860  or 
maybe  $1,900. 

The  Chairman.  As  a  loan? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  From  the  proceeds  of  the  money  ?* 

Mr.  Sands.  Well,  I  do  not  Know  that  it  was  from  the  proceeds  of 
that  money,  but  it  was  money  I  gave  him,  out  of  my  own  money. 

The  Chairman.  Did  you  take  a  note  from  him  for  it? 

Mr.  Sands.  No,  sir. 

The  Chairman.  You  knew  him  pretty  well,  didn't  you,  to  let  him 
have  $1,800  without  any  note  or  security  for  it? 

Mr,  Sands.  Yes,  sir. 

The  Chairman.  You  were  in  the  banking  business,  weren't  you? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  Do  you  do  that  ordinarily  with  people  you  know? 

Mr.  Sands.  Personally,  I  do. 

The  Chairman.  You  do? 

Mr.  fcjANDs.  Yes,  sir. 

The  Chairman.  Did  you  let  Mr.  Sisler  have  any  money  that  way  ? 

Mr.  Sands.  I  let  Mr.  Sisler  have — I  loaned  one  of  his  companies 
that  he  was  in,  I  think  $5,000,  and  I  think  I  gave  him  about  $5,000. 
I  can  not  say  exactly. 

The  Chairman.  What  kind  of  company  was  it  ? 
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Mr.  Sands.  It  was  a  gravel  company. 

The  Chairman.  Without  taking  a  note? 

Mr.  Sa^ds.  I  took  a  note  foi;  that. 

The  Chairman.  Oh,  you  took  a  note  in  that  case? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  Did  you  pay  this  to  Mr.  Boiling  in  one  sum? 

Mr.  Sands.  I  do  not  think  so.  I  think  I  gave  it  to  him  in  diffei^ent 
it«ms.  We  were  very  intimate,  and  if  I  had  money  at  any  time  and 
he  wanted  it  I  would  be  willing  to  let  him  have  it. 

The  Chairman.  How  old  is  Mr.  Boiling,  if  you  know? 

Mr.  Sands.  Mr.  Boiling  is  about  39  or  40  years  old.  He  is  about 
that  age. 

The  Chahw^i AN.  What  salary  were  you  getting,  Mr.  Sands,  at  that 
time? 

Mr.  Sands.  At  the  bank? 

The  Chairman.  Yes. 

Mr.  Sands.  I  was  getting  from  the  bank  about  $8,500,  and  I  had 
some  other  salaries,  too. 

The  Chairman.  Do  you  know  whether  this  is  a  copy  of  a  letter 
vou  ever  wrote  to  Mr.  McAdoo?     [Handing  witness  a  paper.] 

Mr.  Sands.  Yes,  sir ;  I  remember  this. 

The  Chairman.  Did  that  have  any  connection  with  this  trans- 
action ? 

Mr.  Sands.  No,  sir. 

The  Chairman.  That  is  another  proceeding? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  How  did  you  happen  to  be  writing  to  him 
about  it? 

Mr.  Sands.  Because  Mr.  McAdoo  was  Secretary  of  the  Treasury, 
and  my  indictment  was  under  the  comptroller's  office,  and  I  thought 
he  might  review  the  case,  and  maybe  they  would  call  it  back  to  the 
comptroller's  office. 

The  Chairman.  You  tried  to  get  him  to  intercede  in  your  behalf? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  That  was  the  purpose  of  that  letter? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  Did  Mr.  Boiling  ever  repay  you  the  $1,800  he 
borrowed  from  you? 

Mr.  Sands.  I  think  he  paid  me  back  about  $300. 

The  Chairman.  He  still  owes  you  the  balance,  then? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  If  you  had  no  note  or  other  evidence  of  that  loan, 
how  are  you  going  to  collect  it  if  he  refuses  to  pay  ? 

Mr.  Sands.  Well,  I  do  not  ever  expect  to  collect  it.  I  didn't  ex- 
pect to  collect  it  when  I  loaned  it.  1  thought  he  would  be  entitled 
to  that  as  his  part  of  the  commission. 

The  Chairman.  You  never  told  him  so,  did  you? 

Mr.  Sands.  I  hftve  never  said  anything  to  him  about  it. 

The  Chairman.  No.  You  never  told  Mr.  Boiling  that  you  loaned 
him  that  $1,800  because  he  had  $6,250  coming  to  him,  and  that  you 
were  letting  him  get  that  $1,800  on  account? 

Mr.  Sands.  I  do  not  know  that  I  told  him,  but  I  had  that  in  mind. 

The  Chairman.  You  had  that  in  your  own  mind? 
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Mr.  Sands.  Yes,  sir. 

The  Chairman.  Isn't  it  a  fact  that  R.  Wilmer  Boiling,  at  present 
treasurer  of  the  Shipping  Board,  nev^r  received  a  single  penny  from 
you  or  from  anybody  else  to  help  secure  a  contract  for  the  Downey 
Shipbuilding*  Co.,  or  anybody  else,  while  he  was  in  the  employ  of 
the  Shipping  Board? 

Mr.  Sands.  I  don't  think  he  did,  no. 

The  Chairman.  Yet  you  signed  this  affidavit- — 

Mr.  Sands  (interposing).  No;  I  never  signed  it. 

The  Chairman.  Well,  you  agreed  to  this  affidavit,  and  were  pre- 
pared to  sign  it  until  advised  by  your  lawyer  not  to  do  so,  stating 
that  "  Mr.  Boiling  was  to  receive  $6,250  of  the  proceeds  of  the  dis- 
count of  the  note,  and  that  he  became  worried  and  did  not  accept 
the  balance,"  but  you  had  in  the  meantime  advanced  to  him  in  differ- 
ent sums  $1,800.  Those  advances  were  loans  and  had  nothing  to 
do  with  the  Downey  contract ;  wasn't  that  so  ? 

Mr.  Sands.  In  the  final  analysis  it  was. 

The  Chairman.  You  never  told  him  when  he  asked  for  a  loan  of 
money :  I  will  let  you  have  $500,  or  whatever  sum  it  was,  and  when 
we  settle  up  on  the  Downey  matter  we  will  take  it  from  what  is  com- 
ing to  you. 

Mr.  Sands.  I  don't  think  we  ever  had  that  conversation. 

The  Chairman.  Or  anything  like  that? 

Mr.  Sands.  No,  sir. 

The  Chairman.  There  was  nothing  said  with  reference  to  Mr. 
Boiling,  by  him  to  you  or  by  you  to  him,  that  he  was  to  receive  any 
payment  or  commission  in  connection  with  the  Downey  contract, 
was  there  ? 

Mr.  Sands.  Well,  I  have  outlined  that.  In  the  original  case  there 
was;  that  he  was  to  <^et  his  part  when  we  divided  it.    That  was  all. 

The  Chairman.  Y(ni  said  there  was  an  understanding? 

Mr.  Sands.  Well,  I  will  say  so,  that  there  was  an  understanding, 

then. 

The  Chairman.  Did  he  say  anything  to  you  that  indicated  to  yoii 
that  he  understood  it  ? 

Mr.  Sands.  Well,  my  recollection  is  that  he  did. 

The  Chairman.  Well,  when,  where,  and  what  was  said? 

Mr.  Sands.  Well,  T  can  not  recall.  That  Avas  a  conversation  that 
occurred,  but  it  was  distinct  between  us  at  the  time,  or  among  us, 
T  mean. 

The  Chairman.  T  see.  Have  you  had  any  controversy  or  difficulty 
with  Mr.  Boiling? 

Mr.  Sands.  No,  sir. 

The  (Chairman.  Are  you  on  friendly  terms  with  him  still? 

Mr.  Sands.  I  think  so.    I  am  frienclly  with  him. 

The  Chairman.  When  did  you  last  see  him  ? 

Mr.  Sands.  I  have  not  seen  him  for  about  six  months. 

The  Chairman.  When  were  you  last  in  Washington? 

Mr.  Sands.  Well,  I  was  there  in  September. 

The  Chairman.  September  of  this  year? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  Did  you  go  to  see  him  at  that  time? 

Mr.  Sands.  No,  sir. 
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The  Chairman.  Did  you  get  any  message  from  him? 

Mr.  Sands.  No. 

The  Chairman.  Did  any  of  the  investigatoi-s  of  the  Shipping 
Board  come  to  see  you  with  reference  to  this  matter? 

Mr.  Sands.  No. 

The  Chairman.  Sir? 

Mr.  Sands.  No,  sir. 

The  Chaiuman.  Did  any  other  agent  of  the  Government,  of  the 
Department  of  Justice  or  of  the  Treasury  Department,  come  to  see 
you  about  it? 

Mr.  Sands.  No,  sir. 

The  Chairman.  Have  you  told  this  story  to  anyl>ody  else  besides 
Mr.  McCann  and  Mr.  Schwarzkopf? 

Mr.  Sands.  No,  sir. 

The  Chairman.  Did  you  hear  Mr.  McCann  testify  this  morning? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  Has  he  stated  substantially  what  took  place  be- 
tween you  and  him  ? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  Did  you  tell  hinoPwhen  he  went  to  see  you  at  the 
bank  or  at  your  office,  or  did  you  express  some  anxiety  about  this 
matter  becoming  knoWn?  ^ 

Mr.  Sands.  Yes,  sir;  because  I  had  had  so  much  trouble,  and  I  was 
trying  to  get  on  my  feet  again,  and  everything,  as  everybody  knows, 
that  goes  into  the  newspapers,  ruins  one.  I  would  rather  it  would 
not  be  mentioned,  was  the  situation.  That  was  the  only  thing.  I 
would  not  otherwise  mind  telling  it. 

The  Chairman.  How  would  you  expect  that  the  Downey  Ship- 
building Corporation,  a  big  concern,  having  a  contract  with  the  Ship- 
ping Board  for  the  construction  or  ships,  knowing  that  their  books 
were  being  subject  to  audit  by  the  Shipping  Board,  and  your  having 
reason  to  know  that,  could  issue  notes  to  you,  which  you  subsequently 
discounted,  without  some  inquiry  being  made  into  the  purpose  of 
those  notes. 

Mr.  Sands.  Well,  I  thought  they  would  see  the  charges  on  their 
books,  as  far  as  that  goes ;  I  thought  tliey  would  see  the  charges  on 
their  books,  but  I  thouglit  it  was  a  legitimate  proposition  at  the  time. 

The  Chairman.  Were  they  the  notes  of  the  company  or  the  per- 
sonal notes  of  Mr.  Downev? 

Mr.  Sands.  They  were  his  personal  notes. 

The  Chairman.  Oh,  they  were  the  personal  notes  of  Mr.  Downey? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  They  were  not  the  notes  of  the  corporation? 

Mr.  Sands.  No,  sir. 

The  Chairman.  Was  Mr.  Downey  the  treasurer  of  the  company? 

Mr.  Sands.  He  was  the  president. 

The  Chairman.  What  took  pla/e  in  this  interview  with  Mr.  Boil- 
ing on  the  night  of  October  17, 1918,  when  lie  says  in  his  letter  "  Re- 
ferring to  our  talk  last  night  when  you  desired  me  to  intervene  in 
your  behalf.  I  wish  to  confirm  my  attitude  lest  there  be  misunder- 
standing." This  letter  being  dated  October  18,  1918,  what  took  place 
at  that  interview  ? 

Mr.  Sands.  It  was  a  heart-to-heart  talk  with  him  to  see  if  he  could 
not  influence  the  district  attorney  or  anybody  to  review  the  case,  and 
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not  to  try  it  at  the  time,  and  to  discuss  it  on  its  merits,  and  see  if 
it  could  be  dismissed.  I  thought  he  in  his  position  would  be  in  a 
position  to  get  a  better  hearing  that  I  would. 

The  Chairman.  You  were  asking  Mr.  Boiling,  by  reason  of  his 
relationship  to  the  President  of  the  United  States,  to  intercede  in 
your  behalf  ? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  Did  you  refer  to  this  other  transaction  that  night  t 

Mr.  Sands.  I  do  not  recall  referring  to  it. 

The  Chairman.  Wliat  was  that  answer? 

Mr.  Sands.  I  do  not  recall  referring  to  it  then.  We  were  very  inti- 
mate, and  lived  next  door,  but  I  do  not  recall  referring  to  it  at  all. 

The  Chairman.  You  had  other  matters  on  your  mind  about  that 
time  ? 

Mr.  Sands.  Yes. 

The  Chairman.  You  had  gotten  into  difficulty  with  the  law  ? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  And  were  seeking  assistance  to  get  out? 

Mr.  Sands.  Yes,  sir ;  that  is  right. 

The  Chairman.  You  were  not  worrying  very  much  about  thi» 
other  matter,  this  Downey  matter? 

Mr.  Sands.  No  ;  I  was  not  worrying  at  all  about  that. 

The  Chairman.  Had  you  received  any  money  at  that  time? 

Mr.  Sands.  I  do  not  think  we  had  gotten  any  money? 

The  Chairman.  That  was  on  October  18th,  1918  ? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  Did  you  know  that  a  note  of  Wallace  Downey's^ 
indorsed  by  you,  was  discounted  by  the  Tacoma  Park  Bank  on  June 
7,1918? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  You  had  gotten  that  money,  hadn't  you  ? 

Mr.  Sands.  We  had  gotten  that  $10,000 ;  yes,  sir. 

The  Chairman.  That  was  $10,000  that  was  sent  to  the  Hanover 
National  Bank  of  New  York  for  collection,  that  note  was  ? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  How  was  it  that  this  note,  which  was  dated  March 
15, 1918,  was  not  discounted  until  June? 

Mr.  Sands.  I  do  not  know  except  that  it  ran  for  a  long  time.  It 
was  a  six  months  note. 

The  Chairman.  It  was  a  six-months  note? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  In  this  form  of  affidavit  you  say  the  understand- 
ing was  that  the  notes  were  to  be  dated  April  16, 1917? 

Mr.  Sands.  1917,  is  it  ? 

The  Chairman.  Yes. 

Mr.  Sands.  Well,  maybe  I  have  the  wrong  year,  then,  but  it  ought 
to  be  1918.    I  think  now  it  is  1917. 

The  Chairman.  That  is  what  this  other  says,  and  yet  the  note  for 
$10,000  is  dated  March  15, 1918  ? 

Mr.  Sands.  Well,  I  am  wrong  on  the  year,  that  is  all.  It  ought  to 
have  been  a  year  later,  1917  instead  of  1918. 

The  Chairman.  One  says  April  15. 1917,  this  document  which  vou 
did  not  sign. 
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Mr.  Sands.  Well,  I  put  that  down  from  memory  at  the  time.  I 
did  not  refer  to  any  books  at  all,  and  I  thought  it  was  1917,  but  it 
may  have  been  1918,  and  I  think  it  was  March,  1918 ;  I  think  that  was 
correct. 

The  Chairman.  On  October  26  another  note  of  $10,000,  dated 
March  15,  1918,  and  due  March  15,  1918,  indorsed  by  you,  was  dis- 
counted. 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  At  the  Tacoma  Park  Bank? 

Mr.  Sands.  I  think  that  is  right. 

The  Chairman.  That  is  just  a  few  days  after  this  interview  with 
Mr.  Boiling? 

Mr.  Sands.  That  is  right. 

The  Chairman.  Did  you  offer  Mr.  Boiling  any  money  to  inter- 
cede with  the  authorities  in  your  behalf? 

Mr.  Sands.  No,  sir. 

The  Chairman.  You  did  not  offer  to  call  off  the  loan  money  that 
you  had  made? 

Mr.  Sands.  I  did  not  make  him  any  offer  at  all.  We  were  friends, 
and  I  thought  he  would  do  it  out  of  friendship. 

The  Chairman.  But  he  didn't. 

Mr.  Sands.  I  did  not  remember  that  letter,  but  it  looks  now  like 
he  didn't.  .  I  thought  at  the  time  that  he  did. 

The  Chairman.  Did  Mr.  Downey  tell  you  at  any  time  of  the  diffi- 
culty he  had  in  getting  contracts  from  the  Shipping  Board,  or  what 
the  trouble  wasi 

Mr.  Sands.  No;  he  never  told  me. 

The  Chairman.  But  he  did  tell  you  that  he  was  willing  to  pay 
you  a  cx)mmission  for  getting  him  a  contract? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  Well,  now,  do  you  know  what  contracts  he  got? 

Mr.  Sands,  I  do  not  know.  He  got  a  number  of  boats,  but  I  do  not 
know  what  contract  it  was. 

The  Chairman.  Which  contract  did  you  get  for  him  and  for  which 
he  paid  you? 

Mr.  Sands.  The  first  contract;  but  T  do  not  know  what  the  con- 
tract was  even. 

The  Chairman.  You  do  not  know  what  it  was? 

Mr.  Sands.    No. 

The  Chairman.  You  do  not  know  how  it  was  procured?. 

Mr.  Sands.    No. 

'The  Chairman.  And  you  do  not  know  whether  it  involved  $100,000 
or  $1,000,000? 

Mr.  Sands.  No  ;  but  I  think  it  was  about  $2,000,000,  but  I  do  not 

remember. 
The  Chairman.  What  makes  you  think  that? 
Mr.  Sands.  Well,  that  is  my  recollection,  but  I  am  not  sure. 
The  Chairman.  What  did  you  get  to  confirm  your  recollection 

of  that  ? 

Mr.  Sands.  I  can  not  say,  except  that  the  figures  were  mentioned. 
But  I  did  not  pay  any  particular  attention  to  that.  I  know  that  it 
was  rather  a  large  contract,  but  I  do  not  remember  the  amount. 

The  Chair3Ian.  Did  Mr.  Sisler  or  Mr.  Boiling  ever  show  you  a 
copy  of  the  (ontract? 
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Mr.  Sani>s.  Xo,  sir ;  I  have  never  seen  it. 

The  Chairman.  Don't  you  know,  Mr.  Sands,  that  this  $40,000 
payment,  or  these  notes  which  were  paid  to  you,  were  in  connection 
with  another  transaction  entireW  and  had  nothing  to  do  with  getting 
a  contract  with  the  Shipping  Board  for  the  Downey  Shipbuilding 
Corporation  ( 

Mr.  Sands.  I  can  not  say  that  myself. 

The  Chaiiuian.  But  you/ did  say  sometliing  else  to  Mr.  McCann, 
didn't  you  ? 

Mr.  Sands.  I  think  what  I  said  to  Mr.  McCann  I  have  said  here. 
I  think  I  have  said  the  same  thing  here. 

The  Chairman.  I  am  asking  you  now  if  you  do  not  known  that 
those  notes  which  Mr.  Wallace  Downey  paid  to  you  and  which  you 
discounted,  and  which  were  sent  to  these  banks  for  collection,  were 
in  reference  to  some  other  transaction  entirely  and  had  nothing  to 
do  with  the  contract  with  the  Downey  Shipbuilding  Corporation  and 
the  Shipping  Board  ? 

Mr.^  SanDvS.  Well,  I  think  they  were  for  the  contract  and  always 
thought  so. 

The  Chairman.  Vou  thought  so? 

Mr.  Sands.  I  always  thought  so. 

The  Chairman.  You  are  not  sure  of  it  now,  are  you? 

Mr.  Sands.  No  ;  I  am  not  sure  as  to  what  Mr.  Downey  thought. 

The  Chairman.  It  may  have  been  for  something  else? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  Did  3'ou  ever  have  any  other  transactions  with  Mr. 
Downey  ? 

Mr.  Sands.  No. 

The  C^HAiRiMAN.  Any  questions,  Mr.  Kelley? 

Mr.  Keli.ey.  Just  a  few,  Mr.  Chairman. 

Mr.  Sands,  do  you  know  whether  Mr.  Downey  was  an  experienced 
shipbuilder  or  not^ 

Mr.  Sands.  Yes,  sir. 

Mr.  Kelley.  By  answering  the  question  "Y^es,  sir,"  do  you  mean 
that  you  know  or  that  he  was. 

Mr.  Sands.  Well,  I  knew  that  he  was.  T  knew  the  record  of  his 
company  as  a  shipbuilding  company,  or  his  record  rather  as  a  ship- 
builder, for  years,  and  he  had  been  a  shipbuilder,  according  to  his 
own  statement,  for  25  years. 

Mr.  Kelij^.y.  He  had  a  shipbuilding  yard? 

Mr.  Sands.  Yes,  sir. 

Mr.  Kelley.  Do  you  know  whether  he  was  building  ships  at  the 
time  that  you  first  formed  his  acquaintance  ? 

Mr.  Sands.  Yes,  sir ;  he  was  building  ships  then. 

Mr.  Kelley.  You  did  not  know  whether  he  was  in  failing  circum- 
stances or  not  ? 

Mr.  Sands.  T  never  thought  so.  From  the*  opinions  I  heard  of 
him  I  thought  he  was  doing  very  well,  and  was  a  very  reliable  ship- 
builder. 

Mr.  Kelley.  If  he  was  a  reliable  shipbuilder  and  experienced  in 
the  business  and  had  a  yard,  why  would  he  have  any  trouble  in  get- 
ting a  contract  from  the  Government  when  they  were  very  anxious 
to  place  contracts? 
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Mr.  Sands.  I  do  not  know,  but  I  heard  a  number  of  people  say 
that  it  was  very  difficult  to  get  contracts.  I  know  that  we  had  a 
little  shipbuilding  company  down  at  Quantico,  and  we  had  some  diffi- 
cvltY  but  got  a  contract. 

Mr.  Kelley.  You  were  not  an  experienced  shipbuilder? 

Mr.  Sands.  No,  sir ;  but  I  know  or  heard  of  others  who  had  had  a 
great  deal  of  difficulty.  -'  * 

Mr.  Kelley.  Did  you  know  of  any  shipbuilding  plant  whose 
credit  was  all  right  that  had  any  trouble  in  getting  contracts,  in  April 
or  May,  1917?     ' 

Mr.  Sands.  I  can  not  say.    I  do  not  know. 

Mr.  Kelley.  As  I  understand  it,  this  transaction  goes  back  into 
1917. 

Mr.  Sands.  Well,  I  was  mixed  on  my  dates.  The  Congressman 
over  there  (pointing  to  Chairman  Walsh)  mixed  me  up  on  my  dates, 
and  I  did  not  remember  whether  it  was  1917  or  1918.  I  think  it  was 
1917.    I  believe  I  was  right  on  that  statement. 

Mr.  Kelley.  It  was  right  at  the  very  beginning  of  our  entrance 
into  the  war? 

Mr.  Sands.  Yes,  sir. 
The  Chairman.  That  was  the  time  ? 

Mr.  Sands.  Yes,  sir ;  well,  that  is  right. 

Mr.  Kelley.  An  experienced  shipbuilder,  in  good  standing,  with  a 

food  yard  and  good  credit,  and  everything  all  right,  So  far  as  you 
now,  was  willing  to  pay  you  $40,000  to  get  a  contract  from  the  Gov- 
ernment? 

Mr.  Sands.  Yes,  sir ;  I  do  not  know  what 

Mr.  Kelley  (continuing)  You  had  no  acquaintance  with  those  in 
the  Shipping  Board  who  were  letting  contracts? 

Mr.  Sands.  I  did  not  know  them  at  all. 

Mr.  Kelley.  How  did  you  expect  that  Mr.  Boiling  would  be  able 
to  help  you? 

Mr.  Sands.  Well,  he  was  there  at  the  Shipping  Board. 

Mr.  Kelley.  Why  did  you  pick  hhn  out? 

Mr.  Sands.  Well,  I  picked  him  out  on  account  of 

Mr.  Kelley  (interposing.  There  were  a  good  many  thousand  other 
clerks  down  there,  and,  as  I  understand,  he  was  a  clerk  in  the  Treas- 
urer's office. 

Mr.  Sands.  Well,  you  know,  in  Washin^n-^and  you  are  a  Con- 
gressman, I  guess— everybody  did  everything  they  could,  and  went 
to  Congressmen  to  try  to  get  them  to  help  them. 

Mr.  Kelley.  Well,  tell  what  you  know  and  not  what  you  have 
beard. 

Mr.  Sands.  Well,  everybody  did  everything  they  could  to  get  con- 
tracts. * 

Mr.  Kelley.  Who  told  you  that? 

Mr.  Sands.  Well,  I  understood  that  to  be  a  fact.  I  understood 
that  they  got  Congressmen  to  go  up  to  see  them  when  they  couldn't 

get  contracts. 

Mr.  Kelley.  What  Congressmen  did  they  get  to  go  up  to  see  the* 

Shipping  Board? 
Mr.  Sands.  I  could  not  tell  you  of  my  own  knowledge. 
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Mr.  Kelley.  I  want  you  to  testify  of  your  own  knowledge.  You 
will  be  doing  pretty  well,  if  you  do  that. 

Mr.  Sands.  I  only  heard  that  they  were  using  every  acquaintance- 
ship they  could  muster  in  to  get  contracts. 

Mr.  Kelley.  How  did  youliappen  to  pick  this  boy  out? 

Mr.  Sands.  Because  he  came  to  me  through  Mr.  Cranor,  and  Mr. 
Cranor  knerw  me.  and  I  did  what  I  could  for  him. 

Mr.  Kelley.  How  did  you  happen  to  have  the  thought  that  these 
men  could  help  you.  is  what  I  am  getting  at. 

Mr.  Sands.  On,  do  you  mean  Mr.  BolUng? 

Mr.  Kelley.  Yes. 

Mr.  Sands.  Well,  I  thought  he  knew  Mr.  Sisler,  and  Mr.  Sisler 
was 

Mr.  Kjjlley  (interposing).  Another  clerk  up  there. 

Mr.  Sands.  Well,  he  was  secretary  of  the  board. 

Mr.  Kelley.  He  was  secretary  ot  the  board? 

Mr.  Sands.  Yes,  sir. 

Mr.  Kelley.  And  it  was  because  of  Mr.  Boiling's  acquaintance 
with  Mr.  Sisler? 

Mr.  Sands.  Yes,  sir. 

Mr.  Kelley.  Any  other  reason? 

Mr.  Sands.  That  is  all.  Of  course,  his  relationship  with  the  Presi- 
dent always  helped  in  these  matters,  or  that  is  the  way  they  under- 
stood it  to  be,  but  I  don't  know  whether  it  did  or  not 

Mr.  Kelley.  Do  you  imagine  that  Mr.  Boiling  was  often  the 
victim  of  that  accusation — that  he  would  help  because  he  was  re- 
lated to  the  President?  Don't  you  think  a  good  many  unscrupulous 
f)ersons  would  say  to  others:  Why,  I  know  Boiling,  and  he  is  re- 
ated  to  the  President? 

Mr.  Sands.  I  dare  say  they  used  it 

Mr.  Kelley  (interposing).  And  if  you  will  pay  me  a  sum  of 
money  I  will  get  his  influence. 

Mr.  Sands.  I  dare  say  that  was  used  a  great  deal. 

Mr.  Kelley.  Did  you  say  it?- 

Mr.  Sands.  No  ;  1  did  not  say  it,  because  they  came  to  me  and 
asked  me  to  do  it. 

Mr.  Kelley.  Didn't  you  tell  Mr.  Cranor  that  you  knew  Mr.  Boi- 
ling and  that  Mr.  Boiling  was  related  to  the  President,  and  for  that 
reason  if  he  would  pay  you  $40,000  you  could  help  him  ? 

Mr.  Sands.  No  ;  1  didn't  tell  him  that.  Mr.  C  ranor  really  wanted 
to  get  the  contract,  and  he  thought  he  could  get  it  bv  this  method. 

Mr.  Kelley.  Did  you  know  that  Mr.  Cranor  was  having  difficidty 
at  the  time  in  getting  a  contract? 

Mr.  Sands.  I  understood  so,  but  did  not  know.    I  understood  that. 

Mr.  Keli^y.  Did  he  tell  you  that  his  firm  was  bankrupt? 

Mr.  Sands.  No  ;  he  never  did.  He  told  me  it  was  a  very  good  con- 
cern, and  I  thought  they  were,  too. 

Mr.  Kelley.  Haven't  you  ever  found  out  whether  the  firm  was 
bankrupt  at  the  time? 

Mr.  Sands.  Well,  the  reports  I  got  on  them  were  very  good. 

Mr.  Kjilley.  At  that  time? 

Mr.  Sands.  Yes,  sir. 

Mr.  Kelley.  Where  did  you  get  the  reports? 
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Mr.  Sani>8.  I  think  we  got  mercantile  agency  reports. 

Mr.  Kellet.  You  had  a  report  on  this  firm  at  the  time? 

Mr.  Sands.  Yes,  sir. 

Mr.  Kelley.  In  connection  with  this  $100,000  loan  ? 

Mr.  Sands.  No.    I  got  the  report  to  see  how  they  stood.    I  wanted 
to  say,  in  case  they  asked  for  a  loan,  whether  we  would  be  in  state 
to  give  it  to  them. 
.    Mr.  Kellbt.  You  expected  them  to  ask  you  for  a  loan  ? 

Mr.  Sands.  Yes;  I  expected  them  to,  but  I  really  expected  to 
handle  it  all  myself. 

Mr.  Kellet.  Were  you  interested  financially  in  this  concern  ? 

Mr.  Sands.  Not  at  all,  but  I  thought  that  I  could  borrow  some 
money  on  the  contract.  I  had  very  good  credit  myself.  I  intended 
to  do  that. 

Mr.  Kelley.  To  borrow  money  on  their  contract  ? 

Mr.  Sands.  Yes,  sir ;  for  them.  ^ 

Mr.  Kelley.  Out  of  the  bank? 

Mr.  Sands.  No;  I  did  not  figure  on  mv  bank  at  all,  because  our 
bank  would  not  take  any  risk  on  it  all,  but  I  thought  that  on  my 
indorsement  I  could  get  the  money  for  them. 

Mr.  Ejblley.  Do  you  know  whether  or  not  the  Government  pur- 
chased a  yard  for  this  company  ? 

Mr.  Sands.  I  do  now  know. 

Mr.  Kelley.  Is  it  not  a  fact  that  the  Government  purchased  a 
yard  at  something  like  $100,000,000  for  this  company  ? 

Mr.  Sands.  I  do  not  know :  I  did  not  follow  it  up. 

Mr.  Kelley.  Who  reported  to  you  that  they  were  in  fine  circum- 
stances financially? 

Mr.  Sands.  Well,  I  got  the  mercantile  reports.  I  learned  all  of 
them  were  doing  well  then,  were  making  money,  ^nd  I  thought  they 
were  good.  But  as  a  banking  concern  we  would  not  take  any  risks 
on  them,  because  we  kept  the  money  on  deposit. 

Mr.  Kelley.  Was  anybody  present  when  Mr.  Boiling  paid  you 
back  the  $300  that  j^ou  spoke  of  awhile  ago  ? 

Mr.  Sands.  I  do  not  think  so. 

Mr.  Kelley.  What  was  the  $600  that  he  paid  back  in  the  presence 
of  Mr.  Fuller  for? 

Mr.  Sands.  I  do  not  recall  any  $600.  I  do  not  remember  it.  No; 
I  do  not  recall. 

Mr.  Kklley.  Did  you  pav  him  any  money  in  the  presence  of  Mr. 
Fuller? 

Mr.  Sands.  I  do  not  recollect  ever  paying  him  any  money  in  Mr. 
Fuller's  jpresence  in  my  life. 

Mr.  Kelley.  Had  he  borrowed  any  money  from  you  that  was 
just  between  you  two? 

Mr.  Sands.  Yes,  sir. 

Mr.  Kelley.  And  no  third  party  ever  saw  you  pay  him  any 
money  ? 

Mr.  Sands.  No,  sir;  never. 

Mr.  Kelley.  Who  was  Mr.  Fuller? 

Mr.  Sands.  Mr.  Fuller  was  the  president  of  the  Columbia  Hot«l 
Supply  Co.  at  that  time. 

Mr.  Kelley.  Did  you  know  him? 
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Mr.  Sands.  Yes,  sir;  I  knew  him  very  favorably  at  the  time. 

Mr.  Kelley.  Was  he  with  you  and  Mr.  Boiling  and  the  others  at 
any  time? 

Mr.  Sands.  No^  sir. 

Mr.  Kelley.  He  never  was  with  you? 

Mr.  Sands.  What  do  you  mean?    In  the  room  with  me? 

Mr.  Kelley.  Anywhere? 

Mr.  Sands.  Well,  I  dare  say  he  was,  because  he  used  to  visit  my 
room  very  frequentlv. 

Mr.  KjELLEY.  Mr.  WUer? 

Mr.  Sands.  Yes,  sir. 

Mr.  Kelley.  And  Mr.  Boiling  might  have  been  there  when  Mr. 
Fuller  was  there? 

Mr.  Sands.  Yes,  sir;  very  likely. 

Mr.  Kelley.  But  all  the  money  you  loaned  to  Mr.  Boiling  you 
loaned  at  the  bank  ?  Or  at  the  hbuse  ?  Where  did  you  loan  him  the 
money  ? 

Mr.  Sands.  Oh,  I  think  it  was  at  the  house. 

Mr.  Kelley.  At  your  house  or  his  house? 

Mr.  Sands.  At  my  house — either  that  or  in  bank,  one  or  the  other. 
I  can  not  recall  that.  I  just  gave  him  a  check,  and  I  would  not  re- 
member that. 

Mr.  Kelley.  You  do  not  remember  paying  him  any  money  in  the 
presence  of  Mr.  Fuller? 

Mr.  Sands.  I  do  not.     I  do  not  think  it  likely  I  ever  did. 

Mr.  Kelley.  Was  Mr.  Fuller  ever  at  your  office  ? 

Mr.  Sands.  Yes,  sjr ;  every  day  or  so. 

Mr.  Kelley.  How  did  it  happen  that  he  was  at  your  office  every 
day  or  so  ? 

Mr.  Sands.  WeU,  we  were  interested  in  a  steel  plant 

Mr.  Kelley.  Where?     At  Connellsville ? 

Mr.  Sands.  No  ;  up  near  Chester.  But  Mr.  Boiling  was  not  inter- 
ested with  us. 

Mr.  Kelley.  Did  Mr.  Downey  approach  you  at  all  as  to  the  amount 
that  you  would  exact  from  him  for  such  influence  as  you  would 
bring  to  bear? 

Mr.  Sands.  No. 

Mr.  Kelley.  He  thought  it  was  all  right? 

Mr.  Sands.  Yes,  sir. 

Mr.  Kelley.  But  he  knew  you  were  going  to  use  the  money  to  cor- 
rupt officials  of  the  Shipping  Board,  did  he  1 

Mr.  Sands.  I  do  not  know  that  he  did ;  I  do  not  think  he  did. 

Mr.  Kelley.  What  did  he  think  you  were  going  to  use  it  for? 

Mr.  Sands.  Well,  I  don't  know  what  he  thought  we  were  going  to 
use  it  for. 

Mr.  Kelt  ey.  lUit  you  must  know  what  he  thought  you  were  ffoing 
to  use  it  for.  He  would  not  be  paying  you  $40,000  for  notning. 
What  was  the  understanding? 

Mr.  Sands.  There  was  not  any  understanding. 

Mr.  Kelley.  Well,  Mr.  Sands,  if  Mr.  Downey  gave  you  notes  for 
$40,000,  he  must  have  thought  you  were  going  to  do  something  for 
him  for  that  money? 

Mr.  Sands.  Yes,  sir. 
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Mr.  Keixey.  Well,  what  did  he  think  you  were  going  to  do  ? 

Mr.  Sands.  I  don't  know ;  I  don't  know  what  he  thought. 

Mr.  Kelley.  What  did  you  tell  him  you  were  going  to  do? 

Mr.  Sands.  I  did  not  tell  him  anything  at  all,  because  I  had  very 
little  conversation  with  him  regarding  the  amount  of  the  fee  until 
afterwards. 

Mr.  Kelley.  Did  you  have  any  conversation  with  him  in  the 
presence  of  Mr.  Boiling? 

Mr.  Sands.  I  don't  think  I  ever  did. 

Mr.  Kelley.  Did  you  tell  him  you  were  going  to  get  the  President's 
brother-in-law  to  help  him  get  these  contracts? 

Mr.  Sands.  I  did  not  tell  him  that.  Mr.  Cranor  very  likely  told 
him. 

Mr.  Kelley.  Mr.  Cranor  was  one  of  the  parties  who  was  to  benefit 
from  this,  was  he  ? 

Mr.  Sands.  Yes,  sir.  k. 

Mr.  Kelley.  Do  you  know  whether  Mr.  Cranor  did  tell  him  that 
or  not? 

Mr.  Sands.  I  have  no  doubt  he  did :  I  think  he  did. 

Mr.  Kelley.  You  think  he  did? 

Mr.  Sands.  Yes,  sir. 

Mr.  Kelley.  You  know  he  did? 

Mr.  Sands.  I  am  satisfied  that  he  did.  I  did  not  hear  him  tell  him, 
but  I  am  satisfied  that  he  did. 

Mr.  Kelley.  Was  this  a  sort  of  conspiracy  between  you  and 
Cranor  to  use  Mr.  Boiling  in  this  transaction,  and  you  to  Keep  the 
money,  all  of  it? 

Mr.  Sands.  No  ;  it  was  not  intended  to  do  that. 

Mr.  Kelley.  Where  did  you  and  Mr.  Boiling  and  the  others  first 
make  the  agreement  that  you  were  going  to  do  this  thing? 

Mr.  Sands.  Well,  the  agreement — the  nrst  thing  was  to  get  the  con- 
tract.   We  tried  our  best  to  get  the  contract. 

Mr.  Kelley.  "  We  tried  our  best  to  get  the  contract "  ?  What  do 
you  mean  by  that  ? 

Mr.  Sands.  I  did  all  I  could. 

Mr.  Kelley.  What  did  you  do  ? 

Mr.  Sands.  I  talked  to  Mr.  Sisler  and  Mr.  Boiling,  and  tried  to 
get  them  to  do  what  they  could  do. 

Mr.  Kelley.  What  did  they  say  ?     Whafi  did  Mr.  Sisler  say  ? 

Mr.  Sands.  T  can  not  repeat  his  exact  words,  but  he  thought  he 
stood  a  favorable  show  of  getting  the  contract. 

Mr.  Kelley.  Why,  shouldn't  he  get  it  if  he  was  a  good  shipbuilder? 

Mr.  Sands.  I  don't  know. 

Mr.  Kelu^t.  When  the  Government  was  just  begging  everybody 
to  go  into  the  business? 

Mr.  Sands.  That  is  right.  They  seemed  to  think  that  there  was 
some  trouble  to  do  it,  and  they  would  pay  for  it.  I  think  Mr.  Cranor 
may  have  accentuated  the  troubles. 

Mr.  Kelley.  Did  Mr.  Boiling  say  that  he  would  see  the  parties 
who  were  to  let  the  contracts? 

Mr.  Sands.  No,  sir.    No. 

Mr.  Kelley.  And  use  his  influence? 

Mr.  Sands.  No,  sir. 
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Mr.  Kelley.  Well,  why  were  you  to  give  him  part  of  this  money 
if  he  was  not  going  to  perform  any  service  for  you? 

Mr.  Sands.  Well,  he  and  Mr.  Sisler  worked  together 

Mr.  Kelley.  What  were  they  going  to  do?  That  is  what  I  am 
getting  at. 

Mr.  Sands.  I  don't  know. 

Mr.  Kelley.  Oh,  well,  you  were  not  making  an  agreement  for 
$40,000  unless  somebody  put  it  up  for  certain  services.  You  are 
a  banker  and  a  business  man  ?  • 

•    Mr.  Sands.  Yes;  I  thought  I  was. 

Mr.  Kelley.  Now,  here  are  two  men  in  connection  with  the 
Shipping  Board.  They  are  not,  however,  connected  with  the  letting 
of  the  contracts.  You  agreed  to  pay  them  one-fourth  of  this  sum, 
$10,000  a  piece.    Now,  I  ask  you,  what  were  they  to  do  ? 

Mr.  Sands.  Not  $10,000 ;  $6,250  a  piece. 

Mr.  Kblley.  No  ;  one- fourth  of  40  is  10. 

Mr.  Sands.  No  :  but  it  was  only  $6,250.  The  remaining  $15,000 
was  to  go  back  to  Mr.  Cranor. 

Mr.  Kelley.  Oh,  Mr.  Cranor  was  to  get  $15,000  out  of  it? 

Mr.  Sands.  Yes. 

Mr.  Kelley.  And  the  $25,000  was  to  be  divided  equally  between 
you  three? 

Mr.  Sands.  Four. 

Mr.  Kelly.  Mr.  Cranor  was  to  have  his  share  of  that  too  ? 

Mr.  Sands.  He  was  to  get  the  other  $16,000. 

Mr.  Kelley.  What  did  Cranor  have  to  do  with  getting  these  con- 
tracts ? 

Mr.  Sands.  I  don't  know  anything  he  had  to  do,  except  to  keep 
at  it  and  keep  after  it  until  they  got  it. 

Mr.  Kellet.  He  was  to  be  paid  for  that  by  check,  of  course? 

Mr.  Sands.  Yes,  sir ;  supposed  to  be. 

Mr.  Kelley.  Now,  what  was  your  understanding  with  Mr.  Boiling 
as  to  what  he  was  to  do? 

Mr.  Sands.  Mr.  Boiling  was  not  to  do  anything  any  further  than 
to  help  with  Mr.  Sisler,  and  Mr.  Sisler  was — if  everything  was 
favorable  to  the  company — he  was  to  see  if  he  could  not  get  the  con- 
tract through.  That  was  all.  He  was  simply  with  the  company 
and  knew  what  was  going  on. 

Mr.  Kelley.  What  I  am  asking  you  is  this:  Did  Mr.  Boiling 
and  Mr.  Sisler — ^they  were  together,  were  they?  •• 

Mr.  Sands.  Yes,  sir. 

Mr.  Kelley.  Did  the  agree  to  go  and  see  the  men  making  these 
contracts  on  behalf  of  the  Government  and  help  Downey  to  get  a 
contract? 

Mr.  Sands.  Well,  I  suppose 

Mr.  Kelley.  Do  you  know?     What  did  they  agree  to  do? 

Mr.  Sands.  No.  I  can  not  say,  except  this,  mat  the  contracts — 
all  the  applications  for  contracts  came  up  through  Mr.  Sisler's  office, 
and  he  could  help  them  or  stop  them,  1  imagine.  I  do  not  know 
whether  he  could  or  not,  but  that  is  what  I  would  imagine. 

Mr.  Kelley.  You  were  making  an  arrangement  in  which  you 
were  paying  out  a  large  sum  of  money  for  assistance  ? 

Mr.  Sands.  Yes,  sir. 
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Mr.  Kellet.  And  the  natural  presumption  would  be  that  you 
were  hiring  somebody  that  could  help  you  ? 

Mr.  Sands.  Yes,  sir. 

Mr.  Kellet.  The  point  I  want  to  get  at  is  what  Mr.  Boiling  wa§ 
going  to  do ;  what  he  said  he  was  going  to  do. 

Mr.  Sands.  He  did  not  say  he  was  going  to  do  anything. 

Mr.  Keli^y.  Well,  did  he  do  anything? 

Mr.  Sands.  Well,  personally,  I  don't  think  he  did  do  anything. 

Mr.  Kellet.  And  did  not  get  any  money? 

Mr.  Sands.  No. 

Mr.  Kellet.  Well,  what  did  you  seek  to  blacken  his  reputation 
for  bv  consenting  to  this  statement  in  this  document? 

Mr.  Sands.  Well,  he  got  about  $1,800. 

Mr.  Kellet.  You  said  he  borrowed  that  from  you  ? 

Mr.  Sands.  Well,  I  put  it  as  a  loan  on  my  books,  because  li-hought 
it  would  be  better  as  a  loan  until  we  got  ready  to  pay  it. 

Mr.  Kei^let.  But  it  was  really  a  part  of  this  transaction,  wasn't  it? 

Mr.  Sands.  Yes,  sir. 

Mr.  Kellet.  Did  vou  not  tell  Mr.  Walsh  it  was  not  ? 

Mr.  Sands.  No,  sir ;  I  did  not  say  so. 

Mr.  Kellet.  Then,  he  really  did  get  the  $1,800  out  of  the  money 
that  you  obtained  from  the  discount  of  these  notes? 

Mr.  Sands.  The  first  proceeds ;  yes,  sir. 
.Mr.  Kellet.  The  first  note? 

Mr.  Sands.  Yes,  sir. 

Mr.  Kellet.  You  swear  to  that  absolutely,  that  Mr.  Boiling  re- 
ceived $1,800  out  of  the  money  you  received  from  discounting  the 
first  note? 

Mr.  Sands.  Yes,  sir. 

Mr.  Kellet.  That  is  clear,  is  it,  in  your  mind? 

Mr.  Sands.  Yes,  sir;  that  is,  t  charged  it  up  as  a  loan  to  him, 
though. 

Mr.  Kellet.  I  know,  but  I  am  asking  if  out  of  the  proceeds  of 
that  first  note  you  paid  him  $1,800? 

Mr.  Sands.  Yes,  sir. 

Mr.  Kelij5t.  And  you  put  it  down  as  a  loan  because  it  would  look 
better? 

Mr.  Sands.  Yes,  sir. 

Mr.  Kellet.  And  not  because  it  was  any  different? 

Mr.  Sands.  That  is  right. 

Mr.  Keli^t.  Where  were  vou  when  you  paid  him  the  $1,800? 

Mr.  Sands.  I  did  not  testify  as  to  the  exact  amount.  It  was  either 
$1,900  or  $1,800;  it  was  in  one  or  two  items.  Why,  I  was  either  in 
my  office  or  in  my  rooms,  but  I  think  very  likely  in  my  office. 

Mr.  Kellet.  Were  the  payments  substantially  at  the  same  time? 

Mr.  Sands.  Yes ;  substantially  at  the  same  time. 

Mr.  Kellet.  Within  a  few  days  ? 

Mr.  Sands.  I  think  so. 

Mr.  Kmxet.  How  many  days? 

Mr.  Sands.  I  could  not  say ;  possibljr  30  days. 

Mr.  Kellet.  Why  did  you  not  pay  it  all  to  him  at  once — all  that 
was  coming  to  him  f 

Mr.  Sands.  Why  didn't  I  pay  it  all  to  him  ? 
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Mr.  Kellby.  Yes;  why  didn't  you  pay  it  all  to  him  at  once? 

Mr.  Sands.  I  don't  know  why.  I  paid  out  to  the  other  people;  as 
fast  as  I  got  the  money  I  paid  it  out  to  them.  I  paid  Cranor  about 
$9,000. 

Mr.  Kelley.  Did  you  pay  Mr.  Sisler  his? 

Mr.  Sands.  I  think  I  loaned  him  $5,000,  and  I  think  I  paid  him 
$5,000. 

Mr.  Kelley.  What  do  you  mean  by  "loaned  him  five  and  paid 
him  five  "  ? 

Mr.  Sands.  I  paid  him  five,  around  about  five,  in  money,  and  then 
I  loaned  him 

Mr.  Kelley.  Out  of  the  proceeds  of  this  first  note? 

Mr.  Sands.  I  don't  know  about  the  proceeds  of  the  first  note.  I 
think  I  let  him  have  about  $5,000  of  the  proceeds  of  the  first  note. 
Then  I  loaned  him  for  his  company,  which  he  has  not  paid  me, 
$5,000  more.    He  paid  me  $500  back  on  that. 

Mr  Kelley.  You  loaned  him  that  personally  or  through  the  bank? 

Mr.  Sands.  No,  personally;  I  did  not  make  any  loans  through  the 
bank? 

Mr.  Kelley.  Have  you  got  a  note  for  $5,000  from  him? 

Mr.  Sands.  Yes,  sir. 

Mr.  Kelley.  Mr.  Sisler,  at  the  time  he  received  this  $5,000,  was 
he  secretary  of  the  Shipping  Board  ? 

Mr.  Sands.  Yes,  sir. 

Mr.  Kelley.  You  swear  to  that  positively,  that  at  the  time  you 
paid  him  $5,000  out  of  the  proceeds  of  these  notes,  one  or  the  other 
of  them,  he  was  the  secretary  of  the  Shipping  Board? 

Mr.  Sands.  Yes,  sir. 

Mr.  Kelley.  And  it  was  paid  to  him  for  his  influence  with  some- 
body in  the  Shipping  Board  to  get  the  contract  for  Downey  ? 

Mr.  Sands.  Well,  I  can  not  say  that. 

Mr.  Kjjlley.  What  was  it  paid  for,  then  ? 

Mr.  Sands.  That  is  about  it ;  yes,  sir.  We  agreed  that  if  we  got 
the  money  he  would  get  his,  too. 

Mr.  Kmj:.ey.  What  was  he  to  do? 

Mr.  Sands.  I  don't  know  what  he  did  or  what  he  was  to  do. 

Mr.  Kelley.  But  you  are  a  business  man  and  you  are  trying  to  de- 
fraud the  Goveiimient,  in  conjunction  with  others,  and  you  were 
going  to  pay  a  part  of  this  money  to  somebody,  and  you  were  going 
to  pay  it  for  some  particular  service.    What  did  he  agree  to  do? 

Mr.  Sands.  He  agreed  to  help  along  the  contracts,  if  he  could.  I 
don't  know  what  he  did.  T  don't  know  any  more  than  that  what  he 
did. 

Mr.  Kelley.  And  Mr.  Boiling  agreed  to  do  the  same  thing? 

Mr.  Sands.  Yes,  sir ;  but  I  don't  think  Mr.  Boiling  has  very  much 
influence  with  anyone  to  do  anything,  except  to  talk  it  over,  possibly, 
with  Mr.  Sisler.  I  don't  think  he  went  out  of  his  way  to  get  it,  other 
than  that. 

Mr.  Ejelley.  And  outside  of  the  $1,800  that  you  paid  him,  he  did 
not  receive  any  other  part  of  this  money? 

Mr.  Sands.  No,  sir. 

Mr.  Kelley.  And  once  again  you  swear  positively  that  he  did  re- 
ceive $1,800  out  of  this  fund  ? 
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Mr.  Sands.  Yes,  sir. 

Mr.  Kelley.  And  not  as  a  loan?     It  was  not  a  loan  on  your  part? 

Mr.  Sands.  On  my  part  it  was  a  loan ;  I  put  it  on  the  books  as  a 
loan«  but  it  came  out  of  that  money,  out  of  the  discount. 

Mr.  Keijjgy.  I  know,  but  if  it  came  out  of  that  money  was  it  your 
money  or  his  money  ? 

Mr.  Sands.  It  was  practically  his  money. 

Mr.  Keli.ey.  Then  it  was  not  a  loan  in  fact  ? 

Mr.  Sands.  It  was  not  a  loan. 

Mr.  KjBMiEY.  The  money  you  turned  over  to  him  was  not  your 
money,  fraudulently  obtained,  but  it  was  his  share  of  the  money 
that  you  had  fraudulently  obtained  ? 

Mr.  Sands.  Yes,  sir. 

Mr.  Kelley.  That  is,  a  part  of  his  share? 

Mr.  Sands.  Yes,  sir. 

Mr.  Kelley.  Nobody  was  present,  of  course,  when  you  paid  him 
this  $1,800  in  the  two  payments? 

Mr.  Sands.  I  do  not  recall  anybody  being  present ;  no,  sir.  I  will 
say  no. 

Mr.  Kelley.  Do  you  know  when  it  was? 

Mr.  Sands.  I  can  not  say. 

Mr.  Kelley.  If  this  note  was  discounted  at  the  bank  on  June  7, 
1918,  it  would  be  somewhere  near  that  time,  would  it? 

Mr.  Sands.  It  would  be  very  near  that  date.  Of  course,  if  I  can 
get  my  books  I  can  tell. 

Mr.  Kelley.  And  within  a  few  days  of  June  7,  1918,  you  swear 
you  paid  Mr.  Boiling,  in  two  payments,  a  sum  aggregating  either 
$1,800  or  $1,900? 

Mr.  Sands.  Yes,  sir ;  but  I  can  not  say  whether  it  was  in  two  pay- 
ments or  one  payment.     I  could  not  say  that. 

Mr.  Kelley.  Your  books  will  show  that,  which  it  was? 

Mr.  Sands.  Yes,  sir. 

Mr.  Kelley.  And  show  the  date  ? 

Mr.  Sands.  And  show  the  date. 

The  Chairman.  Where  are  vour  books.  Mr.  Sands? 

Mr.  Sands.  My  books  are  in  Washington. 

The  Chairman.  Where  is  this  note? 

Mr.  Sands.  What  note — that  is  here. 

The  Chairman.  That  Mr.  Sisler  signed. 

Mr.  Sands.  I  haye  that  in  JJew  York. 

The  Chairman.  Haye  you  eyer  had  it  discounted? 

Mr.  Sands.  No,  sir. 

The  Chairman.  Why  ? 

Mr.  Sands.  Well,  because  I  did  not  know  where  to  discount  it,  to 
tell  you  the  truth. 

The  Chairman.  Where  do  you  liye  in  Washington  ? 

Mr.  Sands.  Well,  I  liyed  at  the  Willard  Hotel  during  the  war. 

The  Chairman.  I  thought  you  said  that  you  had  some  of  these 
conferences  at  your  house? 

Mr.  Sands.  Well,  I  meant  at  my  rooms. 

The  Chairman.  Did  Mr.  Boiling  liye  at  the  Willard  Hotel? 

Mr.  Sands.  No. 

The  Chairman.  You  said  he  liyed  next  door  to  you. 
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Mr.  Sands.  He  did  live  next  door  to  me,  but  I  moved  to  the  Wil- 
lard  Hotel  after  we  got  into  the  war. 

The  Chairman.  Oh,  yes.  Well,  did  it  ever  occur  to  you  if  Mr. 
Boiling  was  a  man  of  such  great  influence  and  was  exercising  great 
influence  in  matters  there,  he  would  be  filling  a  position  as  a  mere 
clerk  in  the  Shipping  Board,  that  he  would  not  hold  some  place  of 
great  responsibility  ? 

Mr.  Sands.  No. 

The  Chairman.  That  never  occurred  to  you  ? 

Mr.  Sands.  He  got  the  position  of  treasurer  afterwards,  you 
know. 

The  Chairman.  When  was  the  indictment  found  against  you? 

Mr.  Sands.  I  think  it  was  September  30, 1918. 

The  Chairman.  Is  it  not  a  fact  that  after  that  you  and  Mr.  Boil- 
ing had  no  further  dealings  ? 

Mr.  Sands.  No  financial  dealings? 

The  Chairman.  Any  dealings? 

Mr.  Sands.  We  saw  each  other  frequently.  I  do  not  think  we  had 
any  dealings — any  business  dealings. 

The  Chairman.  Can  you  produce  this  note  to  the  committee  that 
Mr.  Sisler  signed  ? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  For  $5,000? 

Mr.  Sands.  I  said  $5,000;  I  think  it  is  either  $5,000  or  $4,500. 
There  is  $4,500  due  on  it ;  that  is  my  recollection.    He  paid  $500. 

The  Chairman.  I  think  the  committee  would  like  to  see  that  note, 
Mr.  Sands.  We  will  give  you  an  opportunity  later  to  present  it  to 
the  committee. 

Mr.  Sands.  Very  well. 

Mr.  Kelley.  Now,  the  fact  that  Mr.  Boiling  refused  to  help  you 
with  the  district  attorney  at  Washington — ^has  that  any  bearing  on 
your  bringing  him  into  this  case? 

Mr.  Sands.  No,  sir;  I  really  regret  very  much  bringing  him  iiu 
because,  if  I  may  use  the  expression,  I  am  really  devoted  to  him.  I 
hated  above  everything  to  bring  him  in,  more  than  I  can  say.  I 
would  rather  have  it  against  me  than  against  him.  I  am  very  fond 
of  him  to-day. 

Mr.  Kelley.  Who  is  at  fault  for  his  being  in  this  whole  matter,  if 
he  is  not  ? 

Mr.  Sands.  Well,  I  suppose 

Mr.  KeiJjEY.  Mr.  Sands? 

Mr.  Sands.  Well,  may  be  Mr.  Sands.  I  can  not  say  that  I  am  at 
fault,  but  stiU  we  were  very  intimate,  and  if  you  call  it  a  fault  that 
way,  I  will  take  the  fault ;  yes,  sir. 

Mr.  Kelley.  Of  course,  he  is  a  man  of  about  your  age  ? 

Mr.  Sands.  No  ;  thank  you  very  much ;  I  am  54.    He  is  about  40. 

Mr.  Kei^ey.  Mr.  Sisler,  as  I  understand  it,  Mr.  Chairman,  was  the 
secretary  of  the  Fleet  Corporation,  and  Mr.  Boiling  was  an  employee 
in  the  F^leet  Corporation  ? 

The  Chairman.  In  the  treasurer's  office. 

Mr.  Kelley.  And  now  is  treasurer  of  the  Fleet  Corporation. 

The  Chairman.  Did  it  ever  occur  to  you,  Mr.  Sands,  that  the  time 
for  you  to  see  your  lawyer  was  before  you  said  anything  upon  which 
an  affidavit  was  to  be  drawn  ? 
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Mr.  Sands.  Yes,  sir;  it  occurred  to  me,  but  I  was  too  ftank  with 
them,  I  imagine,  to  tell  them  the  whole  facts  about  the  thing;  but 
I  really  was  induced  to  do  it  because 

The  Chairman.  Did  you  tell  your  lawyer  what  you  had  told  Mr. 
McCann  and  Mr.  Schwarzkopf  ? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  You  were  not  under  any  compulsion  when  they 
came  up  there  and  asked  you  to  tell  them  about  this  matter? 

Mr.  Sands.  Xo;  but  I  had  been  so  worried,  one  thing  after  an- 
other coming  after  me.  and  the}^  seemed  to  know  it  already  anyway, 
and  so  I  told  them. 

The  Chairman.  And  then  you  would  not  make  affidavit  to  it? 

Mr.  Sands.  I  did  not  want  to  make  an  affidavit ;  no. 

The  Chairman.  Did  you  ask  your  lawyer  whether  you  should  come 
before  this  committee  and  tell  the  story  ^ 

Mr.  Sands.  I  asked  him,  but,  of  course,  he  said  not  to  come  unless 
they  summoned  me.  I  would  have  come  down  there  if  they  had  sum- 
moned me. 

The  Chairman.  Did  he  tell  you  after  you  were  summoned  to  come 
and  tell  your  story? 

Mr.  Sands.  No;  I  have  not  seen  him  since  I  have  been  here.  I 
thought  I  had  to  come. 

The  Chairman.  The  committee  will  suspend  until  Friday  of  next 
week,  at  10  o'clock.  The  witnesses  under  subpoena  will  please  con- 
sider themselves  under  continuing  subpoena  until  Friday,  November 
26,  at  10  o'clock,  in  this  room,  Room  401,  Federal  Building. 

(Thereupon,  at  12.15  o'clock  p.  m.,  the  committee  adjourned  to  meet 
at  10  a.  m.  on  Friday,  Nov.  26, 1920.) 


Select  Committee  on  United  States 

Shipping  Board  Operations, 

House  of  Representatives, 
New  Jork^  November  26^  1920. 

The  committee  met  in  room  401,  United  States  Post  Office  Build- 
ing, at  10  o'clock  a.  m.,  Hon.  Joseph  Walsh  (chairman)  presiding. 

Present  also :  Hon.  Patrick  H.  Kelley,  member  of  committee. 

The  Chairman.  The  committee  will  resume.  Mr.  Malmar  will 
take  the  stand. 

TESTIMONY  OF  MB.  EDWABD  S.  MALMAU,  CASHIEB  COKN 

EXGHAHOE  BAJTK,  NEW  TOBK  CITT. 

The  witness  was  duly  sworn  by  the  chairman. 

The  Chairman.  Mr.  Mahnar,  what  is  your  business  or  profes- 
sion? 

Mr.  Malmar.  I  am  cashier  of  the  Corn  Exchange  Bank,  New 
York. 

The  Chairman.  I  hand  you  a  statement  subscribed  and  sworn  to 
on  the  9th  day  of  Novemlier,  1920,  before  H.  E.  Haynes,  a  notary 
public  [handing  paper  to  witness].  Mr.  Malmar,  may  I  ask  you  if 
that  is  a  statement  prepared  by  you  and  sworn  to? 
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Mr.  Malmar.  Yes,  sir. 

The  Chairman.  This  is  a  statement  under  date  of  November  9^ 
addressed  to  me,  containing  the  following  [reading]  : 

On  September  16,  1918,  we  received  through  the  clearances  an  item  for 
$10,300,  which  was  charged  against  the  account  of  Wallace  Downey,  in  our 
terminal  branch.  Inasmuch  as  we  do  not  keep  the  clearing  house  lists  more 
than  one  year,  we  are  not  able  to  state  what  member  of  the  New  York  Clearing 
House  charged  this  item  against  us. 

On  March  17,  1919,  we  received  through  the  exchanges  an  item  for  $10,000, 
which  was  drawn  by  Wallace  Downey  and  returned  by  us  to  the  Hanover 
National  Bank  of  New  York  City  "  short."  On  March  18,  1919,  we  charged 
the  account  of  Wallace  Downey  $10,606.40  and  paid  same  by  our  manager's 
check  to  the  Hanover  National  Bank,  which  covered  the  item  returned  on  the 
17th.  with  fees  and  additional  interest. 
Very  truly,  yours, 

E.  S.  Malmar,  Cashier. 

Do  vou  recall  these  two  transactions  that  you  have  set  forth  here,. 
Mr.  Malmar? 

Mr.  Malmar.  Well,  they  were  all  handled  at  our  branch.  I  am 
not  at  the  branch.  I  got  the  information  through  the  management 
of  the  branch. 

The  Chair:man.  But  these  are  matters  of  record  in  your  branch 
bank? 

Mr.  Malmar.  Yes. 

The  Chairman.  And  do  you  know  anything  further  with  rela- 
tion to  these  two  transactions  than  what  is  contained  in  these  affi- 
davits ? 

Mr.  Malmar.  I  do  not. 

The  Chairman.  Has  anyone  else  representing  this  committee,  the 
Treasury  Department,  the  Shipping  Board,  the  Department  of  Jus- 
tice, the  Federal  Trade  Commission,  or  any  other  department  of  the 
United  States  (iovernment,  conferred  with  you  or  made  inquiry  of 
you  with  reference  to  these  two  transactions  ? 

Mr.  Malmar.  They  have  not. 

Mr.  Kelley.  Is  the  Downey  Shipbuilding  Corporation  a.  customer 
of  yours? 

Mr.  Malmar.  I  do  not  thhik  they  are  at  present,  but  I  could  not 
answer  without  looking  up  our  records. 

Mr.  Kelley.  Were  they  at  the  time  these  transactions  were  put 
through  ? 

Mr.  Malmar.  That  1  can  not  shy  positively;  I  dislike  to  make  a 
statement  unless  I  verify  it,  Mr.  Kelley. 

Mr.  Kelley.  Do  you  know  whether  or  not  at  any  time  during 
the  last  two  years  they  have  been  depositors  of  your  bank? 

Mr.  Malmar.  I  know  they  have  been  depositors  at  our  bank,  but 
I  can  not  say  as  to  the  date. 

Mr.  Kelley.  Do  they  do  business  with  the  main  bank  or  with  the 
branch  bank? 

Mr.  Malmar.  I  think  the  Downey  Shipbuilding  Co.  did  business 
with  the  main  bank. 

Mr.  Kelley.  With  the  main  bank? 

Mr.  Malmar.  I  think  so.    They  are  a  big  institution. 

Mr.  Kelley.  Yes,  I  know  they  are.  Do  you  know  Mr.  Wallace 
Downey,  personally? 

Mr.  Malmar.  I  have  met  him.  I  do  not  know — I  am  not  sure  that 
I  could  identify  him  to-day,  but  I  know  I  was  introduced  to  him 
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some  time  ago.  I  think  I  could  identify  Mr.  Downey  at  the  present 
time. 

Mr.  Kellet.  Were  you  familiar  with  the  financial  responsibility 
of  the  Downey  Shipbuilding  Corporation  in  1917  ? 

Mr.  Malmar.  No ;  not  at  all. 

Mr.  KelijEY.  Would  your  bank  be  in  possession  of  facts  relative 
to  their  financial  standing  at  that  time  if  they  were  customers  of 
yours? 

Mr.  Malmar.  Very  likely ;  yes,  sir. 

Mr.  Kelley.  You  do  not  know  of  your  own  knowledge  about 
their  financial  standing  at  the  time  that  these  notes  were  given? 

Mr.  Malmar.  I  do  not. 

Mr.  Kelley.  How  long  have  you  been  in  the  banking  business, 
Mr.  Malmar? 

Mr.  Malmar.  Pretty  nearly  32  years. 

Mr.  Kelley.  Do  you  recollect  where  these  notes  were  payable? 

Mr.  Malmar.  At  our  terminal  branch. 

Mr.  Kelley.  It  was  set  out  in  the  notes  that  they  were  payable  to 
the  Corn  Exchange  Bank? 

Mr.  Malmar.  xes;  they  must  have  been  payable  to  the  Com 
Exchange,  as  the  Com  Exchange  sent  them  to  our  bank. 

Mr.  Kelley.  The  chances  are  that  would  indicate  Mr.  Downey  was 
doing  business  at  the  bank  at  that  time,  would  it  not  ? 

Mr.  Malmar.  Oh,  yes. 

Mr.  Kelley.  Can  you  examine  the  books  of  your  bank  and  be 
prepared  to  answer  questions  relative  to  the  business  transactions  of 
the  Downey  company  at  about  that  time? 

Mr.  Malmar.  If  it  is  the  wish  of  the  committee. 

Mr.  Kelley.  Or  subsequently? 

Mr.  Malmar.  Yes,  sir. 

Mr.  Kelley.  You  do  not  know  whether  they  made  loans  at  your 
bank  or  not,  to  finance  their  shipbuilding  projects? 

Mr.  Malmar.  No  ;  that  did  not  come  in  my  department  at  all. 

Mr.  Kelley.  You  are  the  cashier? 

Mr.  Malmar.  Yes,  sir. 

Mr.  Kelley.  And  who  would  know  about  that? 

Mr.  Malmar.  Well,  the  credit  department  of  the  bank. 

Mr.  Kelley.  We  would  have  to  subpoena  somebody  else  to  get  that 
information,  or  could  you  get  it  from  the - 

Mr.  Malmar  (interposing).  If  you  served  it  on  the  bank,  the  infor- 
mation would  be  supplied ;  1  do  not  know  whether  I  would  be  the  one. 

Mr.  Kelley.  It  will  be  supplied  by  the  proper  official?    • 

Mr.  Malmar.  Oh,  yes. 

Mr.  Kelley.  Is  your  bank  a  national  bank  or  a  State  bank? 

Mr.  Malmar.  A  State  bank. 

Mr.  Kelley.  Are  you  familiar  with  the  national  banking  laws? 

Mr.  Malmar.  I  am  not  very  familiar  with  them ;  no. 

Mr.  Kelley.  Under  the  laws  of  the  State  of  New  York  is  it  per- 
missible for  a  banking  official  to  accept  a  commission  on  a  loan  made 
from  the  bank? 

Mr.  Malmar.  No,  sir. 

Mr.  Kelley.  Do  you  know  whether  that  is  true  of  the  Federal  law  ? 

Mr.  Malmar.  No  ;  I  do  not. 
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Mr.  Kelley.  Will  you  be  prepared  this  afternoon,  or  at  the  call 
of  the  committee,  to  give  to  the  committee  information  relative  to 
the  business  transactions  of  the  Downey  company  with  your  bank 
at  about  that  time ;  and  also  as  to  the  financial  standing  of  Wallace 
Downey  in  your  bank,  and  also  of  his  company  ? 

Mr.  Malmar.  Well,  if  you  can  tell  me  just  exactly  what  you  want 
in  the  Way  of  transactions — I  do  not  know  what  period  you  want  to 
cover. 

Mr.  Kelley.  And  give  amounts  and  deposits. 

Mr.  Kalmar.  For  what  time  ? 

Mr.  Kelley.  I  suppose  from  March  1,  we  will  say,  1917,  until 
March  17, 1919. 
.  Mr.  Malmar.  And  just  what  is  it  the  committee  would  want? 

Mr.  I^LLEY.  The  loans  made  by  your  bank  to  either  Mr.  Downey 
of  the  Downey  Shipbuilding  Corporatioii,  and  the  general  state  of 
their  deposits  during  that  time,  either  at  the  main  bank  or  at  the 
branch  bank,  and  also  a  statement  as  to' the  financial  responsibility 
of  Mr.  Downey  and  his  corporation  as  of  that  period  ? 

Mr.  Malmar.  May  I  ask  you  a  question,  Mr.  Kelley,  to  be  sure  I 
get  it  right  ? 

Mr.  Kelley.  Yes. 

Mr.  Malmar.  The  general  state  of  the  deposits — I  want  to  be  clear 
just  what  you  want  there. 

Mr.  Kelley.  Suppose  we  start,  then,  with  the  balance  on  March  1, 
1917,  either  Mr.  Downey's  account  or  the  shipbuilding  company,  or 
both,  and  the  balance  month  by  month  from  that  time  on,  as  of  the 
end  of  each  month,  up  until  March  18,  1919 ;  and  also  any  notes  that 
were  charged  against  the  account  during  that  period. 

Mr.  Malmar.  Well,  may  I  say,  in  explanation,  if  the  notes  came 
from  the  outside  our  ledger  will  not  show  whether  it  is  a  note  or 
not.  The  ledger  does  not  designate  the  character  of  the  charge — it 
miglit  be  a  check  or  it  miijht  be  a  note. 

Mr.  Keli^y.  How  could  you  tell  these  were  notes  ? 

Mr.  Malmar.  Well,  1  got  that  information  through  Mr.  Fisher; 
and  then  I  verified  the  entries  on  our  books,  and  the  fact  that  one  of 
them  was  returned  gave  us  the  information  in  regard  to  that. 

Mr.  Kelley.  What  does  this  mean  in  vour  statement  here  that  "  an 
item  for  $10,600,  which  was  drawn  by  Wallace  Downey  and  returned 
by  us  to  the  Hanover  National  Bank  of  New  York  City  '  short ' "  ? 

Mr.  Malmar.  That  means  that  this  item  was  presented  to  the 
clearing  house,  and  not  being  good,  we  made  an  entry  in  a  book 
which  we  have  for  all  returned  items — returned  for  any  causes 
whatever;  we  have  to  make  a  special  record  of  them,  and  that 
shows  on  that  return-item  book  that  day. 

Mr.  Kj:lley.  It  meant  he  did  not  have  money  enough  in  his  ac- 
count in  your  bank  to  cover  that  charge  ? 

Mr.  Malmar.  That  is  correct. 

Mr.  Kelley.  Do  you  know  how  much  it  was  short  on  that  date  ? 

Mr.  Malmar.  No  ;  I  have  not  looked  at  the  ledger. 

The  Chairman.  I  think  that  is  all,  Mr.  Malmar. 

Mr.  Malmar.  Mr.  Kelley,  it  is  an  awfully  short  time  to  cover  two 
years.    I  was  wondering  whether  it  would  be  possible 

Mr.  Klelley  (interposing).  Early  next  week  would  do  just  as  well. 

Mr.  Malmar.  Well,  whenever  you"  say. 
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Mr.  Kelley.  I  will  say  Monday  of  next  week. 
Mr.  MaltMar.  Monday,  here? 
Mr.  Kelley.  Yes. 
Mr-  Malmar.  All  right. 

The  Chairman.  The  affidavit  which  Mr.  Malmar  has  identified 
will  be  put  into  the  record. 

(The  affidavit  referred  to  is  in  words  and  figures  as  follows:) 

The  Cobn  Exchange  Bank, 
New  York,  November  9,  J920. 
Hon.  .losEPH  AValsh, 

C/iainnan,  Select  Vowwitiee  on  Jnre«titjution  of  U.  S.  Shippinff 

Board  Operations,  Hotel  Penn«ylraniay  New  York. 
Attention  of  Mr.  A.  M.  Fisher. 

Dkak  Sib:  In  (•onii)liance  with  the  request  ol  Mr.  Alexander  M.  Fisher,  we 
herewith  j^ive  you  the  following  Infornmtion,  viz:  l)n  Sei>teniber  16,  1918,  we 
reeeive<l  tlirough  the  clearaneeH  an  item  for  $10,300,  which  was  charged  against 
the  account  of  Wallace  Downey,  in  our  terminal  branch.  Inasmuch  as  we  do 
not  keep  the  clearing  house  lists  more  than  one  year,  we  are  not  able  to  state 
what  member  of  the  New  York  Clearing  House  charged  this  item  against  us. 

On  March  17,  1919,  we  received  through  the  exchanges  an  item  for  $10,600, 
which  was  <lrawn  by  Wallace  Downey  and  returned  by  us  to  the  Hanover  Na- 
tional Bank  of  New  York  City  **  short."  On  March  18,  1919,  we  cliarged  the 
account  of  AV'allace  Downey,  $10,606.40,  and  paid  same  by  our  manager's  check 
to  the  Hanover  National  Hank,  which  covere<l  the  item  returned  on  the  17th, 
with  fees  and  additional  Interest. 
Very  truly,  yours, 

E.  S.  Malmar,  Cashier. 

Subscril>e<l  and  sworn  to  before  me  this  9th  day  of  November,  1920. 

H.  K.  Haynes,  Notary  Puhlie. 

Kings  Co.  No.  364;  Certificate  filed  in  New  York  (Vunty  No,  116;  Kings 
County  Registers  No.  1054;  New  York  County  Register's  No.  1232;  Bronx 
C-ounty  Clerk's  No.  7;  Bronx  County  Register's  No.  2114. 

The  Chairman.  If  you  can  let  us  know  Monday,  Mr.  Malmar,  we 
will  endeavor  to  call  you  so  that  you  can  be  put  right  on  and  immedi- 
ately excused,  so  as  not  to  take  any  more  of  your  time  than  is  neces- 
sary. 

Mr.  Malmak.  Thank  you,  Mr.  Chairman. 

TESTIHONT  OF  ME.  JACOB  NIEMAN,  ASSISTANT  CASHIEB, 
HANOVER  NATIONAL  BANE,  NEW  TOBK  CITY. 

The  witness  was  duly  sworn  by  the  chairman. 

The  Chairman.  Your  name  is? 

Mr.  NiEMAN.  My  name  is  Jacob  Nieman. 

The  Chairman.  You  are  connected  with  the  Hanover  National 
Bankt    In  what  capacity? 

Mr.  Nieman.  Assistant  cashier. 

The  Chairman.  I  hand  vou  a  statement  subscribed  and  sworn  to 
by  you  on  October  20,  beK)re  Mr.  F.  A.  Beck,  notary  public,  and 
ask  you  if  that  is  your  signature,  and  if  you  signed  that  document 
[handing  paper  to  witness]  ? 

Mr.  Nieman.  Yes,  sir;  it  is. 

The  Chairman.  It  is  dated  October  20, 1920,  and  contains  the  fol- 
lowing [reading]. 

According  to  our  records,  we  received  from  the  Takoma  Park  Bank  for  collec- 
tion and  credit  to  tlieir  account  in  their  letter  dated  Septeml)er  10,  1918,  note 
Wallace  Downey,  $10,000,  payable  at  the  Corn  Exchange  Bank,  Terminal 
Branch,  60  Ghurch  Street,  New  York,  which  was  duly  paid  on  presentation  with 
interest— in  all  $10,300. 
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The  second  note  came  in  their  letter  of  February  19, 1919,  due  March  15, 1919. 
Our  records  show  this  note  was  protested  for  nonpayment  at  maturity  and  was 
subsequently  paid  March  18  with  full  interest  to  date  of  paymait,  In  all  $10,005. 

The  records  of  your  bank  show  those  facts,  do  they,  Mr.  Nieman? 

Mr.  Nieman.  Yes.  sir. 

The  Chairman.  Do  you  know  anything  further  in  connection  with 
those  transactions  than  what  appears  upon  your  records? 

Mr.  Nieman.  No,  sir ;  I  do  not. 

The  Chairman.  Has  anybody  representing  the  Department  of 
Justice,  the  Treasury  Department,  the  Shipping  Board,  the  Federal 
Trade  Commission,  this  committee — with  the  exception  of  Mr. 
Fisher — or  any  other  branch  of  the  Federal  Government,  seen  you, 
conferred  with  you  or  made  inquiries  of  you  with  reference  to  these 
transactions? 

Mr.  Nieman.  No  sir. 

The  Chairman.  Or  any  transactions  of  the  Downey  Shipbuilding 
Corporation  or  Wallace  Downey? 

Mr.  Nieman.  No^  sir. 

Mr.  Kelley.  Was  the  Downey  Shipbuilding  Corporation  a 
customer  of  your  bank? 

Mr.  Nieman.  No,  sir. 

Mr.  Kelley.  Or  Mr.  Wallace  Downey? 

Mr.  Nieman.  No,  sir. 

Mr.  Kelley.  Do  you  know  Mr.  Downey  personally? 

Mr.  Nieman.  No,  sir. 

Mr.  Kelley.  And  you  simply  acted  in  the  capacity  of  an  agent 
for  the  Takoma  Bant,  Washington,  in  this  transaction? 

Mr.  Nieman.  Yes,  sir. 

Mr.  Kelley.  And  that  is  all  you  know  about  it? 

Mr.  Nieman.  That  is  all. 

The  Chairman.  I  think  that  is  all,  Mr.  Nieman ;  thank  you^  sir. 

The  sworn  statement  of  Mr.  Nieman,  which  he  has  ictentified, 
will  be  made  a  part  of  the  record. 

(The  affidavit  referred  to  is  in  words  and  figures  as  follows:) 

The  Hanover  National  Bank, 

New  York,  October  20,  1920. 
Hon.  Joseph  Walsh, 

Room  251,  House  Offlce  Bvilding,  Washington,  D,  C, 

Sib:  On  Monday  the  18th  instant  your  personal  representative  caUed  here 
concerning  certain  notes  made  by  Wallace  Downey  to  the  order  of  Tucker  K. 
Sands,  which  the  Takoma  Park  Bank  of  Takoma  Park  forwarded  to  this  bank 
for  collection  under  dates  of  September  10,  1918,  and  February  19,  1919. 

According  to  our  records,  we  received  from  the  Takoma  Park  Bank  for  col- 
lection and  credit  to  their  account  in  their  letter  dated  September  10,  1918, 
note  Wallace  Downey,  $10,000,  payable  at  the  Corn  Exchange  Bank,  Terminal 
Branch,  50  Church  Street,  New  York,  which  was  duly  paid  on  presentation 
with  interest—in  all  $10,300. 

The  second  note  came  in  their  letter  of  February  19,  1919,  due  March  15, 1919. 
Our  records  show  this  note  was  protested  for  nonpayment  at  maturity  and  was 
subsequently  paid  March  18,  with  full  Interest  to  date  of  payment ;  In  aU,  $10,605. 
Yours,  very  truly, 

J.  Nieman, 
Assistant  Cashier. 
State,  County,  and  City  of  New  York,  ss: 

Subscribed  and  sworn  to  before  me  this  20th  day  of  October,  1920. 

F.  A.  Beck, 
Notary  Public,  Kings  County. 
Certificate  filed  New  York  County. 
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TESTIMONY  OF  ME.  TUCKER  K.  SANDS— Eesumed. 

* 

The  Chairman.  Mr.  Sands,  did  you  have  any  connection  or  finan- 
cial interest  in  any  contractor,  or  partnership,  corporation,  or  concern 
seeking  business  with  the  Shipping  Board? 

Mr.  Sands.  Yes ;  I  am  treasurer  of  a  shipbuilding  concern. 

The  Chairman.  Which  one? 

Mr.  Sands.  The  one  at  Quantico. 

The  Chairman.  What  is  the  name  of  that  company? 

Mr.  Sands.  I  can  not  remember  my  own  company  [laughing]  ;  I 
can  not  think  of  the  name  of  that  company,  somehow  or  other. 

The  Chairman.  How  long  have  you  been  treasurer  of  it? 

Mr.  Sands.  I  was  treasurer  from  its  starting. 

The  Chairman.  When  did  it  start? 

Mr.  Sands.  I  think  it  was  1917,  in  May.  In  the  meantime,  I  can 
not  think  of  the  name. 

The  Chairman.  Did  it  get  a  contract  from  the  Shipping  Board? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  'Who  secured  that  contract? 

Mr.  Sands.  Our  president. 

The  Chairman.  Who  is  the  president? 

Mr.  Sands.  George  R.  Collins. 

The  Chairman.  When  was  the  contract  secured,  do  you  know? 

Mr.  Sa^ds.  Well,  it  was  about  1917,  in  the  early  part — the  spring, 
March  or  April. 

The  Chairman.  Might  that  have  been  the  Atlantic  Lifeboat  Co.  ? 

Mr.  Sands.  No,  sir.  I  was  trying  to  think  of  the  name — no.  I 
can  not  think  of  the  name  of  my  own  company. 

The  Chairman.  Was  it  the  General  Shipbuilding  Co.  ? 

Mr.  Sands.  No,  sir.  I  was  also  treasurer  of  the  General  Ship- 
building Co.,  too,  but  that  only  built  for  the  Navy  Department. 
[After  a  pause.]     Potomac  Shipbuilding  Co. 

The  Chairman.  Are  you  treasurer  of  that  company  now? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  And  have  been  since  it  started? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  Do  you  know  how  many  ships  they  constructed 
for  the  Shipping  Board? 

Mr.  Sands.  We  did  not  build  any. 

The  Chairman.  Did  you  intercede  with  anybody  in  order  to  secure 
a  contract  for  that  concern? 

Mr.  Sands.  No,  sir. 

The  Chairman.  Did  anybody  intercede  with  you  to  assist  in  get- 
ting a  contract  with  that  concern? 

Mr.  Sands.  No,  sir. 

The  Chairman.  Did  your  bank  finance  the  General  Shipping  Co.  ? 

Mr.  Sands.  No — the  General  Shipbuilding ;  you  mean  tne  General 
or  the  Potomac? 

The  Chairman.  The  General? 

Mr.  Sands.  No. 

The  Chairman.  Were  you  asked  to  help  finance  them? 

Mr.  Sands.  The  bank — ^never. 

The  Chairman.  Were  you  asked  yourself? 

17706S— 20— PT  7 ^10 
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Mr.  Sands.  Well,  I  was  treasurer  of  that  company  also,  and  I  did 
finance  it. 

The  Chairman.  What  is  the  Aero  Co.? 

Mr.  Sands.  That  was  the  name  of  the  General  Shipbuilding — the 
General  Shipbuilding  &  Aero  Co. ;  that  is  the  name  of  the  company. 

The  Chairman.  They  had  a  plant  at  Alexandria? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  And  were  entirely  without  fimds? 

Mr.  Sands.  No — we  had  three — ^three  of  us — three  men,  myself 
and  two  others,  we  underwrote  the  whole  proposition  and  loaned 
them  as  high  as  $140,000. 

The  Chairman.  Well,  did  you  at  any  time  agree  to  purchase 
$200,000  worth  of  the  stock  at  50  cents  on  the  doll|ir,  granting  the 
parties  an  option  to  purchase  them  back  at  par — ^you  were  the  people 
who  financed  it? 

Mr.  Sands.  We  practically  made  that  arrangement. 

The  Chairman.  There  was  an  overdraft  in  connection  with  the 
financiar  dealings  of  this  company? 

Mr.  Sands.  Yes. 

The  Chairman.  Was  it  afterwards  made  good? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  Did  you  benefit  in  any  way  through  the  financial 
transactions  of  this  company  ? 

Mr.  Sands.  I  did  not ;  I  lost  money  on  it. 

The  Chairman.  Did  they  borrow  any  money  from  the  bank  with 
which  vou  were  connected  ? 

Mr.  Sands.  No,  sir. 

The  Chairman.  Now,  just  who  is  Mr.  Cranor? 

Mr.  Sands.  Well,  he  lives  here  in  New  York  now.  He  is  a  man 
whom  I  have  known  for,  I  guess,  15  years — 15  to  20  years.  He  is  a 
sort  of  a  promoter,  and  during  the  war  was  very  active  in  war  acitivi- 
ties.    He  is  a  broker  and  a  promoter. 

The  Chairman.  Did  he  come  to  see  jou  in  behalf  of  any  other  con- 
cern outside  of  the  Downey  Shipbuilding  Corporation  ? 

Mr.  Sands.  I  do  not  recall  that  he  did;  I  do  not  think  he  did, 
although  I  saw  him  very  frequently  during  the  early  period  of  the 
war.    I  do  not  think  he  did ;  I  do  not  recall  him 

The  Chairman  (interposing).  Did  anybody  else  come  to  see  you 
in  behalf  of  contracts  for  any  other  shipbuilding  concern? 

Mr.  Sands.  No. 

The  Chairman.  Do  you  know  how  he  happened  to  pick  you  out  to 
help  get  a  contract  for  the  Downey  shipbuilding  concern  ? 

Mr.  Sands.  He  came  to  see  me  because  I  was  pretty  well  acquainted 
with  him,  and  we  were  all  trying  to  get  contracts  for  the  building  of 
ships,  and  he  knew  that  I  knew  some  of  the  people  of  the  Shipping 
Board;  that  is,  not  of  the  Shipping  Board,  out  connected  with  the 
shipping  company.  Of  course,  I  knew  none  of  the  directors  or  oflBi- 
cers  of  the  Shipping  Board. 

The  Chairman.  Well,  how  was  it  that  he  had  this  knowledge,  that 
you  knew  shipbuilders  and  shipping  companies,  and  might  be  of 
assistance  in  getting  a  contract?  Eu)w  did  Mr.  Cranor*  happen  to 
have  that  knowledge? 

Mr.  Sands.  I  suppose  from  just  general  conversation ;  he  knew  that 
I  knew  some  of  the  men  connected  with  the  Shipping  Board.    I  did 
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not  know  any  of  the  higher  officials  at  that  time.  We  were  fairly 
intimate ;  I  lived  at  the  same  hotel  with  him. 

The  Chairman.  You  stated,  I  think,  previously,  Mr.  Sands,  that 
yx)u,  Mr.  Cranor,  Mr.  Boiling,  and  Mr.  Wallace  Downey  were  at  one 
time  present  when  the  subject  of  a  contract  with  the  shipbuilding 
coinpany,  the  Downey  Shipouilding  Corporation,  was  discussed  ? 

Mr.  Sands.  I  do  not  think  I  stated  that. 

The  Chairman.  You  did  not  state  that? 

Mr.  Sands.  I  do  not  think  I  stated  that;  no. 

The  Chairman.  Well,  if  you  did  not  state  it,  were  those  gentle- 
men ever  present? 

Mr.  Sands.  I  do  not  recall. 

The  Chairman.  When  that  matter  was  discussed? 

Mr.  Sands.  I  do  not  recall.  In  fact,  my  recollection  is,  that  I  did 
not  meet  Mr.  Downey  until  after  he  had  gotten  the  contract;  that 
is  my  recollection. 

The  Chairman.  Did  Mr.  Downey  secure  a  loan  of  $100,000  from 
the  Commercial  National  Bank? 

Mr.  Sands.  One  of  his  companies  did ;  yes. 

The  Chairman.  Was  that  the  bank  you  were  connected  with? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  Is  that  the  transaction  which  is  involved  in  the 
f)ending  indictment  against  you  ? 

Mr.  Sands.  No,  sir. 

The  Chairman.  It  has  nothing  to  do  with  the  charges  i 

Mr.  Sands.  It  has  nothing  to  do  with  it.  It  is  the  charge  on  the 
overdraft  of  the  General  Shipbuilding  Co. 

The  Chairman.  With  whom  did  Mr.  Downey  negotiate  that  loan? 

Mr.  Sands.  He  negotiated  with  the  bank,  an^ 

The  Chairman.  With  whom? 

Mr.  Sands.  Well,  I  was  the  acting  officer  of  the  bank,  and  I 
brought  it  under  consideration  and  they  passed  on  it  and  let  him 
have  it.  Mr.  Downey,  in  the  meanwhile,  had  placed  a  deposit — he 
originally  said  he  would  give  us  $500,000,  but  when  we  got  the  de- 
posit it  was  $100,0(K),  and  lie  kept  it  there  some  time. 

The  Chairman.  Who  were  the  members  of  this  committee,  Mr. 
Sands? 

Mr.  Sands.  Well,  I  could  not  snv  now  who  are  the  members  of  the 
committee,  because  I  don't  remember ;  but  we  had  a  regular  meeting 
of  committees  every  day. 

The  CiiAiR3iAN.  Did  you  have  a  regular  standing  committee? 

Mr.  Sands.  We  had  a  regular  standing  committee  at  that  time; 

yes.  sir. 

The  Chairman.  And  was  it  this  standing  committee  that  passed 

upon  this  transaction  ? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  Just  when  was  this  that  you  referred  it  to  this 
committee  ? 

Mr.  Sands.  I  referred  it  to  the  committee  as  soon  as  the  applica- 
tion was  made.  I  can  not  recall  the  dates,  because  I  have  nothing 
to  recall  them  by. 

The  Chairman.  How  many  times  did  you.  talk  with  Mr.  Wallace 
Downey  about  this  loan  ? 
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Mr.  Sands.  I  don't  remember  now.  I  talked  to  him  a  number  of 
times  about  finances  for  the  company.  I  talked  to  him  a  niunber  of 
times  about  it,  but  my  impression  is  that  I  did  not  meet  him:  I  did 
not  meet  Mr.  Downey  until  after  he  had  gotten  the  contract.  That  is 
my  impression.    I  met  Mr.  Cranor,  who  represented  him,  but 

The  Chairman.  You  talked  with  Mr.  Cranor? 

Mr.  kSaxds.  Yes,  sir;  but  I  do  not  think  I  met  Mr.  Downey  until 
after  he  had  gotten  the  contract.    I  do  not  think  I  had. 

The  Chairman.  Well,  now,  did  Mr.  Cranor  ask  you  to  assist  in 
getting  this  loan  ? 

Mr.  Sands.  No. 

The  (Chairman.  Did  he  talk  with  you  about  it? 

Mr.  Sands.  No. 

The  Chairman.  Did  you  know  anything  about  the  financial  rcj 
sponsibility  or  the  condition  of  the  finances  of  the  Downey  Ship- 
building Corporation  before  they  got  the  contract? 

Mr.  Sands.  Before  they  got  the  contract  ?  Yes,  I  looked  them  up, 
and  looked  into  the  mercantile  reports  and  saw  their  records,  and  I 
thought  it  would  be  all  right. 

The  (^HAiRMAN.  You  thought  thej^  were  in  sound  condition  finan- 
cially ? 

Mr.  Sands.  Yes,  sir;  I  did. 

The  C/Hairman.  And  when  jrou  had  this  talk  with  Mr.  Downey 
about  this  loan  were  you  promised  any  commission  or  premium  or 
fee  or  bonus  if  you  could  get  that  loan  for  him  ? 

Mr.  Sands.  Mr.  Downey  talked  to  me  along  the  line,  after  he  had 
gotten  the  contract,  that  he  wanted — ^that  he  had  not  paid  anything, 
he  wanted  to  pay  a  commission  for  financing. 

The  Chairman.  For  financing? 

Mr.  Sands.  For  financing.  He  said  he  wanted  to  pay  a  commis- 
sion for  financing. 

The  Chairman.  To  whom? 

Mr.  Sands.  Well,  why,  to  pay  it  to  me ;  he  wanted  to  pay  it  that 
way;  that  it  was  financing.  I  told  him,  although  I  had  financed  a 
number  of  propositions  outside  the  bank,  I  said,  "  I  can  not  ask  the 
bank  for  any  money  under  any  promise  from  you,  because  I  would 
not  do  that ;  T  can  not  do  it.  I  have  not  the  right  to  do  it."  And  he 
said,  "  Well,  it  is  all  right,  you  know,  to  pay  for  an  underwriting," 
and  I  said,  "  Well,  I  can  not  have  it  that  way,  anyway.  I  can  not 
have  it  that  way."  I  said,  "  I  will  bring  your  proposition  to  the 
bank,  and  we  will  doubtless  lend  you  money."  I  did  afterwards  try 
to  help  him  when  he  wanted  help. 

The  Chairman.  Have  you  received  commissions  for  financing 
other  propositions? 

Mr.  Sands.  No. 

The  Chairman.  Never  have  received  any  ? 

Mr.  Sands.  Well,  I  don't  know  that  I  have.  I  think  I  have,  yes; 
but  not  in  the  bank. 

The  Chairman.  Not  in  the  bank? 

Mr.  Sands.  No,  I  never  borrowed ;  no  concern  in  which  I  ever  got 
any  commission 

The  Chairman.  Did 'you  personally  loan  the  Downey  Shipbuilding 
Corporation  any  money? 

Mr.  Sands.  No. 
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The  Chairman.  Well,  can  you  state  how  this  figure  of  $40,000, 
which  you  state  was  agreed  upon  to  be  distributed  for  securing  this 
contract,  was  arrived  at  ?  Was  it  a  percentage  of  the  contract  price, 
or  how  did  Mr.  Downey  or  Mr.  Cranor  or  anybody  who  was  involved 
in  this  situation  which  you  say  developed,  come  to  fix  $40,000  as  the 
price  to  be  paid  ? 

Mr.  "Sands.  I  do  not  know.    I  did  not  stipulate  it  myself. 

The  Chairman.  You  did  not  stipulate  it  s 

Mr.  Sands.  I  did  not  stipulate  it.  I  really  was  the — when  the  pay- 
ment was  made  to  me  it  was  rather  a  surprise,  that  I  should  be  the 
one  to  distribute  it,  because  I  did  not  think  that  I  was  active  enough; 
but  for  some  reason  they  preferred  to  make  me  the  trustee  for  it. 

The  Chairman.  You  say  you  do  not  think  you  were  active  enough. 

Mr.  Sands.  I  did  not  think  that  I  was. 

The  Chairman.  You  were  the  one  man  who  was  to  see  the  Ship- 
ping Board  officials,  were  you  not,  Mr.  Sisler  and  Mr.  Boiling  ? 

Mr.  Sands.  I  introduced  them,  yes.  I  introduced  Mr.  Cranor  to 
both  those  gentlemen. 

The  Chairman.  And  you  were  the  man  to  use  your  influence  with 
them? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  Well,  that  is  some  activity  in  a  transaction  of  that 
sort,  was  it  not  ? 

Mr.  Sands.  Well,  some  activity ;  yes,  sir. 

The  Chairman.  Well,  who  was  more  active  than  you? 

Mr.  Sands.  Well,  I  suppose  that  is  about  all  the  activity  there  was. 
I  do  not  know  what  activity  they  used;  I  did  not  know  anything 
about* it.    That  is  all  that  we  did;  that  is  all  that  I  did. 

The  Chairman.  Well,  then,  why  were  you  surprised?  You  were 
the  man  who  knew  Mr.  Boiling  and  who  knew  Mr.  Sisler,  who  pro- 
vided the  rooms  for  the  conferences,  whose  acquaintance  with  these 
Shipping  Board  officials  they  apparently  relied  upon,  and  who  intro- 
duced the  parties  to  Mr.  Boiling,  and  later  a  contract  was  secured. 
Why  were  you  surprised  that  you  should  be  chosen  to  apportion  this 
money  after  the  agreement  as  to  its  distribution  had  been  made? 

Mr.  Sands.  Well,  I  do  not  know  why  they  settled  upon  me  as  doing 
it ;  anyone  of  them  might  have  done  it. 

The  Chairman.  Anyone  might  have  done  it,  but  you  were  one  of 
the  prime  movers  in  it,  were  you  not,  Mr.  Sands? 

Mr.  Sands.  Well,  I  was,  as  it  happened ;  yes,  sir. 

The  Chairman.  And  if  somebody  else  had  undertaken  the  divi- 
sion of  this  money  you  would  have  been  a  little  bit  disappointed, 
would  you  not  ? 
•  Mr.  Sands.  I  do  not  know  that  I  would. 

The  Chairman.  Have  you  got  the  note  which  Mr.  Sisler  signed 
with  you  this  morning? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  Would  you  let  me  see  that,  please? 

(Thepaper  was  produced  by  Mr.  Sands.)  ^ 

The  (Thairman.  Why,  he  only  indorsed  it,  did  he  not? 

Mr.  Sands.  Oh,  yes;  he  only  indorsed  it.  I  did  not  say  he  signed 
it. 

The  Chairman.  I  understood  you  to  say  Saturday  that  Mr.  Sisler 
gave  you  a  note,  his  note,  for  $6,000? 
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Mr.  Sands.  Well,  if  I  said  that  I  said  it  under  a  misapprehension. 
I  do  not  remember,  but  that  is  the  note  I  referred  to,  and  I  do  not 
recall  whether  that  was  not  a  renewal. 

The  Chairman.  This  may  have  been  a  renewal  ? 

Mr.  Sands.  Yes. 

The  Chairman.  .Will  you  look  at  that,  and  the  indorseioent  on 
the  back,  and  state  whether  you  think  that  was  a  renewal  ? 

Mr.  Sands.  I  can  not  say,  because  there  is  nothing  to  indicate  it 
on  here. 

The  Chairman.  There  had  been  a  payment  made  on  account,  had 
there  not? 

Mr.  Sands.  Yes,  sir;  a  payment  made  on  July  31. 

The  Chairman.  Who  is  tne  maker  of  that  note  ? 

Mr.  Sands.  A  man  named  Gray,  who  was  connected  with  the  com- 
pany which  I  mentioned,  the 

The  Chairman.  The  P*otomac? 

Mr.  Sands.  No;  the  Sand  &  Gravel  Co.  He  was  connected  with 
the  Sand  &  Gravel  Co.;  this  money  went  into  the  Sand  &  Gravel 
office. 

The  Chairman.  What  Sand  &  Gravel  Co.  ? 

Mr.  Sands.  The  one  that  Mr.  Sisler  had. 

The  Chairman.  Mr.  Sisler  had  a  Sand  &  Gravel  Co.  f 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  Well,  where  was  that  ? 

Mr.  Sands.  That  was  near  Ladensburg. 

The  Chahiman.  Ladensburg,  Md.  ? 

Mr.  Sands.  Yes,  sir ;  not  very  far  from  Washington. 

The  Chairman.  Was  this  oand  &  Gravel  Co.  a  depositor  in  the 
bank  that  you  were  connected  with  ? 

Mr.  Sands.  I  do  not  remember  whether  they  were  or  not.  They 
may  have — I  do  not  know  whether  they  had  an  account. 

The  Chairman.  -Who  is  Mr.  H.  D.  Mepham? 

Mr.  Sands.  Why,  he  was  one  of  Mr.  Sisler's  friends  also  interested 
in  that  enterprise. 

The  Chairman.  This  $5,000,  then,  had  nothing  to  do  with  this  pay- 
ment on  account  of  securing  a  contract  for  the  Downey  Shipbuilding 
Corporation,  did  it  ? 

Mr.  Sands.  Not  directly,  except  that  he  was  entitled  to  his  money, 
and  I  let  him  have  this  money  on  account,  that  is  all. 

The  Chairman.  Let  who  have  it? 

Mr.  Sands.  Mr.  Sisler. 

The  Chairman.  You  let  Mr.  Sisler  have  it? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  And  Mr.  Gray  signed  the  note? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  Well,  Mr.  Mepham  is  a  member  of  this  Sand  & 
Gravel  Co.  ? 

Mr.  Sands.  He  was  at  that  time,  he  and  Mr.  Gray  both. 

The  Chairman., Mr.  Gray,  another  member  of  that  firm? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  Signed  a  note  for  $5,000,  payable  to  Mr.  Mepham, 
of  the  same  firm  ? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  And  Mr.  Mepham  indorsed  it,  and  on  July  31, 
1918,  there  had  been  a  payment  of  $575  ? 
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Mr.  Sands.  Yes,  sir. 

The  Chairman.  And  Mr.  Sisler  indorsed  the  note  ? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  What  is  there  about  that  paper  that  connects  Mr. 
Sisler  up  with  the  awarding  of  this  contract  to  the  Downey  Ship- 
building Corporation  ? 

Mr.  Sands.  Nothing,  except  that  he  was  entitled  to  his  proportion, 
and  I  charged  it  up  to  him. 

The  Chairman.  Charged  it  up  to  him  where? 

Mr.  Sands.  On  my  own  books. 

The  Chairman.  Have  yon  got  your  books? 

Mr.  Sands.  I  have  not. 

The  Chairman.  Where  are  they? 

Mr.  Sands.  In  Washington. 

The  Chairman.  With  whom? 

Mr.  Sands.  Well,  they  are  just  in  storage  there;  I  have  not  got 
them  here. 

The  Chairman.  Did  the  Sand  &  Gravel  Co.  do  any  business  with 
the  Shipping  Board? 

Mr.  Sands.  Not  at  all,  not  that  I  know  of.  I  do  not  know  that  they 
did. 

The  Chairman.  With  any  shipbuilder  that  was  under  contract  with 
the  board  ? 

Mr.  Sands.  I  do  not  suppose  so. 

The  Chairman.  As  far  as  this  note  goS^,  there  is  not  a  word  or  a 
mark  upon  it  that  shows  that  Mr.  Sisler  was  involved  in  getting  a  con- 
tract from  the  Shipping  Board  for  the  Downey  Shipbuilding  Corpo- 
ration, is  there? 

Mr.  Sands.  No,  sir. 

The  Chairman.  Were  you  interested  in  the  lifeboat  business? 

Mr.  Sands.  No,  sir. 

The  Chairman.  Or  in  the  anchor  business? 

Mr.  Sands.  I  was  interested  in  the  anchor  business ;  yes,  sir. 

The  Chairman.  Where  was  that? 

Mr.  Sands.  That  was  at  Morton,  Pa. 

The  Chairman.  Did  they  furnish  the  Shipping  Board  with  an- 
chors? 

Mr.  Sands.  They  contracted  to  do  it,  but  they  did  not  get  in  in  time ; 
the  company  was  not  in  operation  until  after  the  armistice  was  de- 
clared. 

The  Chairman.  Have  you  any  objection  to  that  note  being  put 
into  the  record,  Mr.  Sands,  in  connection  with  your  testimony? 

Mr.  Sands.  No. 

The  Chairman  (reading) : "  Washington,  D.  C,  May  1, 1918."  In 
the  right-hand  margin  the  figures  "  $5,000."  The  word  "  due,"  and 
then,  in  pencil  below,  "7/SO."    1  suppose  that  is  July  30? 

Mr.  Sands.  Yes. 

The  Chairman  (reading) : 

Ninety  days  after  date  I  promise  to  pay  to  the  order  of  H.  D.  Mepham,  five 
thousand  dollars,  at  the  Commercial  National  Bank  of  Washington,  D.  O. 
Value  received^  with  interest  at  the  rate  of  —  per  cent  per  annum  until  paid. 

C.  L.  Gray, 
Kansas  CitVt  Uo, 
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"Railway' Exchange  Building"  is  that? 
Mr.  Sands.  I  do  not  know;  I  ao  not  remember. 
The  Chairman.  "Ry.  Exchange  Bldg."    These  are  the  indorse- 
ments : 

July  31,  1918.     By  payment.  $575. 

H.  D.  Mephaic. 
Lesteb    Sisleb. 

Can  you  loan  this  note  to  the  committee  to  have  a  photograph  copy 
taken  of  it,  leave  it  in  our  custody,  to  be  returned? 

Mr.  Sands.  Well,  I  do  not  suppose  there  is  any  objection  to  that. 

The  Chairman.  We  will  be  responsible  for  it,  Mr.  Sands,  and  see 
that  it  will  be  returned  to  you. 

Mr.  Sands.  You  can  keep  the  original  if  you  want. 

The  Chairman.  After  the  contract  was  awarded,  did  you  and  Mr. 
Downey  have  some  controverey  about  this  $40,000  payment? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  What  was  it  about,  Mr.  Sands? 

Mr.  Sands.  Well,  it  was  a  controversy  first  on  the  grounds  of  whaL 
it  was  given  for,  and  the  second  was,  that  he  thought  that  it  was 
excessive. 

The  Chairman.  He  thought  it  was  excessive? 

Mr.  Sands.  Yes. 

The  Chairman.  Well  now,  a  controversy  upon  the  grounds  of  what 
it  was  given  for,  just  relatt^  what  that  was? 

Mr.  Sands.  Well,  I  do  not  think  I  met  Mr.  Downey  until  after  he 
had  gotten  the  contract. 

The  Chairman.  You  have  said  that  several  times. 

Mr.  Sands.  Yes;  I  just  wanted  to  impress  that. 

The  Chairman.  Yes,  sir. 

Mr.  Sands.  And  when  he  came  down  to  see  me  he  said,  first,  it  was 
for  financial  accommodation.  He  said  that  was  customary;  but  I 
said  this :  "  Well,"  I  said,  "  I  can  not  take  it  for  that."  I  said,  "  I 
may  have  to  get  some  money  from  the  bank,  and  that  would  involve 
another  feature,  and  I  could  not  do  it."  I  had  previously  financed 
a  number  of  concerns  outside  the  bank,  but  in  this  case  1  feared  it 
might  come  to  the  bank,  for  the  reason  that  Mr.  Downey  opened  a  big 
account  there  at  the  bank.  He  promised  us  a  half  million  dollars, 
but  when  it  came  down  he  sent  us  $100,000 ;  I  just  recall  that ;  and 
for  that  reason  I  feared  that  there  might  be  some  question  about  it.  I 
did  not  want  that  question. 

The  Chairman.  Well,  do  you  mean  to  say  that  he  understood  that 
this  $40,000  was  being  paid  for  one  purpose,  but  he  wanted  it  fixed 
so  that  it  would  be  understood  as  being  paid  for  another  purpose? 

Mr.  Sands.  Well,  I  can  not  say  what  he  understood,  but  that  was 
what  I  told  him  plainly.  ^ 

The  Chairman.  What  did  vou  tell  him? 

Mr.  Sands.  I  told  him  just  what  I  said,  when  he  came  down  to 
see  me  at  my  rooms  and  told  me  that  this  money — that  they  could 
not  charge  it  up  except  for  financing  or  something  of  that  kind;  that 
I  said,  "  Well,  I  can  not  do  that."  I  said,  "  That  would  place  me  in 
an  embarrassing  position,  because  you  would  have  dealings  with  the 
bank,  growing  out  of  your  account."  And  we  had  considerable  con- 
troversy about  that,  and  it  was  never  settled. 
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The  Chairman.  Yes ;  but  how  did  this  controversy  get  started  ? 

Mr.  Sands.  Well,  when  he  came  down  there  to  make  the  settlement 
it  occurred. 

The  Chairman.  Yes;  but  how  did  it  get  started,  about  $40,000? 
How  did  he  come  to  offer  it  to  you  as  a  payment  for  financial  accom- 
modation ? 

Mr.  Sands.  I  don't  know.    I  can  not  answer  that. 

The  Chairman.  Well,  did  he  say  anything  about  it  being  paid  for 
securing  a  contract? 

Mr.  Sands.  No  ;  but  I  did. 

The  Chairman.  What  did  you  say? 

Mr.  Sands.  I  said  that  it  was  for — I  considered  this  fee  to  be  for 
securing  a  contract,  aiding  him  in  getting  it. 

The  Chairman.  What  did  he  say  ? 

Mr.  Sands.  Well,  we  had  the  argument,  just  that,  and  we  did  not 
settle  it  either  way,  that  way. 

The  Chairman.  Did  he  disclaim  any  knowledge  of  his  paying  or 
his  concern  paying  any  amount  of  money  for  getting  a  contract? 

Mr.  Sands.  No  ;  he  did  not. 

The  Chairman.  Did  you  tell  him  that  Mr.  Cranor  had  made  this 
arrangement  ? 

Mr.  Sands.  I  think  I  did.    I  could  not  say ;  I  think  I  did ;  yes,  sir. 

The  Chairman.  Did  he  say  anything  to  you;  that  Mr.  Cranor 
had  no  authority  to  enter  into  any  such  arrangement  ? 

Mr.  Sands.  I  do  not  recall  his  saying  that ;  1  do  not  recall  his  say- 
ing that. 

The  Chairman.  But  he  came  to  you  and  stated  that  they  could  not 
charge  this  up  on  the  books  unless  it  appeared  for  securing  financial 
accommodation  ? 

Mr.  Sands.  That  is  what  I  understood  him  to  say ;  yes,  sir. 

The  Chairman.  And  what  financial  accommodation  did  you  sec\ire 
for  him  ? 

Mr.  Sands.  Well,  I  did  not  secure  very  much,  because  I  really  got 
out  of  the  bank,  and  my  own  credit  was  hindered  to  such  an  extent 
that  I  could  not  get  anv  money  for  him.  I  told  him,  I  said,  "  I  can 
not  get  you  any  money.'' 

The  Chairman.  Well,  then,  he  was  going  to  pay  you  $40,000  for 
securing  nothing,  was  that  it  ? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  He  did  get  $100,000  at  th^t  bank,  did  he  not? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  Left  it  on  deposit? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  In  the  savings  bank  department  ? 

Mr.  Sands.  Yes,  sir.    He  made  a  deposit  there  of  that. 

The  Chairman.  Did  Mr.  Downey  know  how  this  $40,000  was  to  be 
divided  ? 

Mr.  Sands.  I  do  not  think  he  did. 

The  Chairman.  Did  you  tell  him  at  that  controversy  ? 

Mr.  Sands.  No,  sir. 

The  Chairman.  Did  you  mention  Mr.  Boiling's  name  at  that 

controversy  ? 

Mr.  Sands.  I  do  not  think  so ;  no,  sir. 
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The  Chairman.  Or  Mr.  Sisler's  name  ? 

Mr.  Sands.  I  do  not  think  so. 

The  Chairman.  Did  you  mention  Mr.  Cranor's  name? 

Mr.  Sands.  I  think  very  likely ;  yes,  I  spoke  of  Mr.  Cranor. 

The  Chair31an.  Mr.  Fuller  ? 

Mr.  Sands.  No  ;  Mr.  Fuller  had  nothing  to  do  with  it. 

The  Chairman.  You  did  not  mention  his  name  ? 

Mr.  Sands.  No  ;  he  had  nothing  to  do  with  it. 

The  Chairman.  You  state  in  this  affidavit  which  was  drawn  up, 
but  which  you  subsequently,  upon  advice  of  your  counsel,  declined  to 
sign: 

During  the  negotiations  Mr.  Downey  came  to  Waslilngton  and  was  introduced 
to  me  by  Mr.  Cranor.  He  ratified  the  agreement  whereby  $40,000  commission 
was  paid,  but  provided  that  such  payments  would  be  made  by  notes  bearing 
the  date  of  April  15,  1917,  in  amounts  of  $10,000  each,  and  maturing  in  6 
months,  9  montlis,  12  months,  and  15  months,  respectively,  but  Mr.  Downey 
Insisted  that  the  oBtensible  consideration  for  these  notes  should  be  my  services 
in  procuring  a  loan  of  money  for  him. 

Now,  that  was  before  the  contract  was  awarded^  was  it  not? 

Mr.  oANDS.  Oh,  no ;  he  had  gotten  the  contract. 

The  Chairman.  What? 

Mr.  Sands.  He  had  gotten  the  contract  then. 

The  Chairman.  Well,  that  was  before  this  controversy,  then,  was 
it  not? 

Mr.  Sakds.  No  ;  this  was  at  the  time  of  the  controversy. 

The  Chairman.  You  say  the  notes  were  to  be  dated  April  15, 1917. 

Mr.  Sands.  Well,  that  is  my  recollection  about  the  dates.  I  can 
not  recall  the  dates.  That  thing  was  written  very  hurriedly,  and  no 
reference  was  made  to  any  books  at  all,  so  that  I  could  not  say 
whether  it  was  March  or  April.    I  could  not  say  about  that. 

The  Chairman.  Well,  was  the  year  correct,  1917? 

Mr.  Sands.  I  really  am  at  sea  whether  that  was  the  year,  whether 
it  was  1917  or  1918.    I  had  so  many  things. 

The  Chairman.  Well,  the  notes  were  actually  given  in  1918,  were 
they  not? 

Mr.  Sands.  Well,  then  it  was  1918. 

The  Chairman.  Do  you  know  when  the  Downey  Corporation  got 
their  contract  for  ships? 

Mr.  Sands.  No;  I  do  not. 

The  Chairman.  You  do  not  know  whether  or  not  they  got  their 
contract  in  July,  1917,  do  you? 

Mr.  Sands,  l^o,  I  did  not  know ;  I  do  not  know  about  that. 

The  Chairman.  Well  now,  assimie  that  they  got  their  contract  in 
July,  1917,  how  do  you  explain  these  notes  being  all  dated  in  1918  ? 

Mr.  Sands.  Well,  that  must  have  been  another  contract.  I  do  not 
know  about  that;  it  must  have  been  another  contract. 

The  Chairman.  Do  you  say  the  Downey  Co.  got  two  contracts? 

Mr.  Sands.  I  do  not  say  so,  but  I  should  judge  there  must  be,  be- 
cause this  was 

The  Chairman.  Well,  assume  they  only  got  one,  what  do  you  say 
about  it,  these  notes  all  being  dated  a  year  later. 

Mr.  Sands.  Well,  the  notes  should  have  been  dated  around  the  time 
that  they  got  the  contract. 

The  Chairman.  Perhaps  they  should  have,  but  they  were  not,  ap* 
parently.    Now;  how  do  you  explain  it? 
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Mr.  Sands.  Well,  I  would  say  they  were;  I  should  say  they  were 
dated  about  the  time  they  got  the  contract. 

The  Chairman.  Do  you  know  whether  the  Downey  concenx  got 
more  than  one  contract  with  the  Shipping  Board? 

Mr.  SANoe.  I  do  not  know. 

The  Chairman.  Do  you  know  whether  or  not  they  had,  actually 
had  a  contract  with  the  Shipping  Board,  at  the  time  they  were 
seeking  your  good  offices  to  get  a  contract? 

Mr.  Sands.  I  could  not  say,  I  do  not  know. 

The  Chairman.  Did  not  Mr.  Cranor  ever  tell  you  that  they  had 
one  contract  and  wanted  to  get  another? 

Mr.  Sands.  I  do  not  recall  his  ever  telling  me ;  no. 

The  Chairman.  When  you  looked  up  their  financial  responsibility 
and  their  standing,  did  you  inquire  into  what  work  they  were  doing, 
whether  they  actually  had  a  contract  with  the  Shipping  Board? 

Mr.  Sands.  I  do  not  recall  it  now. 

The  Chairman.  Well,  would  that  not  be  a  natural  thing  for  you 
to  do  in  looking  up  the  standing  of  a  concern  that  was  seekmg  a  con- 
tract, or  a  loan  rather,  for  you  to  look  up  not  only  their  rating  and 
their  officials,  but  to  see  what  work  the^  were  actually  doing  or  had 
done  ?  ^ 

Mr.  Sands.  Well,  it  would  have  been,  but  I  did  not  do  it.  I  don't 
remember  doing  it ;  I  don't  remember  that. 

The  Chairman;  You  don't  remember  whether  you  did  or  not? 

Mr.  Sands.  I  don't  remember;  I  know  that  they  were  very  active 
in  business  at  the  time,  and  I  thought  very  well  oi  them  myself. 

The  Chairman.  The  statement  is  contained  in  this  affidavit  which 
was  prepared,  but  which  you  declined  to  sign,  upon  the  advice  of 
your  counsel,  that — 

It  had  always  been  understood  by  Mr.  Boiling,  and  among  us,  that  Mr.  Boiling 
was  to  receive  $6,250  from  the  proceeds  of  the  discount  of  the  notes,  but  for  some 
reason  he  became  worried  and  did  not  accept  the  balance  of  the  $6,250  still  due. 
I  had  In  the  meantime  advanced  to  him  in  different  sums  approximately  $1,800. 
These  sums  were  paid  to  Mr.  Boiling,  as  nearly  as  I  can  recollect,  as  follows : 

Then  there  is  a  blank  which  is  not  filled  in. 

Now,  was  anybody  present  when  you  paid  him  any  of  this  money? 

Mr.  Sands.  I  do  not  recall  anybody  being  present.  I  do  not  think 
that  is  likely  there  were.  I  do  not  recall  anyone  being  present.  There 
might  have  been  some  one  in  the  office  who  may  have  observed  it,  but 
I  really — it  would  not  have  been  any  of  their  business,  and  I  do  not 
think  that  I  would  have  called  their  attention  to  it. 

The  Chairman.  Did  you  actually  owe  Mr.  Boiling  some  money  at 
that  time? 

Mr.  Sands.  Well,  I  did  not  consider  that  I  owed  him  any,  but  Mr. 
Boiling  built  me  a  house,  and  I  owed  him  a  balance,  I  think,  of  about 
$4,000  on  it  on  a  note  that  was  discounted,  and  which  I  was  paying, 
my  own  note,  and  it  may  have  been  as  much  as  $4,000  at  that  time.  I 
paid  the  note  myself.    That  is  all  I  owed  Mr.  Boiling. 

The  Chairman.  Did  you  charge  off  this  $4,000  note  you  owed 
against  the  $6,250  that  was  going  to  him? 

Mr.  Sands.  No,  sir ;  I  paid  it  myself. 

The  Chairman.  You  paid  that  yourself? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  So  you  did  not  owe  him  any  money  ? 
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Mr.  Sands.  I  did  not  consider  I  owed  him  any ;  no. 

The  Chairman.  Well,  you  did  not  consider  that  you  owed  him 
any;  don't  you  know  whether  you  did  or  not? 

Mr.  Sands.  Well,  don't  you  see  the  difference,  that  he  had  my 
note  discounted ;  you  might  say  that  I  owed  him  the  $4,000,  but  he 
had  discounted  the  note  to  the  bank  and  I  was  paying  it.  Now,. 
if  you  say  that  I  owed  the  money,  in  one  sense  I  did  owe  it  to  him, 
because  he  was  responsible  for  the  note,  on  the  back  of  it;  but  I 
did  not  consider  that  I  owed  him  any,  because  I  was  paying  my 
own  note. 

The  Chairman.  In  installments? 

Mr.  Sands.  Well,  I  paid  it  every  time  it  became  due.  Every  time 
it  came  due  I  credited  $500  or  something  of  that  kind.  I  paid  him 
altogether  for  building  this  house  about  $22,000. 

The  Chairman.  How  much  ? 

Mr.  Sands.  About  $22,000 ;  about — well  I  guess  it  may  have  been 
$19,000. 

The  Chairman.  Paid  who? 

Mr.  Sands.  Boiling. 

The  Chairman.  $19,000  altogether? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  For  that  house  ? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  Had  that  $19,000  been  paid  ? 

Mr.  Sands.  It  had  been  paid  down  to  this  note  which  I  was  pay- 
ing. 

The  Chairman.  Down  to  this  $4,000  note? 

Mr.  Sands.  Yes. 

The  Chairman.  Was  that  under  some  contract  in  writing? 

Mr.  Sands.  Yes ;  regular  builders'  contract. 

The  Chairman.  Did  he  build  the  house? 

Mr.  Sands.  Yes. 

The  Chairman.  And  you  agreed  to  pay  for  it? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  It  was  built  according  to  your  plans,  was  it? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  Now  you  say  you — 

paid  Sisler  on  this  and  other  matters  a  total  of  $20,500,  part  of  which,  the  sum 
of  $14,000,  was  In  payment  of  his  share  of  a  loan  amounting  to  $21,000,  so  he 
and  I  together  received,  on  the  basis  of  one-third  to  me  and  two-thirds  to  him 
as  a  broker's  commission  in  procuring  the  same  of  a  steamship. 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  Do  you  know  whether  that  steamship  sale  was 
connected  in  any  way  with  the  Shipping  Board? 

Mr.  Sands.  I  don't  think  so,  sir,  that  it  was  a  Shipping  Board 
boat ;  I  don't  think  so. 

The  Chairman.  You  were  selling  steamships  that  you  didn't  know 
very  much  about,  were  you  ? 

Mr.  Sands.  Not  very  much. 

The  Chairman.  Who  was  the  steamship  sold  to  ? 

Mr.  Sands.  Dockendorf  &  Co. 

The  Chairman.  Dockendorf? 

Mr.  Sands.  Yes. 
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The  Chairman.  When? 

Mr.  Sands.  I  could  not  state  the  date,  counselor,  I  could  not 
state  the  date;  it  was  sold  for  seven  hundred  thousand  dollars  and 
odd. 

The  Chairman.  $700,000? 

Mr.  Sands.  Yes. 

The  Chairman.  Prior  to  the  war  ? 

Mr.  Sands.  Prior  to  our  entrance  into  the  war;  it  was  during  the 
war. 

The  Chairman.  During  the  war? 

Mr.  Sands.  Yes. 

The  Chairman.  Before  the  Downey  Co.  got  their  contract  ? 

Mr.  Sands.  Afterwards. 

The  Chairman.  Afterwards? 

Mr.  Sands.  Yes. 

The  Chairman.  Who  was  the  steamship  sold  for? 

Mr.  Sands.  I  don't  recall  who  owned  the  steamship;  and  I  don't 
remember  the  tonnage. 

The  Chairman.  What  was  the  name  of  it  ? 

Mr.  Sands.  I  can  not  remember  the  name. 

The  Chairman.  Who  paid  you  the  commission? 

Mr.  Sands.  The  purchaser. 

The  Chairman.  The  purchaser  paid  the  commission? 

Mr.  Sands.  Yes. 

The  Chairman.  Cash? 

Mr.  Sands.  Yes. 

The  Chairman.  $21,000? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  Anybody  else  involved  in  that  sale? 

Mr.  Sands.  No,  sir. 

The  Chairman.  Did  not  receive  that  through  a  broker? 

Mr.  Sands.  No. 

The  Chairman.  How  did  you  happen  to  become  connected  with 
that  transaction  ? 

Mr.  Sands.  Well,  I  knew  Dockendorf . 

The  Chairman.  You  knew  the  Dockendorf  Co.  ? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  Are  they  an  American  company? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  And  where  are  their  headquarters? 

Mr.  Sands.  In  New  York ;  I  don't  remember  the  exact  address. 

The  Chairman.  In  New  York? 

Mr,  Sands.  Yes. 

The  Chairman  (reading) : 

The  boat  was  to  be  <leUvere<l  at  Bordeaux,  France,  for  foreign  account,  and 
you  underst<x)d  that  the  flag  was  transferred. 

Is  that  so  ? 

Mr.  Sands.  Yes,  sir. 

The  Chairman  (reading) : 

You  still  have  a  note  indorsed  by  Sisler  for  $5,000  on  which  $500  has  been 
paid  on  account,  but  you  liave  never  made  any  attempt  to  collect  the  remaining 
$4,500,  because  you  considere<l  that  it  was  owing  to  him  on  account  of  the 
Downey  commission  still  unpaid. 
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Is  that  SO? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  That  $5,000  note  which  I  mentioned  in  the  last 
question  was  the  one  growing  out  of  some  sand  and  gravel? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  Company  transactions? 

Mr.  Sands.  I  had  no  connection  with  the  Sand  &  Gravel. 

The  Chairman.  No  ;  the  note  I  say  was. 

Mr.  Sands.  Yes;  they  used  it  in  that  business.  He  wanted  me  to 
go  into  the  sand  and  gravel  business  with  him.  I  didn't  think  very 
much  of  the  sand  and  gravel  business  and  did  not  go. 

The  Chairman.  Who  is  there  or  what  evidence  is  there  other 
than  what  you  have  told  the  committee  that  can  testify  or  will  show 
that  Mr.  Boiling  or  Mr.  Sisler  were  in  any  way  connected  with  this 
Downey  Shipbuilding  contract? 

Mr.  Sands.  Well,  Mr.  Cranor. 

The  Chairman.  Mr.  Cranor? 

Mr.  Sands.  Yes. 

The  Chairman.  You  know  where  he  is? 

Mr.  Sands.  I  don't  know ;  he  is  in  New  York  somewhere ;  I  don't 
know  where  he  is ;  he  lives  here  in  New  York ;  I  have  not  seen  him 
for  several  months. 

The  Chairman.  He  was  the  agent  for  the  Downey  Co.  ? 

Mr.  Sands.  He  represented  them  in  some  matters;  I  don't  know 
to  what  extent  his  agency  was;  I  don't  know  what  he  got. 

The  Chairman.  lie  was  the  agent  for  the  Downey  Co.  in  this 
country  ? 

Mr.  Sands.  Yes. 

The  Chairman.  At  least  you  understood  it  so? 

Mr.  Sands.  Yes. 

The  Chairman.  You  relied  upon  his  representations  and  at- 
tempted to  carry  out  his  requests  in  reference  to  this  Downey  ship- 
building contract? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  Have  you  seen  in  the  columns  of  any  newspaper 
the  version  given  by  Mr.  Boiling  and  Mr.  Wallace  Downey  of  this 
transaction  ?  ^ 

Mr.  Sands.  I  have  not  read  a  word. 

The  Chairman.  Haven't  read  any  of  them? 

Mr.  Sands.  No. 

The  Chairman.  So  you  don't  know  what  their  version  of  the  mat- 
ter is? 

Mr.  Sands.  I  do  not ;  I  have  not  read  it. 

The  Chairman.  And  you  state  that  you  have  told  all  that  you 
know  that  you  can  remember  ? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  Of  this  entire  transaction  ? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  Any  questions,  Mr.  Kelley? 

Mr.  Kelley.  In  answer  to  a  question  by  the  chairman  I  think  you 
stated  that  you  have  known  Mr.  Cranor  for  about  16  years? 

Mr.  Sands.  Yes,  sir. 
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Mr.  Keijj2y.  In  this  affidavit  which  you  did  not  sign  and  which 
you  agreed  to,  there  is  this  language : 

I  was  then  residing  at  the  New  Willard  Hotel  in  tlie  city  of  Washington, 
and  became  ac'ciuainted  with  another  guest  of  the  house  named  John  Cranor. 

Mr.  Sands.  Well,  that  is  not  correct.  That  thing  was  subject  to 
correction  as  far  as  that  goes,  and  I  never  signed  it;  but  I  have 
known  Mr.  Cranor  for  years.  That  was  in  there — I  never  noticed 
the  thing;  I  didn't  sign  it.  I  have  known  Mr.  Cranor;  I  have  known 
him  since  1900, 1  suppose ;  I  had  known  him  for  years. 

Mr.  Keij:.ey.  Then  you  did  not  become  acquainted  with  him  at 
the  Willard  Hotel? 

Mr.  Sands.  No.  I  met  him  there,  but  I  did  not  become  acquainted 
with  him  there. 

Mr.  Kelley.  That  particular  thing  was  not 

Mr.  Sands.  AVas  not  correct. 

Mr.  Keixey.  Was  not  specifically  called  to  your  attention? 

Mr.  Sands.  Was  not  called  to  my  attention,  and  I  never  revised  it, 
because  thev  took  it  awav  themselves:  in  fact,  I  didn't  know  that 
they  had  it  and  so  I  did  not 

Mr.  Kelley.  How  much  money  did  you  pay  Mr.  Cranor  growing 
out  of  these  notes  ? 

Mr.  Sands.  I  paid  Mr.  Cranor  about  $10,000. 

Mr.  Kelley.  And  you  owe  him  some  still  ? 

Mr.  Sands.  No  ;  Mr.  Cranor  was  in  my  debt,  anyway ;  I  suppose  he 
owes  me  money. 

Mr.  Kelley.  How  does  that  happen? 

Mr.  Sands.  Well,  as  I  say,  I  have  known  him  for  years,  and  I 
have  always  loaned  him  money  from  time  to  time. 

Mr.  Kelley.^ Did  you  write  a  letter  to  the  Shipping  Board  or  the 
Emergency'  Fleet  C  orporation  with  respect  to  the  credit  of  the 
Downey  concern? 

Mr.  oANDS.  Yes,  sir. 

Mr.  Kelley.  Had  you  ever  had  any  business  transactions  with 
the  Downey  concern  before? 

Mr.  Sands.  No. 

Mr.  Kelley.  How  does  it  happen  that  they  went  to  you  for  a  letter 
respecting  their  standing,  when  they  had  never  haa*  any  business 
transactions  with  you? 

Mr.  Sands.  Mr.  Cranor  supposed  a  letter  from  me  would  be  service- 
able to  them. 

Mr.  Kelley.  Wouldn't  it  seem  rather  strange  that  they  didn't  go 
to  the  bank  that  they  had  been  doing  b  usiness  with  all  these  years 
for  testimonv  for  the  Shipping  Board  rather  than  go  to  a  strange 
banker  in  Washington? 

Mr.  Sands.  I  supposed  that  they  had  done  that  also. 

Mr.  Kelley.  You  didn't  know  anything  about  him  at  all,  did  you  ? 

Mr.  Sands.  Except  from  investigation  and  what  I  got  from  Mr. 
Cranor. 

Mr.  Kelley.  The  only  thing  that  you  knew  was  what  Mr.  Downey 
told  you  about  them? 

Mr.  Sands.  I  examined  mercantile  reports  at  the  time. 

Mr.  Kelley.  What? 

Mr.  Sands.  I  examined  the  mercantile  reports  at  the  time. 
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Mr.  Kelley.  The  Shipping  Board  could  do  that,  couldn't  they? 

Mr.  Sands.  Yes,  sir. 

Mr.  Kellet.  But  as  a  banker,  your  wrote  a  letter  to  the  Shipping 
Board  ? 

Mr.  Sands.  Yes. 

Mr.  Kelley.  Saying  they  were  all  right  ? 

Mr.  Sands.  I  don't  remember  the  words,  but  I  believed  that  they 
would  be  able  to  carry  out  the  contract ;  that  they  handled  some  large 
ones. 

Mr.  Kelley.  Although  you  had  never  had  any  business  transac- 
tions with  them,  and  had  never  met  Mr.  Downey  until  this  transac- 
tion? 

Mr.  Sands.  I  don't  think  I  met  Mr.  Downey  until  that  time  or 
afterwards. 

Mr.  Kelley.  Did  you  think  you  were  competent  to  advise  the 
Shipping  Board  as  to  the  financial  credit  of  these  people  at  the  time 
you  wrote  that  letter  ? 

Mr.  Sands.  Nothing  any  more  than  to  say  that  the  letter  was  per- 
functory, that  they  needed  letters  from  the  different  places  to  help 
get  them  contracts ;  everybody  was  trying  to  get  contracts. 

Mr.  Kelley.  If  it  is  true  that  the  Downey  people  had  been  build- 
ing ships  for  the  Shipping  Board  since  some  time  in  June  or  July 
of  1917,  why  should  you  write  a  letter  about  their  credit  in  1918? 

Mr.  Sands.  I  don't  know;  I  don't  even  remember  that  they  had 
contracts  before;  I  didn't  know  it;  if  I  knew  it  I  don't  remember. 

Mr.  KJBLLBY.  Where  was  Downey  to  get  this  $100,000  that  he  was 
going  to  deposit  in  your  bank? 

Mr.  Sands.  I  supposed  he  was  to  get  $500,000,  as  I  supposed  it 
would  be  advanced  from  the  Shipping  Board  funds;  that  is  ordi- 
narily the  case. 

Mr.  Kelley.  On  the  initial  payment  of  10  per  cent  ? 

Mr.  Sands.  Yes,  sir;  that  is  what  I  supposed. 

Mr.  Kelley.  Well,  if  he  got  $500,000  from  the  Shipping  Board 
without  paying  anvthing  for  it,  why  would  he  pay  you  $40,000  for 
the  credit  of  $100,000  ? 

Mr.  Sands.  I  didn't  have  any  idea  that  he  was  going  to  do  that 
I  didn't  think  he  would  pay  $40,000  to  get  $100,000. 

Mr.  Kelley.  How  much  was  he  going  to  get  ? 

Mr.  Sands.  From  the  bank  or  from  me? 

Mr.  Kelley.  Yes,  for  this  $40,000,  how  much  credit  was  he  going 
to  get  from  you? 

Mr.  Sands.  I  was  not  going  to  give  him  any  credit. 

Mr.  Kelley.  What  is  that? 

Mr.  Sands.  I  was  not  going  to  give  him  any  credit,  I  felt  kindly 
toward  him,  I  aided  him;  I  aided  a  number  of  concerns  during 
the  war,  personall3^ 

Mr.  Keijley.  I  thought  this  $40,000  you  said  was  for  services  ren- 
dered in  connection  with  the  bank? 

Mr.  Sands.  No,  I  didn't  say  so. 

Mr.  Kelley.  What  did  you  say? 

Mr.  Sands.  I  said  it  was  not. 

Mr.  Kelley.  Who  handed  you  these  notes? 

Mr.  Sands.  I  think  Mr.  Downey  himself. 
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Mr.  Kelley.  Personally? 

Mr.  Sands.  I  think  so. 

Mr.  Kelley.  Are  you  sure  about  that? 

Mr.  Sands.  Well,  1  could  not  say  positively,  but  that  is  my  impres- 
sion, that  he  is  the  only  one  that  handed  them  to  me ;  he  may  nave 
mailed  them  to  me ;  but  I  think  he  handed  them  to  me. 

Mr.  Kelley.  Which  was  it?  Did  he  mail  them  to  you  or  did  he 
hand  them  to  you  ? 

Mr.  Sands.  I  could  not  say,  you  know ;  I  think  he  handed  them 
to  me. 

Mr.  Keli.ey.  Do  j^ou  remember  of  his  handing  them  to  you? 
#Mr.  Sands.  I  don't  recall  him  handing  them  or  mailing  them  to 
me ;  I  think  he  handed  them  to  me,  I  could  not  say. 

Mr.  Keixey.  What  makes  you  think  he  handed  them  to  you  ? 

Mr.  Sands.  Because  that  is  my  impression  of  the  matter;  I  have 
not  any  remembrance  of  the  conversation ;  I  could  not  remember  the 
circumstances  any  more  than  I  got  the  notes;  and  I  think  he  gave 
them  to  me. 

Mr.  Kelley.  Do  you  know,  at  the  time  of  this  transaction,  whether 
Mr.  Downey's  firm  was  getting  money  on  their  contract  right  along 
from  the  Shipoing  Board  ? 

Mr.  Sands.  No;  I  didn't  know. 

Mr.  Keli-ey.  You  knew  they  were  going  to  get  $500,000,  you  said  ? 

Mr.  Sands.  I  knew  they  were  going  to  get  some  considerable  sum. 

Mr.  Kelley.  They  got  it,  didn't  they? 

Mr.  Sands.  Thev  got  considerable  on  it ;  I  think  he  may  have  got 
as  high  as  $750,000.  ^ 

Mr.  Keixey.  What  was  this  $100,000  of  credit  at  your  bank  for? 
That  is  not  very  much  credit,  is  it,  for  a  shipping  concern? 

Mr.  Sands.  Not  very  much.  ^ 

Mr.  Kelley.  Now,  what  was  that  for? 

Mr.  Sands.  Well,  my  idea  was  that  they  were  not  going  to  use  the 
money,  they  just  wanted  to  make  their  statement  better,  so  as  to 
show  more  cash  on  hand  than  in  the  corporation  liabilities,  I  suppose 
that  is  what  they  wanted. 

Mr.  Kelley.  Is  that  what  they  told  your  board  of  directors  or  dis- 
count committee,  that  they  wanted  this  money  for? 

Mr.  Sands.  I  think  so,  1  think  I  told  it  to  them. 

Mr.  Kelley.  You  were  willing  to  be  a  party  to  a  fraud  on  your 
bank? 

Mr.  Sands.  I  didn't  know — very  frequently  concerns  borrow  money 
to  strengthen  their  statements,  inasmuch  as  cash  on  hand  means  a 
great  deal  more  against  liabilities  than  the  amount. 

Mr.  Kelley.  The  banks  you  think  are  in  the  habit  of  helping  cus- 
tomers to  deceive  creditors  in  that  way  ? 

Mr.  Sands.  I  do  not  think — ^they  didn't  put  it  that  way. 

Mr.  Kelley.  Well,  what  is  it?  I  don't  care  how  you  put  it,  what  is 
it?  They  were  not  to  have  the  benefit  of  this  $100,0()0  at  all,  were 
they? 

Mr.  iSands.  No. 

Mr.  Kelley.  Then  it  was  not  really  any  loan  whatever. 

Mr.  Sands.  Practically  not. 
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Mr.  Kelley.  Xo.    Where  was  this  money — how  was  it  tied  up? 

Mr.  Sands.  It  was  put  into  the  savings  department. 

Mr.  Kelley.  They  could  not  check  that  out  at  all? 

Mr.  Sands.  No,  sir. 

Mr.  Kelley.  Now,  is  that  the  only  financial  assistance  that  you 
rendered  the  Downey  company  by  putting  $100,000  into  the  savings 
fund  ?  \ 

Mr.  Sands.  Yes,  sir. 

Mr.  Kelley.  You  swear  absolutely — I  want  this  perfectly 
straight — that  you  or  the  Commercial  National  Bank  at  Washington, 
as  far  as  you  know,  never  made  any  loan  of  any  kind  to  this  Downey 
company  except  this  $100,000  fund  which  was  put  in  such  a  wily 
that  it  could  not  be  used  and  that  it  was  for  the  purpose  of  strength- 
ening their  account  and  thereby  deceiving  creditors  to  that  extent  as 
to  the  amount  of  cash  that  thev  had  on  hand? 

Mr.  Sands.  Your  question  was :  Whether  they  had  any  other  help  ? 

Mr.  KEiiLEY.  Yes. 

Mr.  Sands.  I  don't  know.  But  I  understood  that  afterwards  they 
borrowed  some  more  money  from  the  bank. 

Mr.  Kelley.  From  your  bank? 

Mr.  Sands.  Yes;  when  I  left  the  bank. 

Mr.  Kelley.  Did  they  borrow  it  in  the  same  way  ? 

Mr.  Sands.  I  don't  know ;  I  don't  know  how  they  borrowed  it. 

Mr.  Kelley.  But  during  your  connection  with  the  bank  they  never 
had  any  other  credit  there  that  they  could  use? 

Mr.  ijSands.  No. 

Mr.  Kelley.  But  if  they  put  these  notes  up  for  financial  credit 
given  by  you,  that  is  all  the  credit  they  got  for  the  $40,000? 

Mr.  Sands.  That  is  all. 

Mr.  Kelley.  And  then  you  wrote  a  letter  to  the  Shipping  Board 
that  they  were  all  right? 

Mr.  Sands.  Well,  my  letter  was  that  I  believed  them  to  be  all 
right,  and  they  were  a  good  concern. 

Mr.  Kelley.  You  didn't  know  anything  about  them  except  what 
Mr.  Cranor  told  you? 

Mr.  Sands.  I  got  mercantile  reports  and  also  Mr.  Cranor's  infor- 
mation. 

Mr.  Kelley.  You  knew  nothing  other  than  the  general  public 
knew  who  had  access  to  the  same  reports  that  you  had  ? 

Mr.  Sands.  Yes,  sir. 

Mr.  Kelley.  The  credit  man  in  the  Shipping  Board  would  have 
access,  of  course,  to  commercial  reports? 

Mr.  Sands.  Yes,  sir. 

Mr.  Kelley.  Did  you  visit  their  plant  ? 

Mr.  Sands.  No,  sir. 

Mr.  Kelley.  Did  vou  write  a  letter  saving  you  had  visited  their 
plant? 

Mr.  Sands.  No,  sir. 

Mr.  KEiJiEY.  Did  you  write  a  letter  saying  you  had  inquired  in 
their  personnel  and  found  them  to  be  men  of  high  caliber? 

Mr.  Sands.  I  think  I  very  likely  did :  I  d<m't  remember  the  purport 
of  the  letter. 

Mr.  Kelley.  You  had  never  met  Mr.  Downey  at  all  ? 
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Mr.  Sands.  When  I  wrote  that  letter  ? 

Mr.  Kelley.  Yes. 

Mr.  Sands.  I  don't  remember  whether  I  had  met  him  or  not;  I 
think  I  had  not;  I  don't  think  I  met  him  until  after  he  got  the 
contract. 

Mr.  Kelley.  If  you  did  certify  to  their  standing,  you  certified  to 
something  you  didn't  know  anything  about? 

Mr.  Sands.  Except  from  the  report. 

Mr.  Kelley.  Except  what  Mr,  Cranor  told  you — in  fact,  you  didn't 
know  anybody  connected  with  the  firm  at  all  except  Cranor  ? 

Mr.  Sands.  Yes. 

Mr.  Kelley.  And  he  was  an  old  friend  of  yours,  and  a  creditor  of 
yours? 

Mr.  Sands.  Yes. 

Mr.  Kelley.  Owed  you  money  ? 

Mr.  Sands.  Yes,  sir. 

Mr.  Kelley.  How  much  money  did  he  owe  vou  at  this  time  ? 

Mr.  Sands.  Oh,  he  owed  me  $2,000  or  $3,000? 

Mr. -Kelley.  Now,  when  Mr.  Downey  kicked,  as  you  have  expressed 
it,  about  paying  the  last  note,  just  what  did  he  say  ? 

Mr.  Sands.  I  don't  recall  that  now.  Of  course,  I  was  out  of  the 
bank  then,  but  he  was  still  arguing  on  the  same  line,  that  he  expected 
to  get  accommodations,  but  he  hadn't  gotten  them,  and  things  of  that 
kind,  and  I  really  was  not  in  a  position  to  force  him  on  it,  and  I 
really  didn't  want  to. 

Mr.  Kelley.  Why  not  ? 

Mr.  Sands.  Well,  because  I  didn't  want  to. 

Mr.  Kelley.  Publicity  ? 

Mr.  Sands.  Yes ;  because  I  had  had  so  much,  because  it  worried  me 
sick  and  to  get  out  of  that  I  would  have  given  him  back  all  his  notes. 

Mr.  Kelley.  You  would  have  returned  all  of  the  notes? 

Mr.  Sands.  I  think  I  would  rather  than — to  get  rid  of  him  as  far 
as  I  was  concerned. 

Mr.  Kelley.  You  gave  him  $5,000  in  cash  back,  did  you  ? 

Mr.  Sands.  L  think  so ;  yes,  sir ;  I  gave  him  a  check  for  $5,000. 

Mr.  Kelley.  Gave  him  a  check  ? 

Mr.  Sands.  Yes. 

Mr.  Kelley.  When  did  you  do  that? 

Mr.  Sands.  Well,  I  can  not  recall  exactly;  I  know  I  had  helped 
him  out  on  one  of  the  notes  when  it  came  due.  He  wanted  an  exten- 
sion. 

Mr.  Keij^y.  Wliich  one  was  that  ? 

Mr.  Sands.  I  think  it  was  on  the  second  one. 

Mr.  Kelley.  You  paid  that  note  yourself,  didn't  you  ? 

Mr.  Sands.  I  think  I  paid  $5,000  on  it  and  he  paid  $5,000 ;  that  is 
my  recollection. 

Mr.  Kelley.  On  the  second  note  ? 

Mr.  Sands.  Yes. 

Mr.  Kelley.  How  about  the  third  note? 

Mr.  Sands.  Well,  the  third  note;  I  think  T  paid  $5,000  on  that  one. 

Mr.  Kelley.  And  he  paid  $5,000  ? 

Mr.  Sands.  I  think  that  is  so. 

Mr.  Kelley.  That  is,  you  rebated  $10,000,  did  you  not  ? 
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Mr.  Sands.  I  rebated  ten. 

Mr.  Kelley.  You  testified  here  the  other^dav  that  you  rebated  only 
$5,000 ;  you  said  you  got  $25,000  from  him  ? 

Mr.  Sands.  That  is  what  I  did  get,  I  really  got  $30,000,  I  owed 
him  something  too,  he  claimed ;  I  got  $30,000 ;  1  gave  him  one  note 
back  and  helped  him  out  on  the  other  note. 

Mr.  Kelley.  You  gave  him  one  note  back,  that  would  reduce  it  to 
$30,000,  wouldn't  it,  and  then  if  you  gave  him  $10,000  to  help  out  on 
these  notes  at  the  bank,  that  would  leave  only  $20,000,  wouldn't  it? 

Mr.  Sands.  Yes ;  but  I  got  $25,000  of  him,  because  he  gave  me 

Mr.  Kelley.  Tell  the  truth  about  it;  what  is  the  fact? 

Mr.  Sands.  I  am  trying  to  tell  you  the  facts,  but  as  a  matter  of 
fact,  there  was  $40,000  worth  of  notes,  and  I  gave  him  $10,000  back, 
and  I  helped  him  on  the  other. 

Mr.  Kelley.  How  much  ? 

Mr.  Sands.  To  the  extent  of  $5,000,  and  afterwards  he  paid  it,  he 
gave  me  a  renewal  note. 

Mr.  Kelley.  He  paid  that  back  to  you  ? 

Mr.  Sands.  He  paid  it  back ;  yes,  sir. 

Mr.  Kelley.  Oh  ho!  So  that  after  he  did  this,  after  he  paid 
these  two,  was  that  when  he  made  objections? 

Mr.  Sands.  Yes,  sir ;  he  made  objections  almost 

Mr.  Kelley.  All  the  time  ? 

Mr.  Sands.  Yes,  sir. 

Mr.  Kelley.  From  the  beginning? 

Mr.  Sands.  Yes,  sir;  well,  not  for  the  first  six  months,  after  the 
first  note,  he  made  objections  right  along. 

Mr.  Kelley.  Did  he  write  you  a  letter  telling  you  how  fine  your 
services  were,  and  how  valuable  they  were  to  him  ? 

Mr.  Sands.  He  may  have ;  I  don't  recall  it. 

Mr.  Kelley.  Where  would  that  letter  be,  if  you  have  it  ? 

Mr.  Sands.  That  would  be  in  my  file  in  Washington. 

Mr.  Kelley.  Would  you  get  that  letter  if  you  got  such  a  one? 

Mr.  Sands.  Yes,  sir. 

Mr.  Kelley.  Do  you  remember  any  such  letter? 

Mr.  Sands.  I  don't  remember  it ;  no,  sir ;  I  don't  remember  it. 

Mr.  Kelley.  Well,  then,  of  the  $5,000  that  you  helped  him  with 
at  the  bank,  he  gave  you  another  note  for  that  ? 

Mr.  Sands.  Yes,  sir. 

Mr.  Kelley.  At  the  same  time? 

Mr.  Sands.  Yes,  sir. 

Mr.  Kelley.  And  then  you  got  that  cashed? 

Mr.  Sands.  Yes,  sir. 
'  Mr.  Kelley.  Where  did  you  get  that  cashed? 

Mr.  Sands.  I  don't  recall  now,  I  only  remember  the  net  transac- 
tion ;  I  don't  remember  where  the  notes  were  placed  at  the  time ;  you 
see,  I  was  out — I  didn't  borrow  anything  from  the  Commercial  Bank; 
I  was  out  of  the  bank  almost  when  the  first  note  became  due,  and 
after  that  I  used  other  connections,  I  dont'  remember  where  it  was. 

Mr.  Kelley.  Mr.  Downey  was  getting  money  from  the  Shipping  '' 
Board  right  along  all  the  while,  wasn't  he? 

Mr.  Sands.  Yes ;  I  suppose  he  was. 

Mr.  Kelley.  I  suppose  this  $40,000  came  from  the  Shipping 
Board,  didn't  it,  money  advanced  on  their  contract? 
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Mr.  Sands.  Well,  I  don't  know  if  it  did ;  I  thought  it  came  from 
him. 

Mr.  Kelley.  Where  else  did  it  come  from  ? 

Mr.  Sands.  I  thought  it  came  out  of  his  pocket. 

The  Chairman.  The  Shipping  Board  has  a  large  claim  against 
him  yet,  hasn't  it? 

Mr.  Sands.  I  am  not  familiar  with  it;  I  don't  know;  I  am  not 
familiar  with  that. 

Mr.  Keixey.  Well,  if  this  money  was  used — was  taken  out  of 
funds  advanced  by  the  Shipping  Board  to  build  ships  with,  it  would 
be  about  the  time  that  these  contracts  were  made? 

Mr.  Sands.  Well,  I  could  not  say  as  to  that  because  the  notes  run 
so  long,  and  I  didn't  know  what  his  position  was  at  the  maturity  of 
each  note ;  I  didn't  know  what  it  was. 

Mr.  Keu^y.  You  are  sure  these  notes  were  not  given  in  1917  and 
dated  1918? 

Mr.  Sands.  No,  no,  no;  thev  were  dated  at  the  time  of  the  trans- 
action. 

Mr.  Kelley.  Who  was  Nathan  Masher? 

Mr.  Sands.  He  was  a  friend  of  mine  and  he  loaned  me  some  money 
on  one  of  the  notes. 

Mr.  Kelley.  Which  one? 

Mr.  Sands.  I  think  the  third  note;  I  think  so. 

Mr.  KeliuEY.  You  moan  the  third  $10,000  note? 
•    Mr.  Sands.  Yes,  sir;  the  third  $10,000  note. 

Mr.  Keixev:  What  did  vou  mean,  he  loaned  vou  monev  on  one — 
cashed  the  note? 

Mr.  Sands.  He  cashed  the  note  for  me. 

Mr.  Kelley.  Was  that  one  of  those  notes  that  appeared  hei;e,  or 
is  this  the  $5,000  note  that  was  given  for  the  amount  that  you  ad- 
vanced to  reduce  tlie  $10,000  note? 

Mr.  Sands.  No;  I  think  it  was  the  $5,000  that  I  advanced  to  re- 
duce the  second — on  the  second  $10,000. 

Mr.  Kelley.  Mr.  Masher  did  not  cash  it? 

Mr.  Sands.  No,  sir. 

The  C^HAiRMAN.  Take  a  recess  here  of  5  or  10  minutes. 

(A  short  recess  was  here  taken.) 

Air.  KelIuEY.  When  was  the  Providence  Engineering  Co.  organ- 
ized? 

Mr.  Sands.  I  do  not  know. 

Mr.  Kelli':y.  Do  you  know  anything  about  its  capital? 

Mr.  Sands.  I  have  forgotten ;  I  do  not  know.  It  was  one  of  the 
subsidiaries  of  the  Downey  Shipbuilding  Co. 

Mr.  Kelley.  Do  you  know  anything  about  its  assets? 

Mr.  Sands.  No, 

Mr.  Kelley.  Do  you  know  anytlung  about  its  plant  up  there  ? 

Mr.  Sands.  No,  except  just  in  a  general  way,  that  they  manufac- 
tured engines  for  these  boats. 

Mr.  Kelley.  Do  you  know  anything  about  its  financial  standing? 

Mr.  Sands.  No,  sir. 

Mr.  Kelley.  This  was  the  concern  that  you  told  the  Shipping 
Board  in  a  letter  was  all  right,  was  it  not  ? 

Mr.  Sands.  I  thought  it  was  the  Downey  Shipbuilding  Co. ;  that 
is  my  recollection. 
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Mr.  Kelley.  Well,  which  company  did  you  assist  in  getting  con- 
tracts for?  The  Downey  Shipbuilding  Co.  or  the  Providence  En- 
gineering Co.  ? 

Mr.  Sands.  For  the  Downey  Shipbuilding  Co. 

Mr.  Kelley.  Are  you  sure  ? 

Mr.  Sands.  I  thought  so ;  that  is  the  one ;  I  thought  I  got  the  con- 
tract for  the  Downey  Shipbuilding  Co.  The  engineering  company 
only  manufactured  the  engines,  and  was  a  subsidiary  of  the  Downey 
Shipbuilding  Co. 

Mr.  Kelley.  Did  the  officials  of  the  Shipping  Board  write  to  you 
relative  to  the  financial  standing  of  this  company  ? 

Mr.  Sands.  I  do  not  remember. 

Mr.  Keijley.  You  did  not  know  anything  at  all,  really,  about  the 
Providence  Engineering  Co.  ? 

Mr.  Sands.  Nothing  except  it  was  one  of  the  subsidiaries  of  the 
Downey  Shipbuilding  Co. 

Mr.  Kelley.  You  wrote  the  Shipping  Board  to  this  effect,  did  you : 
"  Will  state  for  investigation  we  are  willing  to  extend  a  line  of  credit 
of  $100,000  to  $125,000  to  this  concern  to  aid  them  in  their  contract 
with  the  Emergency  Fleet  Corporation  for  the  construction  of  10  tug- 
boats." Did  you  write  that  letter  to  the  Emergency  Fleet  Corpora- 
tion with  relation  to  the  Providence  Engineering  Co.  ? 

Mr.  Sands.  I  think  I  likely  did,  but  I  was  under  the  impression 
it  was  for  the  Downey  Shipbuilding  Co. 

Mr.  Kelijsy.  You  really  were  not  willing  to  extend  them  a  line  of 
credit  for  $100,000,  were  you? 

Mr.  Sands.  To  the  Providence  Engineering  Co.  ? 

Mr.  Kelley.  Yes. 

Mr.  Sands.  Wellj  I  was,  under  the  circumstances. 

Mr.  Kelley.  A  hne  of  credit  which  they  could  not  use? 

Mr.  Sands.  Yes. 

Mr.  Kelley.  Do  you  think  that  was  deceptive  ? 

Mr.  Sands.  In  a  way,  I  should  say  it  was. 

Mr.  Kelley.  That  was  a  sort  of  fraud  on  the  Shipping  Board,  if 
they  acted  on  that  letter,  vou,  the  vice  president  of  the  Commercial 
National  Bank,  stating  that  "we  are  willing  to  extend  a  line  of 
credit  of  $100,000." 

Mr.  Sands.  Yes,  sir. 

Mr.  Kelley.  Whereas  you  were  not  willing  to  do  anything  of  the 
kind,  except  as  it  were  put  in  a  fund  which  they  could  not  use? 

Mr.  Sands.  Yes,  sir. 

Mr.  Kelley.  But,  still,  it  was  a  part  of  the  general  plan  in  assist- 
ing this  corporation  in  getting  contracts  ? 

Mr.  Sands.  I  considered  the  Providence  Engineering  Co.  the  same 
as  Downey. 

Mr.  Kelley.  I  say,  it  was  a  part  of  the  general  plan  in  assisting 
the  engineering  company  in  getting  these  contracts  s 

Mr.  Sands.  Yes,  sir.  But  I  always  considered  the  Providence 
ii^ngineering  Co  as  the  Downey  Shipbuilding  Co. 

Mr.  Kelley.  You  are  business  man  enough  to  know  that  each  cor- 
poration stands  on  its  own  feet  ? 

Mr.  Sands.  Yes,  sir.  I  thought  they  were  entitled  to  the  same 
standing  that  the  Downey  Shipbuilding  was. 
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Mr.  Kellet.  I  say,  you  are  enough  of  a  business  man  to  know  that 
that  would  not  necessarily  follow  at  all  ? 

Mr.  Sands.  No — ^I  thought  that  the  Downey  Shipbuilding  Co.  was 
the  same,  really,  as  the  Providence  Engineering  Co. 

Mr.  Kellet.  But  their  assets  might  be  entirely  different? 

Mr.  Sands.  Yes,  sir. 

Mr.  Kellet.  You  say  that  you  have  paid  Mr.  Boiling  about 
$20,000  altogether  for  a  house? 

Mr.  Sands.  Oh.  yes. 

Mr.  Kellet.  How  far  back  would  that  transaction  go? 

Mr.  Sands.  I  would  like  to  say  it  may  be  a  little  less  than  $20,000. 

Mr.  Kellet.  Round  about  that  ? 

Mr.  Sands.  Yes — ^that  was  in  1916. 

Mr.  Kellet.  When  did  you  make  the  last  payment  on  the  house? 

Mr.  Sands.  It  was  some  time  during  the  year  1916,  the  latter  part 
of  the  year,  I  think.  Just  as  he  built  it  I  got  into  the  house  in  the 
fall  and  I  finished  paying  him  then. 

Mr.  Kellet.  Did  you  take  up  with  him  at  some  time  the  question 
of  furnishing  some  equipment  or  supplies  for  the  Downey  people  ? 

Mr.  Sands.  I  do  not  recall  it. 

Mr.  Kellet.  Did  you  get  some  commission  for  obtaining  supplies? 

Mr.  Sands.  I  do  not  remember  it. 

Mr.  Kellet.  Do  you  remember  telling  him  that  his  share  of  that 
commission  was  a  certain  amount  ? 

Mr.  Sands.  I  do  not  remember  that  at  all ;  I  do  not  remember  that 
circumstance. 

Mr.  KfAjLey.  Do  you  remember  telling  him  that  he  did  not  make 
an  V  profit  on  the  house  ? 

Mr.  Sands.  I  do  not  recall  it. 

Mr.  Kellet.  You  do  not  remember  that  at  all  ? 

Mr.  Sands.  No,  sir;  because  I  would  not  know  whether  he  made 
anv  profit  on  the  house ;  I  should  think  he  would  have  made  a  profit. 

Mr.  Kellet.  The  house  transaction  was  entirely  closed  at  this 
time  ? 

Mr.  Sands.  Oh,  yes ;  yes,  sir. 

Mr.  Kellet.  So  if  you  paid  him  any  money  at  this  tirfie  in  19 

Mr.  Sands  (interposing).  18. 

Mr.  Kellet.  1918  or  1919 — it  was  out  of  the  proceeds  of  one  or 
more  of  these  notes  ? 

Mr.  Sands.  Yes,  sir. 

Mr.  Kellet.  Is  the  house  transaction  entirely  closed  now  ? 

Mr.  Sands.  With  the  exception  of  the  $900  note  which  I  still  owe. 

Mr.  Keli^t.  Wlien  was  that  due  ? 

Mr.  Sands.  I  think  it  was  due  the  15th  of  December. 

Mr.  Keijlet.  This  year? 

Mr.  Sands.  Yes,  sir. 

Mr.  Kellet.  How  long  have  you  known  Mr.  Sisler? 

Mr.  Sands.  I  think  I  met  him  in  the  early  part  of  1918 ;  I  think 
that  is  about  the  time. 

Mr.  Keixet.  How  did  you  happen  to  meet  him? 

Mr.  Sands.  I  met  him  through  Mr.  Boiling. 

Mr.  Kellet.  Mr.  Boiling  introduced  you  to  him  in  the  early  part 
of  1918? 
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Mr.  Sands.  I  think  so.  I  was  under  the  impression  it  was  1917, 
but  since  those  notes*  were  brought  to  my  attention — it  was  the  early 
part  of  1918. 

Mr.  Keixey.  When  did  your  personal  transactions  with  the  Ship- 
ping Board  begin,  1917  or  1918  ? 

Mr.  Sands.  1918. 

Mr.  Kelx£Y.  You  did  not  organize  this  company  down  at  Quantico 
until  1918  ? 

Mr.  Sands.  No  ;  that  company  was  organized  in  1917,  but  I  had 
no  personal  dealings  with  the  dipping  Board  then.  I  was  simply 
the  treasurer;  I  was  simply  treasurer  and  I  had  no  dealings  with 
them  any  more  than  just  to  act  as  treasurer  for  the  company  and  aid 
them  in  every  way  I  could. 

Mr.  Kelley.  Now,  on  the  house— -the  payments  that  you  made  to 
Mr.  Boiling,  how  were  they  made  on  the  nouse? 

Mr.  Sands.  Well,  I  think  I  paid  him  for  the  lot  in  cash  $6,000. 

Mr.  Kelley.  You  mean  in  cash  or  by  check? 

Mr.  Sands.  Oh,  check;  yes. 

Mr.  Kelley.  Did  yon  pay  him  any  money  ? 

Mr.  Sands.  I  do  not  recall  ever  paying  him  any  cash  money. 

Mr.  Kelley.  You  do  not  recall  paying  any  money  on  the  house 
at  all? 

Mr.  Sands.  No  cash  money. 

Mr.  Kelley.  No  cash? 

Mr.  Sands.  I  do  not  recall  ever  paying  any  cash  money. 

Mr.  Kelley.  As  to  the  payment  of  the  proceeds  of  these  notes, 
how  was  the  division  of  the  proceeds  of  these  notes  paid? 

Mr.  Sands.  I  paid  all  my  transactions  by  check.  I  do  not  remem- 
ber paying  any  cash  at  all.  ' 

Mr.  Kelijsy.  You  mean  that  the  proceeds  of  these  notes  was  di- 
vided by  checks? 

Mr.  Sands.  Well,  there  never  was  any  actual  division,  don't  you 
see? 

Mr.  Kelley.  It  was  paid  in  checks? 

Mr.  Sands.  But  there  were  adyances. 

Mr.  Kelley.  It  was  against  these  fees. 

Mr.  Sands.  Yes. 

Mr.  Kelley.  And  that  was  always  paid  by  checks. 

Mr.  Sands.  And  that  was  always  paid  by  checks.  I  do  not  think 
I  ever  paid  any  cash,  because  I  rarely  ever  do  that — I  do  not  think  so. 

Mr.  Kelley.  You  do  not  remember  ever  having  paid  him  any 
money  at  all? 

Mr.  Sands.  I  do  not  remember  ever  paying  him  any  cash 'money 
at  all. 

Mr.  Kelley.  Did  you  ever  give  him  a  note  for  the  house  trans- 
action? 

Mr.  Sands.  I  gave  him  this  note  which  I  mentioned,  of  $4,000; 
that  is  all. 

Mr.  Kelley.  I  thought  that  was  with  relation  to  this. 

Mr.  Sands.  I  thought  you  asked  me  about  the  house. 

Mr.  Kelley.  I  said,  exclusive  of  the  house. 

Mr.  Sands.  I  do  not  remember  giving  him  any — we  had  had  busi- 
ness transactions  running  back  into  1913  and  1914.  We  had  consid- 
erable transactions.    I  had  some  money  at  one  time. 
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Mr.  Kelley.  You  had  what? 

Mr.  Sands.  I  had  some  money  at  one  time,  and  we  had  consider- 
able transactions,  and  I  possibly  might  have  loaned  him  some  money 
on  notes ;  I  can  not  remember,  because  I  was  very  friendly  with  my 
friends — I  was  rather  free  with  my  money. 

Mr.  Kelley.  Have  you  had  any  business  transactions  since  1916 
except  the  house  and  this  Downey  transaction  ? 

Mr.  Sands.  I  do  not  recall  any. 

Mr.  Kelley.  So  that  all  payments  made  to  him  since  1916 — what 
date  would  you  say  in  1916  that  you  bought  the  house? 

Mr.  Sands.  It  was  in  the  fall  of  the  year,  about  September. 

Mr.  Kelley.  Since  September,  1916? 

Mr.  Sands.  About  September,  1916. 

Mr.  Kelley.  All  payments  made  since  September,  1916,  either  in 
checks  or  cash  or  notes  would  be  either  on  the  nouse  or  on  the  Downey 
matter? 

Mr.  Sands.  Yes,  sir;  that  is  my  recollection  of  it.  We  had  other 
transactions.  I  do  not  remember  whether — I  helped  him  in  his 
brokerage  concern,  you  know.  I  do  not  remember  what  date  that 
was. 

Mr.  Kelley.  Mr.  Boiling  was  in  the  brokerage  business  before  he 
Tvent  with  the  Shipping  Board,  was  he  not  ? 

Mr.  Sands.  Yes,  sir. 

Mr.  Kelley.  Not  afterwards? 

Mr.  Sands.  No. 

Mr.  Kelley.  Do  you  know  when  he  went  with  the  Shipping  Board ! 

Mr.  Sands.  I  think  he  must  have  gone  there  about  the  spring  of 
1917. 

Mr.  Kelley.  Almost  immediately  when  we  got  into  the  war  ? 

Mr.  Sands.  I  think  so ;  I  could  not  say  about  that,  but  that  is  my 
recollection. 

Mr.  Kjii^ey.  Then  he  retired  from  his  brokerage  company  at  that 
time? 

Mr.  Sands.  He  had  retired  from  the  brokerage  company  early  in 

the  year. 

Mr.  Kelley.  Earlier  in  1917? 

Mr.  Sands.  Yes,  sir. 

Mr.  Kelley.  So  you  did  not  assist  him  any  in  the  brokerage  busi- 
ness after  he  retired  from  the  concern  ? 

Mr.  Sands.  No,  sir. 

Mr.  Kelley.  So  that  none  of  the  transactions  which  might  appear 
between  you  and  him  after  1917 — April— would  be  about  the  bro- 
kerage transactions? 

Mr.  Sands.  No,  sir. 

Mr.  Kelley.  Would  not  be  loans  for  taking  care  of  the  brokerage 

business  in  any  way? 
Mr.  Sands.  No,  sir. 
Mr.  Kelley.  .  As  you  cashed  these  notes,  did  you  carry  the  proceeds 

in  a  special  account  in  some  bank? 
Mr.  Sands.  No,  sir. 

Mr.  Kelley.  You  put  it  into  your  general  account? 
Mr.  Sands.  Yes,  sir. 
Mr.  Kelley.  And  where  did  you  carry  that? 
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Mr.  Sands.  I  think  I  carried  most  of  my  accounts  in  the  Takoma 
Bank.  You  see,  I  got  out  of  the  Commercial  Bank  in  September, 
1918 ;  I  carried  very  little  of  my  account  there  after  that,  and  I  kept 
all  my  accounts  in  the  Takoma  Park  Bank,  I  think. 

Mr.  Kelley.  Then,  any  checks  you  may  have  given  Sisler,  Boiling, 
or  Cranor,  would  be  put  in  the  Takoma  jPark  Bank? 

Mr.  Sands.  Yes,  sir. 

Mr.  Kelley.  Mr.  Sisler  received  his  full  share? 

Mr.  Sands.  Yes,  sir. 

Mr.  Kelley.  And  that  you  paid  with  check? 

Mr.  Sands.  I  think  I  paid  it  all  in  checks ;  yes,  sir. 

Mr.  Kelley.  On  the  Takoma  Park  Bank? 

Mr.  Sands.  Well,  I  should  thing  so. 

Mr.  Kelley.  Were  you  doing  business — did  you  have  deposits  in 
any  other  banks  at  that  time? 

Mr.  Sands.  Yes,  sir.    I  had 

Mr.  Kelley  (interposing).  Checking  deposits? 

Mr.  Sands.  I  had  an  account  with  the  Franklin  National  Bank. 

Mr.  Kelley.  You  had  a  checking  account  there? 

Mr.  Sands.  Yes,  sir. 

Mr.  Kelley.  It  might  have  been - 

Mr.  Sands.  It  might  possibly  have  been  on  that. 

Mr.  Kelley.  On  the  Franklin  National  Bank? 

Mr.  Sands.  Yes,  sir. 

Mr.  Kelley.  Then  these  checks  given  to  these  three  men — ^Mr. 
Boiling,  Mr.  Cranor,  and  Mr.  Sisler — were  either  on  the  Takoma 
Park  Bank  or  the  Franklin  National  Bank? 

Mr.  Sands.  Yes,  sir;  from  that  date — from  about  1918. 

Mr.  Kelley.  From  April,  1918? 

Mr.  Sands.  No,  not  April,  1918;  September,  1918. 

Mr.  Kelley.  September,  1918? 

Mr.  Sands.  Yes,  sir. 

Mr.  Kelley.  How  about  the  note  that  was  paid  in  June,  1918. 
You  think  that  was  the  first  one? 

Mr.  Sands.  June,  1918 — I  think — ^well,  I  was  under  the  impres- 
sion in  my  last  testimony  that  the  notes  were  dated  in  May,  19 — in 
April,  1917,  but  it  has  been  brought  out  here  that  it  was  May,  1918. 

Mr.  Kelley.  And  for  how  long  a  time  was  the  first  note  given? 

Mr.  Sands.  Six  months. 

Mr.  Kelley.  So  it  was  not  paid  until  you  were  a  customer  of  the 
Takoma  Bank? 

Mr.  Sands.  It  was  paid  about  the  15th  of  September,  I  think. 

Mr.  Kelley.  And  at  that  time  you  had  no  deposits  at  any  place 
except  the  Takoma  Bank  and  the  Franklin  National  Bank? 

Mr.  Sands.  I  had  the  Commercial  then. 

Mr.  Kelley.  I  am  not  talking-- — 

Mr.  Sands  (interposing).  Yes,  sir;  I  had  checking  accounts  in  all 
three  of  those. 

Mr.  Kelley.  At  the  Commercial,  too? 

Mr.  Sands.  Yes,  sir*. 

Mr.  Kelley.  Then  it  might  happen  that  it  was  by  a  check  on  the 
Commercial 

Mr.  Sands.  Yes,  sir — ^up  until 
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Mr.  Kelley  (interposing).  Wait  until  I  finish  the  question.  Then 
it  mi^ht  have  been  that  a  check  on  the  Commercial  might  have  been 
used  m  the  payment  of  these  Downey  transactions? 

Mr.  Sands.  Yes,  sir. 

Mr.  KeliiET.  Let  us  get  all  that  straight.  You  had  checking  ac- 
counts in  three  banks  at  the  time  this  first  note  was  cashed? 

Mr.  Sands.  Yes,  sir. 

Mr.  Kellet.  Commercial  National 

Mr.  Sands  (interposing).  The  Franklin. 

Mr.  Kellet.  The  Franklin  National  and  the  Takoma  Park? 

Mr.  Sands.  Yes,  sir. 

Mr.  Kellet.  And  you  paid  these  men  in  checks? 

Mr.  Sands.  Yes,  sir. 

Mr.  Kelley.  And  those  checks  would  be  upon  one  or  the  other  of 
those  three  banks? 

Mr.  Sands.  Yes,  sir. 

Mr.  Kelley.  Now,  that  is  the  fact,  is  it? 

Mr.  Sands.  That  is  the  fact,  as  I  remember  it.  I  do  not  remember 
paying  any  cash  at  all ;  I  do  not  remember  that  at  all. 

Mr.  Kelley.  Now,  at  the  time  that  Mr.  Downey  had  handed  you 
these  notes,  he  insisted,  then,  did  he,  that  the  reason  assigned  for  the 
notes  should  be  given  as  you  have  stated  here? 

Mr.  Sands.  Yes,  sir. 

Mr.  E^ELLEY.  For  the  service  rendered  in  connection  with  getting 
him  this  loan  of  $100,000. 

Mr.  Sands.  Of  financing 

Mr.  Kelley  (interposing).  And  financing? 

Mr.  Sands.  Of  financing. 

Mr.  Kelley.  His  two  companies? 
•  Mr.  Sands.  Well,  only  one  company. 

Mr.  Keu^y.  You  never  did  agree  to  finance  either  one  of  them, 
did  you? 

M'r.  Sands.  No— no,  I  did  notmgree  to  finance  them. 

Mr.  Kelley.  What  was  the  largest  credit  that  you  ever  agreed  to 
furnish  Mr.  Downey  or  his  company? 

Mr.  Sands.  I  did  not  agree  to  furnish  him  any  amount  myself ;  it 
was  not  for  that  purpose. 

Mr.  Kelley.  xou  took  it  up  with  the  credit  committee  of  your 
bank? 

Mr.  Sands.  Yes ;  and  they  allowed  him  the  $100,000. 

Mr.  Keli^y.  And  they  allowed  him  a  credit  of  $100,000? 

Mr.  Sands.  Yes,  sir. 

Mr.  Kelley.  Was  that  before  or  after  he  gave  you  the  notes? 

Mr.  Sands.  He  did  not  borrow  any  money  for  some  time,  so  it  must 
have  been  after  that,  because  he  did  not  borrow  any  money — he  had 
some  money  placed  on  deposit,  $100,000.  I  do  not  remember  when 
he  borrowed  the  money. 

Mr.  Kelley.  Then  he  gave  you  these  notes  a  long  time  before  any 
arrangement  was  made  at  the  bank  for  this  $100,000  credit. 

Mr.  Sands.  Yes,  sir. 

Mr.  Kelley.  You  are  certain  about  that,  are  you? 

Mr.  Sands.  Yes;  I  am  sure  that  he  gave  the  notes  in  advance, 
because  he  did  not  borrow  for  some  time. 
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Mr.  Kellet.  These  notes  were  given  in  May,  1918.  When  do  you 
say  the  bank  gave  him  this  credit  of  $100,000  ? 

Mr.  Sands.  I  think  it  must  have  been  in  July,  or  something  of  that 
kind — June  or  July. 

Mr.  Kellet.  You  swear  to  that  positively? 

Mr.  Sands.  I  can  not  swear  to  that  positively,  but  that  is  my  recol- 
lection. I  can  not  say  as  to  a  date,  because  I  have  not  got  the  dates, 
but  it  was  made  afterwards;  the  arrangement  with  tne  bank  was 
made  afterwards. 

Mr.  Kellet.  You  are  certain  it  was  afterwards? 

Mr.  Sands.  Yes,  sir. 

Mr.  Kellet.  You  swear  to  that  fact  positively  ? 

Mr.  Sands.  Yes,  sir. 

Mr.  Kellet.  And  it  was  not  the  same  general  transaction ;  there 
was  some  interval  of  time  elapsing  between  the  giving  of  these  notes 
and  the  credit  arrangement  at  the  bank? 

Mr.  Sands.  Yes,  sir. 

Mr.  Kellet.  Was  this  credit  at  the  bank  arranged  purely  for 
strengthening  Mr.  Downey  with  the  Shipping  Board? 

Mr.  Sands.  Well,  I  suppose  so,  because  he  did  not  intend  to 
use  it — in  fact,  when  it  was  first  talked  of  with  him  he  was  going 
to  give  us  a  very  substantial  account. 

Mr.  Kellet.  What  induced  the  bank — ^that  is  what  I  am  getting- 
at — ^to  give  him  this  $100,000  credit  which  he  could  not  use  ? 

Mr.  Sands.  Well,  they  may  have  subsecjuently  agreed  to  let  him 
check  on  it;  and  they  were  so  pleased  with  the  business,  they  had 
$100,000  on  deposits;  the  man  carried  a  very  good  account,  and  I 
thought  well  of  him,  and  I  think  the  other  people  did,  too ;  it  was 
a  very  good  account  for  Washington. 

Mr.  Kellet.  He  did  not  have  any  deposit  with  the  bank  at  the 
time  this  $100,000  was  arranged  ? 

Mr.  Sands.  Y#s,  sir. 

Mr.  Kellet.  How  much  did  he  have  there  then  ? 

Mr.  Sands.  I  think  he  must  have  had  $50,000  there  then;  I  can 
not  say  how  much;  he  had  possibly  $50,000  there  of  his  original 
$100,000. 

Mr.  Kellet.  That  was  funds  he  had  deposited  on  his  initial  pay- 
ment on  the  contract,  was  it  not? 

Mr.  Sands.  I  can  not  say ;  I  think  very  likely,  because  the  advance 
was  made  to  him ;  I  think  very  likely ;  I  do  not  know. 

Mr.  Kellet.  That  was  a  checking  account  which  might  disappear 
in  a  day  ? 

Mr.  Sands.  Yes,  sir ;  but  he  had  run  an  account  there  one  or  two- 
months  with  a  very  substantial  balance. 

Mr.  Kellet.  Was  it  usual  for  shipbuilding  companies  to  run  ac- 
counts in  Washington  banks? 

Mr.  Sands.  Well 

Mr.  Kellet  (interposing).  Shipbuilding  companies  located  in 
New  York  and  New  England? 

Mr.  Sands.  No — well,  we  had  some  shipping  accounts;  we  had 
one  or  two  shipping  accounts.  They  had  had  extra  funds,  and  put 
money  there  with  us. 

Mr.  Kellet.  Where  are  your  canceled  checks,  Mr.  Sands? 
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Mr.  Sands.  I  think  I  have  them  available  in  Washington.  I 
have  not  brought  my  things  here.    I  think  I  can  get  them. 

Mr.  KIelley.  You  could  get  all  the  canceled  checks? 

Mr.  Sands.  I  think  so;  1  have  not  destroyed  any  of  them,  and  I 
should  say  so. 

Mr.  Kelley.  You  could  get  all  the  canceled  checks  having  any- 
thing to  do  with  the  disposition  of  the  proceeds  of  these  notes? 

Mr.  Sands.  I  think  so. 

Mr.  Kelley.  Will  you  furnish  those,  Mr.  Sands,  to  the  committee? 

Mr.  Sands.  It  may  take  me  a  little  time ;  that  is  all. 

Mr.  Kelley.  Yes;  we  will  give  you  time. 

Mr.  Sands.  Yes,  sir. 

Mr.  Kem^y.  Where  do  you  keep  your  papers  in  Washington? 

Mr.  Sands.  I  left  them  in  my  office  there ;  I  live  in  New  York  City ; 
I  left  them  in  Washington,  and  I  never  had  them  shipped  here. 

Mr.  Kelley.  You  still  hold  your  office  in  Washington  ? 

Mr.  Sands.  No  ;  I  am  located  here  now. 

Mr.  Kelley.  I  know,  but  you  have  a  room  there,  have  you  ? 

Mr.  Sands.  What  is  that? 

Mr.  Kelley.  You  have  a  room? 

Mr.  Sands.  Well,  I  had  an  office  there  in  the  Evans  Building,  and 
I  left  my  papers  there,  and  I  communicated  with  the  manager  of 
the  office — that  is,  the  party  I  had  with  me  in  the  office,  and  he  said 
he  had  bundled  up  my  papers  all  together  there,  and  he  wanted 
to  know  what  I  wanted  done  with  them,  very  recently. 

Mr.  Kelley.  They  are  still  there  in  the  office  which  you  formerly 
occupied? 

Mr.  Sands.  Yes,  sir. 

Mr.  Kelley.  In  thinking  over  my  former  question,  as  to  whether 
or  not  these  notes  were  sent  to  you  by  mail  or  handed  to  you  per- 
sonally by  Downey,  have  you  any  better  recollection  now  than  you 
liad  awhile  ago  ? 

Mr.  Sands.  No,  sir ;  I  have  not. 

The  Chairman.  Do  you  know  a  Mr.  Robertson? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  Did  vou  ever  have  any  business  dealings  with 
liim? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  Who  is  he? 

Mr.  Sands.  Well,  Robertson  was  formerly  a  clerk  in  the  bank  and 
went  into  the  brokerage  business  with  Boiling. 

The  Chairman,  Went  into  the  brokerage  business  with  Mr.  BoU- 
inff? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  When? 

Mr.  Sands.  I  think  it  was  1916. 

The  Chairman.  Are  you  connected  with  that  firm  ? 

Mr.  Sands.  No,  sir.  • 

The  Chairman.  Have  you  ever  had  anything  at  all  to  do  with  it? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  What  did  you  have  to  do  with  it  ? 

Mr.  Sands.  I  furnished  some  money  to  them. 

The  Chairman.  You  furnished  the  money? 
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Mr.  Sands.  Yes,  sir. 

The  Chairman.  What  was  the  firm  name  ? 
,  Mr.  Sands.  F.  H.  Connolly  &  Co. 

The  Chairman.  F.  H.  Connolly? 

Mr.  Sands.  C-o-n-n-o-l-l-y. 

The  Chairman.  Was  he  a  member  of  it,  too? 

Mr.  Sands.  Yes,  sir ;  all  three  of  th^m. 

The  Chairman.  Was  he  a  Washington  man  ? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  Well,  did  that  firm  sell  out,  close  out  its  business  ? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  Who  took  over  its  assets? 

Mr.  Sands.  They  liquidated — they  liquidated  their  assets  and  paid 
out  and  went  out  of  business. 

The  Chairman.  What  was  the  occasion  of  their  doing  that? 

Mr.  Sands.  They  were  connected  w^ith  the  "  leak,"  and  it  hurt  their 
business,  so  they  went  out  of  business. 

The  Chairman.  Connected  with  the  leak? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  What  leak? 

Mr.  Sands.  I  thought  everybody  had  heard  of  the  "  leak."  It  was 
some  leak 

The  Chairman  (interposing).  This  committee  has  heard  of  some 
leaks  on  ships.     [Laughter.] 

Mr.  Sands.  They  were  under  investigation  at  the  time.  There  was 
something  coming  out  from  the  White  House  called  the  "  leak."  It 
was  a  very  famous  leak. 

The  Chairman.  You  mean  the  Lawson  leak  investigation? 

Mr.  Sands.  I  do  not  remember  the  Lawson — ^may  have  been  Lawson 
leak  investigation ;  I  do  not  remember. 

The  Chairman.  You  mean  the  investigation  had  by  a  committee 
of  Congress  as  to  advance  information 

Mr.  Sands.  Yes,  sir ;  that  is  it. 

The  Chairman  (continuing).  Alleged  to  have  come  from  high 
official  sources. 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  Did  you  have  anything  to  do  with  the  concern  at 
that  time  ? 

Mr.  Sands.  Only  in  the  fact  that  I  loaned  them  some  money  to  en- 
able them  to  start  the  stock  exchange  business ;  that  is  all. 

The  Chairman.  You  loaned  them  some  money  in  order  to  enables 
them  to  start  that  stock  exchange  business? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  Did  they  give  you  a  note? 

ifr.  Sands.  Yes,  sir. 

The  Chairman.  And  did  they  ever  pay  it? 

Mr.  vSands.  Thev  owe  me  a  balance  now. 

The  Chairman.  That  firm  owes  you  a  balance  now? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  How  much? 

Mr.  Sands.  About,  let  me  see,  T  think  it  is  about — the  balance  due 
me  is  about  $12,000  or  $15,000. 

The  Chairman.  How  many  members  were  there  in  that  firm? 
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Mr.  Sands.  There  were  three  members — Connolly,  Robertson,  and 
Boiling. 

The  Chairman.  And  those  three  men,  you  say,  still  owe  you 
$12,000  or  $15,000? 

Mr.  Sands.  Mr.  Boiling  does  not  owe  me.  Mr.  Boiling  withdrew 
immediately  after  this  investigation,  and  I  kept  the  obligation  of 
the  concern — of  the  remaining  part  of  the  concern. 

The  Chairman.  You  released  him  from  any  obligation  on  the 
part  of  the  firm  liability  to  you  ? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  Did  you  act  in  any  capacity  for  that  firm  prior  to 
its  liquidating? 

Mr.  Sands.  Xo;  I  only  furnished  them  money;  that  is  all. 

The  Chairman.  Was  it  a  partnership  or  a  corporation? 

Mr.  Sands.  A  partnership. 

The  Chairman.  And  you  did  not  participate  in  directing  its 
affairs? 

Mr.  Sands.  Not  in  the  least  bit ;  I  had  nothing  to  do  with  it. 

The  Chairman.  Or  share  in  its  proceeds? 

Mr.  Sands.  Not  in  the  least ;  I  had  no  interest  in  it  whatever. 

The  Chahiman.  Or  participate  in  any  losses? 

Mr.  Sands.  No,  sir. 

The  Chairman.  Have  you  talked  with  anybody  since  Saturday  last 
when  you  testified,  on  the  long  distance  telephone,  as  to  your  testi- 
mony before  this  committee? 

Mr.  Sands.  No,  sir. 

The  Chairman.  Sure  of  that,  are  you? 

Mr.  Sands.  I  do  not  think  anyone  has  called  me  up.  I  have  not 
received 

The  Chairman.  Have  you  called  anybody  up? 

Mr.  Sands.  No,  sir. 

The  Chairman.  This  contract  with  the  Downey  concern,  or  the 
Providence  Engineering  Co.,  appears  to  have  been  dated,  according 
to  a  copy  the  committee  has  here,  the  14th  day  of  March,  1918,  for 
10  ocean-going  steel  tugboats  complete,  at  a  price  of  $285,000  for  each. 
Do  you  know  whether  or  not  that  was  the  contract  which  you  say 
you  assisted  in  securing? 

Mr.  Sands.  I  could  not  say,  I  have  not  seen  the  contract,  but  I 
think  that  is. 

The  Chairman.  March  14, 1918;  you  think  that  is  it? 

Mr.  Sands.  I  think  so. 

The  Chairman.  For  10  tugboats? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  There  was  a  contract  made  on  July  3, 1917,  for  10 
cargo  carrying  steel  ships  at  $155  per  dead-weight  ton  for  each  of 
all  said  ships.     Did  you  ever  hear  of  any  such  contract  as  that? 

Mr.  Sands.  I  do  not  remember  hearing  of  it ;  no,  sir. 

The  Chairtman.  Then  if  the  contract  of  March  14,  1918,  with  the 
Providence  Engineering  Co.,  for  10  steel  ocean-going  tugs,  is  the  one 
in  which  your  services  were  secured,  as  you  have  related  here,  the 
Downey  company  had  already  a  contract  for  10  cargo  ships,  did  they 
not? 

Mr.  Sands.  Well,  you  have  said  so ;  yes,  sir,  I  have  no  doubt  it  is 
so ;  but  I  did  not  know  it. 
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The  Chairman.  Well,  assuming  these  to  be  actual  copies  of  the 
contracts  in  existence  ? 
Mr.  Sands.  Yes,  sir. 

The  Chairman.  Did  you  know  at  that  time  that  the  Downey  com- 
pany had  a  contract  ? 

Mr.  Sands.  I  think  so,  but  I  do  not  remember  now ;  I  think  so. 

The  Chairman.  Did  you  ever  have  any  transactions  with  the 
Downey  Shipbuilding  Corporation  about  getting  some  bending  rolls 
from  the  Fleet  Corporation  ? 

Mr.  Sands.  I  do  not  recall  it.  Would  you  excuse  me  just  a  mo- 
ment? 

(A  short  recess  was  taken.) 

The  Chairman.  Well,  if  the  contract  was  signed  on  the  14th  of 
March,  1918,  with  the  Providence  Engineering  Corporation,  a  corpo- 
ration organized  under  the  laws  of  the  State  of  Rhode  Island,  for 
10  ocean-going  steel  tugboats  complete,  and  these  notes  were  given 
you,  either  handed  to  you  or  mailed  to  you  by  Mr.  Downey,  they 
were  given  the  following  day,  were  they  not,  March  15,  1918  ? 

Mr.  Sands.  Well,  my  recollection  of  that  fact  is  that  the  notes  were 
not  delivered  until  some  time  afterwards. 

The  Chairman.  But  they  were  all  dated  the  day  after? 

Mr.  Sands.  They  were  dated ;  yes,  sir. 

The  Chairman.  March  15, 1918. 

Mr.  Sands.  Yes,  sir.  That  is  my  recollection,  because  we  did 
everything  we  could  for  him,  without  any  reference  to  what  he 
would  pay  or  how  much  or  how  he  would  pay  it. 

The  Chairman.  And  the  credit  of  $100,000  which  was  established 
at  the  Commercial  National  Bank,  which  was  put  on  their  books, 
was  not  established  until  July  of  1918,  according  to  your  recollec- 
tion? 

Mr.  Sands.  That  is  right ;  yes,  sir. 

The  Chairman.  But  you  are  positive  it  was  not  established  in 
March,  1918? 

Mr.  Sands.  Yes,  sir.    No,  they  never  borrowed  anything  then. 

The  Chairman.  I  was  asking  you  if  you  had  any  dealings  with  the 
Downey  company  with  reference  to  securing  some  bending  rolls  for 
them  from  the  Fleet  Corporation  ? 

Mr.  Sands.  Well,  I  don't  remember  that,  but  I  have  this  recollec- 
tion, since  you  mention  it,  because  it  has  been  some  years,  you  under- 
stand ;  that  Mr.  Cranftr  said  that  he  was  trying  to  get  some  bending 
rolls  for  the  Downey  Shipbuilding  Co. ;  I  do  remember  that  now,  and 
he  got  his  friends  down  m  the  Shipping  Board,  I  do  not  know  who 
it  was,  to  send  some  to  Downey  because  they  neecled  them  in  building 
ships.    I  remember  that  now,  but  I  had  forgotten  it. 

The  Chairman.  Well,  did  he  ask  you  to  help  in  any  way  in  getting 
them  ? 

Mr.  Sands.  No,  he  did  not  ask  me  to  help  any,  because  I  did  not 
know  anybody,  but  I  had  already  introduced  him  to  the  Shipping 
Board  people. 

The  Chairman.  Mr.  Boiling  and  Mr.  Sisler? 

Mr.  Sands.  I  introduced  Mr.  Cranor  to  them,  but  I  did  not  re- 
member that  transaction  at  all. 

The  Chairman.  Did  you  ever  receive  an)' payment  or  fee  from  the 
Downey  Shipbuilding  Corporation,  Mr.  Wallace  Downey,  or  the 
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Providence  Engineering  Corporation,  or  anybody  connected  with 
either  of  those  concerns,  for  anything  you  did  or  pretended  to  do  in 
connection  with  securing  the  bending  rolls? 

Mr.  Sands.  No,  sir ;  I  don't  remember  any  fee  at  all. 

The  Chairman.  Well,  you  don't  remember ;  is  that  the  best  you  can 
state? 

Mr.  Sands.  Well,  that  4s  absolutely  the  best  I  can  state,  because 
I  really  don't  remember  any  other  monetary  transaction  than  this 
other  that  I  mentioned. 

The  Chairman.  Well,  if  you  don't  remember  whether  you  received 
any  fee  or  not,  can  you  remember  whether  you  divided  any  fee  with 
anybody? 

Mr.  Sands.  No,  I  do  not. 

The  Chairman.  Can  you  say  whether  you  did  or  not  ? 

Mr.  Sands.  Well,  I  can  say  that  I  have  no  recollection  of  the  trans- 
action whatsoever. 

The  Chairman.  Did  you  ever  have  any  interviews  or  conversa- 
tions with  Mr.  B.  W.  Boiling  with  reference  to  having  secured  or 
assisted  in 'securing  some  bending  rolls  for  the  Downey  concern? 

Mr.  Sands.  I  do  not  remember. 

The  Chairman.  And  later  did  you  have  any  further  conference 
with  him  with  reference  to  dividing  a  fee  which  you  had  received  for 
that  ? 

Mr.  Sands.  I  do  not  recall  it  at  all.  I  do  not  remember  anything 
about  it. 

The  Chairman.  But  you  might  have? 

Mr.  Sands.  Well,  I  might,  but  I  absolutely  don't  remember  it. 

The  Chairman.  You  might  have  assisted  in  getting  the  bending 
rolls? 

Mr.  Sands.  I  did  not  assist,  I  know,  because  I  did  not  know  any- 
thing about  that.  The  only  assistance  I  could  have  rendered  would 
be  the  formal  introduction  which  I  had  given,  that  is  all,  and  if  they 
did  it  they  did  it  qji  account  of  their  friendship,  friendly  relations. 

The  Chairman.  Are  you  able  to  state  positively,  Mr.  Sands, 
whether  or  not  anybody  from  the  Downey  Shipbuilding  Corpora- 
tion, the  Providence  Engineering  Co.,  Mr.  Cranor  or  Mr.  Wallace 
Downey  ever  took  up  with  you  the  matter  of  getting  some  bending 
rolls  for  their  concern? 

Mr.  'Sands.  They  never  did ;  no. 

The  Chairman.  They  never  did? 

Mr.  Sands.  They  never  did. 

The  Chairman.  You  are  positive  as  to  that? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  Now,  are  you  able  to  state  whether  you  ever  re- 
ceived througji  Mr.  Cranor,  the  Providence  Engineering  Corporation, 
the  Downey  Shipbuilding  Corporation,  Mr.  Wallace  Downey,  or  any 
other  representative  of  either  of  those  concerns  any  sum  of  money 
which  was  for  services  in  connection  with  securing  those  bending 
rolls? 

Mr.  Sands.  I  do  not  remember  ever  receiving  anything  at  all. 

The  Chairman.  Did  you  ever  tender  Mr.  Boiling  any  sum  of 
money  which  you  stated  was  a  part  of  a  commission  or  gift  or  bonus 
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or  payment  for  services  on  account  of  assisting  in  getting  these  bend- 
ing rolls? 

Mr.  Sands.  No,  sir. 

The  Chairman.  Did  you  ever  discuss  that  transaction  with  him 
at  all? 

Mr.  Sands.  I  do  not  remember  it  at  all.  This  is  news  to  me.  I 
do  not  recall  the  circumstance  at  all. 

The  Chairman.  Did  you  in  the  spring  of  1918  introduce  Mr. 
Cranor  to  Mr.  Boiling,  asking  that  he  get  certain  pieces  of  machineir 
which  the  Fleet  Corporation  were  to  furnish  the  Downey  Shipbuild- 
ing Co.  in  connection  with  the  construction  of  vessels,  and  which, 
while  promised  to  them,  were  going  to  be  shipped  to  some  other  ship- 
building concern  ? 

Mr.  Sands.  Well,  I  think  I  had  already  introduced  them,  and  I  do 
remember  talking  about  some  bending  rolls,  but  I  don't  remember 
anything  more  about  them,  except  that  I  heard  that  they  had  gotten 
them,  and  they  were  very  much  gratified,  that  is  what  Mr.  (Jranor 
said ;  they  were  very  much  gratified  that  they  had  gotten  the  bend- 
ing rolls,  which  they  needea  to  work  on  their  ships.  I  'recall  that 
now. 

The  Chairman.  You  recall  that  ? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  Do  you  recall  that  in  the  spring  of  1918  you  did 
introduce  Mr.  Cranor  to  Mr.  Boiling? 

Mr.  Sands.  Yes,  sir ;  I  think  that  was  the  time. 

The  Chairman.  Did  you  ask  Mr.  Boiling  to  see  if  he  could  help 
Mr.  Cranor,  having  these  bending  rolls  shipped  to  the  Downey  Cor- 
poration? 

Mr.  Sands.  Tthink  it  likely  I  did ;  yes,  sir.  I  did  not  recall  that — 
until  you  refreshed  me  on  it. 

The  Chairman.  Some  time  after  that  did  you  tell  Mr.  Boiling  that 
you  had  received  a  fee  for  procuring  these  bending  rolls,  and  offered 
to  divide  it  with  him  ? 

Mr.  Sands.  I  do  not  recall  it  at  all.  I  do  not  remember  ever  get- 
ting anv  fee  for  it. 

The  Chairman.  Did  he  tell  you  that  under  no  conditions  would  he 
accept  any  part  of  it  ?    Did  Mr.  Boiling  ever  say  that  to  you  ? 

Mr.  Sands.  I  do  not.  remember  any  such  conversation. 

The  CHAiR3f  AN.  Did  you  tell  him  that,  as  he  }iad  never  charged 
you  any  profit  on  building  your  house,  and  he  having  waived  it,  that 
you  would  like  to  pay  him  what  was  a  fair  profit  for  the  work  he  had 
done? 

Mr.  Sands.  I  do  not  recall  it. 

The  Chairman.  You  do  not  recall  that? 

Mr.  Sands.  No,  sir. 

The  Chairman.  Can  you  say  whether  or  not  you  ever  said  that  or 
anything  like  it  to  Mr.  K.  W.  Boiling  ? 

Mr.  Sands.  I  do  not  think  I  ever  said  anything  like  that,  because 
the  house  transaction  had  been  closed  two  years  at  this  time. 

The  Chairman.  Well,  it  had  been  closed  as  far  as  the  building 
was  concerned,  but  it  had  not  been  closed  as  far  as  paying  for  it, 
had  it  ? 

Mr.  Sands.  Yes,  sir;  it  had  been  closed  as  far  as  paying  for  it. 

The  Chairman.  In  1918?  _ 
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Mr.  Sands.  Yes,  sir. 

The  Chairman.  I  thouffht  you  said  you  still  had  a  note? 

Mr.  Sands.  Well,  I  paid  it ;  I  was  paying  the  note  myself.  I  did 
not  count  that  I  owed  it  to  him,  except  that  it  was  a  note  that  he 
had  indorsed. 

The  Chairman.  Oh,  you  mean  that  he  had  received  the  pay? 

Mr.  Sands.  Yes. 

The  Chairman.  Did  he  tell  you  that  he  thought  $600  would  be 
very  reasonable,  if  you  wanted  to  pay  it  ? 

Mr.  Sands.  I  do  not  recall  that  at  all. 

The  Chairman.  Did  you  then  pay  him  $200,  and  later  give  him 
$300  as  a  payment  of  profit  on  account  of  that  house? 

Mr.  Sands.  I  do  not  remember  that  certain  transaction. 

The  Chairman.  You  do  not  remember  it.  Do  you  say  you  did 
not? 

Mr.  Sands.  Well,  I  would  like  to  look  at  my  books  to  see.  I  do 
not  remember  it ;  this  is  the  first  I  have  heard  of  it. 

The  Chairman.  Have  you  written  Mr.  Boiling  frequently? 

Mr.  Sands.  No. 

The  Chairman.  Did  you  write  him  within  two  or  three  weeks? 

Mr.  Sands.  Xo  ;  I  do  not  think  so.    I  wrote  him  a  letter  when  that 

,note  came  due  the  last  time,  and  told  him  it  was  not  convenient  for 

me  to  pay  any  more  than  the  interest.    I  do  not  remember  when  that 

was,  possibly  six  weeks  ago ;  and  sent  down  the  interest  on  the  note 

to  renew  it,  $900. 

The  Chairman.  You  have  renewed  it  several  times? 

Mr.  Sands.  Well,  I  have  always  curtailed  it,  to  this  time. 

The  Chairman.  Did  you  ever  write  an  anonymoq^  letter  to  the 
Shipping  Board  or  tlie  Department  of  Justice  ? 

Mr.  Sands.  I  have  never  written  an  anonymous  letter  in  my  life. 
I  can  say  that  positively. 

The  Chairman.  Did  you  ever  threaten  Mr.  Boiling  that  if  he  did 
not  intercede  for  vou  with  the  Department  of  Justice  or  other  -Gov- 
ernment officials  m  helping  to  get  you.  out  of  your  difficulty,  you 
would  make  it  hot  for  him,  or  would  expose  him  or  would  show 
him  up  ? 

Mr.  Sands.  I  had  Mr.  Boiling  at  my  rooms  on  one  occasion,  and  I 
told  liim  that  I  thought  he  ought  to  help  me  and  aid  me  all  he  could. 
I  said  that  my  friends  were  very  much  wrought  up  over  it,  and  that 
it  might  bring  more  trouble  to  him  than  he  could  think  of,  and  to  me. 
I  think  that  was  about  the  conversation.  I  remember  that  ccmversa- 
tion,  and  I  think  that  letter  which  I  got,  which  you  exhibited  here, 
was  in  answer  to  it,  the  next  day,  and  I  never  did  anything  further. 
I  was  very  much  wrought  up  at  the  time,  but  so  far  as  trying  to  do 
anything  against  him,  I  never  undertook  to  do  it. 

The  Chairman.  Did  you  ever  ask  or  suggest  to  anybody  else  that 
an  anonymous  letter  be  sent  to  the  (lovernment? 

Mr.  Sands.  Never.  I  never  knew  it,  until  you  tell  it  now.  I  never 
knew  anything  about  anonymous  letters. 

The  Chairman.  Did  you  ever  meet  any  of  the  other  officials  of  the 
Downev  Shipbuilding  Corporation  ? 

Mr.  Sands.  Yes,  sir;  I  met,  I  think,  the  treasurer,  Mr.  Hussey. 

The  Chairman.  Who! 
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Mr.  Sands.  The  treasurer ;  I  think  his  name  is  Mr.  Hussey. 

The  Chairman.  Is  he  treasurer  of  the  Downey  or  of  the  Provi- 
dence Engineering  Co.  ? 

Mr.  Sands.  Oh,  no ;  that  is,  of  the  Providence  Engineering. 

The  Chairman.  When  did  you  first  know  that  the  Downey  in- 
terests were  connected  with  the  Providence  Engineering  Co.  ? 

Mr.  Sands.  I  did  not  know  it  until  after  they  got  this  contract ;  I 
thought  it  was  identical,  until  after  that. 

The  Chairman.  Upon  what  did  you  base  your  representation  to 
the  credit  manager,  Division  of  Operations,  Emergency  Fleet  Cor- 
poration, March  14,  1918,  that  the  Providence  Engineering  concern 
were  amply  able  to  fulfill  their  contract  and  were  entitled  to  confi- 
dence ? 

Mr.  Sands.  Well,  I  looked  at  the  report  at  the  time,  looked  over 
their  statements,  and  then  I  knew  that  Mr.  Downey  was  connected 
with  it,  and  I  had  every  assurance  that  they  were  a  reputable  concern, 
and  that  they  had  been  in  the  engine-building  business^ for  some  time, 
and  I  think  had  been  reorganized,  and  I  thought  Mr.  Downey's  con- 
nection with  it  and  the  class  of  business  that  he  did  would  entitle 
them  to  credit. 

The  Chairman.  Did  you  know  the  credit  manager  of  the  Fleet 
Corporation  ? 

Mr.  Sands.  No,  sir. 

The  Chairman.  Did  you  know  any  other  official  of  the  Fleet  Cor- 
poration ? 

Mr.  Sands.  Oh,  I  suppose  I  knew  them  incidentally,  but  I  do  not 
recall  any  particular  ones. 

The  Chairman.  You  stated  last  Saturday,  Mr.  Saiids,  that  prior 
to  this  arrangement  being  made  to  get  this  contract  for  the  Downey 
concern,  Mr.  Boiling  and  Mr.  Sisler  had  visited  your  rooms  at  the 
Willard  Hotel  frequently ;  is  that  so  ? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  What  were  they  doing  there? 

Mr.  Sands.  Well,  let  me  get  that  question  before  you  put  it  down. 
Did  you  say  before  this  contract  ? 

The  Chairman.  Yes,  sir. 

Mr.  Sands.  Well,  my  rooms  were  almost  an  office  during  the  war, 
and  I  do  not  think  that  they  ever  came  to  see  me,  in  connection  with 
shipping  matters,  until  this  contract  came  up,  until  Mr.  Cranor  came 
down.  In  fact,  I  did  not  meet  Mr.  Sisler  until  after  Mr.  Cranor 
came  down;  then  I  introduced  him  to  Mr.  Boiling,  and  he  intro- 
duced me  to  Mr.  Sisler. 

The  Chairman.  That  was  in  March,  1918? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  And  this  arrangement,  you  say,  was  entered  into, 
and  in  July  this  credit  of  $100,000  was  extended.  "WTiat  was  the 
occasion  of  their  visiting  you  frequently  at  the  Willard  Hotel? 

Mr.  Sands.  Well,  I  do  not  know  that  they  came  for  anything  else, 
unless  it  would-  be  on  these  shipbuilding  contracts.  There  were  a 
number  of  shipbuilding  contracts  going  on  all  the  time.  We  had  one 
at  Quantico.  1  do  not  recall  whether  they  helped  me  in  that  or  not, 
but  they  may  possibly  have  helped. 

The  Chairman.  Do  you  know  whether  Mr.  Sisler  or  Mr.  Boiling 
helped  your  concern  get  the  contract  at  "Quantico? 
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Mr.  Sands.  I  do  not  know  whether  they  did  or  not. 

The  Chairman.  Do  you  know  whether  they  helped  the  Downey 
concern  or  the  Providence  Engineering  concern  get  their  contract? 

Mr.  Sands.  I  thought  they  did ;  I  do  not  know  whether  they  did. 

The  Chairman.  Well,  now,  they  came  and  visited  you  frequently 
while  this  was  going  on.    Did  they  not  say  what  they  had  done? 

Mr.  Sands.  They  never  told  me. 

The  Chairman.  Or  whom  they  were  seeing? 

Mr.  Sands.  They  never  told  me ;  no. 

The  Chairman.  Well,  were  you  not  interested  to  know,  Mr.  Sands? 

Mr.  Sands.  Yes ;  I  was  interested,  but  I  had  a  number  of  interests, 
and  thev  would  come  and  talk  to  me  and  consult  with  me,  but  that 
is  all.    I  do  not  know  what  they  did ;  I  do  not  know  what  they  did. 

The  Chairman.  Did  you  never  ask  them,  "  How  is  this  thing 
going?"  Or  "What  are  the  chances?"  Or  "Who  have  you  seen  or 
what  are  you  doing?" 

Mr.  Sands.  I  very  likely  asked  them  what  the  chances  were ;  but 
I  do  not  think  I  asked  them  who  they  saw,  because  they  knew  who  to 
see :  I  did  not. 

The  Chairman.  When  you  asked  what  was  the  chances,  do  you 
remember  what  they  told  you  ? 

Mr.  Sands.  It  was  encouraging.    I  do  not  remember ;  no. 

The  Chairman.  How  long  was  it  before  you  were  finally  advised 
that  the  contract  was  to  be  awarded  or  was  awarded  ? 

Mr.  Sands.  I  can  not  say.  I  will  have  to  get  you  gentlemen  to 
excuse  me  again. 

(A  short  recess  was  taken.) 

The  Chairman.  Mr.  Sands,  when  you  told  Mr.  Boiling  that  if  he 
did  not  come  to  your  rescue  it  might  be  very  unpleasant  for  all  of 
you,  what  did  you  have  in  mind? 

Mr.  Sands.  Well,  I  thought  with  these  commissions  that  he  had 
gotten,  it  might  be  very  disagreeable ;  that  is  what  I  thought. 

The  Chairman.  Did  you  have  in  mind  that  if  he  did  not  come 
to  your  rescue  you  would  disclose  information  about  it? 

Mr.  Sands.  Well,  really,  it  was  somewhat  of  a  threat,  but  I  never 
intended  to  do  it  and  I  never  did  it,  because  this  thing  is  just  as  dis- 
agreeable to  me,  of  course,  it  is  as  disagreeable  to  me  as  it  is  to  him. 
I  regret  it  very  much.  I  never  said  anything  to  anyone  about  any 
of  the  transactions  involved. 

The  Chairman.  But  you  did  tell  Mr.  McCann  and  Mr.  Schwarz- 
kopf? 

Mr.  Sands.  I  did,  because 

The  Chairman.  The  first  people  that  ever  spoke  to  you  about  it? 

Mr.  Sands.  Surely,  but  they  had  gotten  it  already  from  friends 
of  mine. 

The  Chairman.  That  is,  they  told  you  they  had. 

Mr.  Sands.  Yes,  but  I  judged  they  had. 

The  Chairman.  Well,  you  judged  they  had  simply  from  their 
telling  you  so? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  Now,  what  friends  of  yours  did  they  tell  you  they 
bad  gotten  it  from? 

Mr.  Sands.  Well,  they  told  me  that  the^^  had  heard  from,  had 
talked  to,  I  think  they  said  to  Sisler ;  I  think  they  said  they  had 
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talked  to  Mr.  Fuller;  yes,  he  mentioned  Mr.  Fuller;  and  they  also 
mentioned  Mr.  Murtaug,  who  really  is  not  a  friend  of  mine. 

The  Chairman.  Murtaug? 

Mr.  Sands.  Yes. 

The  Chairman.  Who  is  he? 

Mr.  Sands.  Well,  he  is  one  who  undertook  to  help  me  at  the  time 
when  my  trouble  came.  He  came  down,  a  friend  of  Mr.  Fuller's, 
came  down  and  volunteered  to  help  me,  and  I  was  anxious  to  get 
all  the  help  I  could. 

The  Chairmai^.  Oh,  yes. 

Mr.  Sands.  And  he  very  likely  heard  our  conversations.  I  do  not 
know  how  he  did ;  I  regretted  it  very  much. 

The  Chair3ian.  Can  you  give  us  the  names  of  any  other  parties 
that  have  any  knowledge  or  have  in  their  possession  facts  relating 
to  these  transactions  about  which  you  have  been  interrogated? 

Mr.  Sands.  Those  are  the  only  ones  I  know  of,  possibly  Mr.  Fuller 
and  Mr.  Murtaug,  and  they  got  it  from  coming  mto  my  rooms  fre- 
quently at  the  time  I  was  endeavoring  to  get  my  indictment  quashed, 
and  they  offered  to  help  me,  and  they  very  hkely  got  it  there.  I 
think  that  is  all,  as  far  as  I  know. 

The  Chairman.  Do  you  say,  Mr.  Sands,  that  you  received  $40,000, 
of  which  amount  $25,000  was  distributed ;  is  that  the  correct  amount  ? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  Between  yourself,  Mr.  Cranor,  Mr.  Sisler,  and 
Mr.  Boiling? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  And  that  the  distribution  was  made  because  of 
the  receipt  by  the  Downey  Shipbuilding  Corporation  or  the  Provi- 
dence Engineering  Corporation  of  a  contract  from  the  Shipping 
Board,  in  the  procurement  and  award  of  which  Mr.  Sisler  and  Mr. 
Boiling  were  presumed  to  have  assisted  ? 

Mr.  Sands.  Yes,  sir. 

The  Chahjman.  And  that  your  testimony  here  is  the  truth  and  not 
prompted  by  any  desire  for  revenge  upon  iMr.  Sisler  or  Mr.  Boiling, 
or  to  blackniail  them  or  hold  them  up  to  scorn  and  ridicule? 

Mr.  Sands.  Yes,  sir;  I  have  no  desire  of  that  kind  whatsoever. 

The  Chairman.  You  are  not  prompted  by  any  such  motive? 

Mr.  Sands.  I  am  not 

The  Chairman.  And  that  you  have  told  the  committee  all  the  facts 
that  you  have  in  your  possession? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  And  that  you  are  willing  to  make  a  search  and 
produce  the  checks  which  you  used  in  making  these  payments? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  Have  you  any  questions,  Mr.  Kelley  ? 

Mr.  Kelley.  Just  one  or  two  more.  This  Providence  Engineering 
contract,  the  records  show,  was  awarded  on  the  14th  of  March,  1918. 
About  how  long  prior  to  that  time  did  Mr.  Cranor  and  Mr.  Sisler  and 
Mr.  Boiling  and  yourself  have  this  under  consideration,  with  the 
hope  that  you  could  remove  any  objections  that  the  credit  department 
mi£:ht  have  had  ? 

Mr.  Sands.  I  suppose  it  was  30  days ;  30  days  at  least. 

Mr.  Kelley.  You  were  working  at  it  for  30  days  ? 
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Mr.  Sands.  Yes,  sir. 

Mr.  Kelley.  The  credit  departmeDt  made  some  objections  to  the 
Providence  company,  as  you  understand  it  ? 

Sir.  Sands.  So  I  undei*stood,  through  Mr.  Cranor. 

Mr.  KmjLEY.  Yes.    And  about  30  days  after  that 

Mr.  Sands.  I  should  say  30  days;  yes,  sir;  it  may  have  been  a  little 
more,  but  it  was  not  any  less. 

Mr.  Kelley  (continuing).  The  credit  department  waived  their 
objections? 

Mr.  Sands.  Yes,  sir. 

Mr.  Keixby.  And  the  contract  was  awarded? 

Mr.  Sands.  Yes,  sir. 

Mr.  Kelley.  On  the  date  that  the  contract  was  awarded,  March 
14,  1918,  you  wrote  this  letter  to  the  credit  department  as  vic^  presi- 
dent of  the  Commercial  National  Bank  of  Washington? 

Mr.  Sands.  Yes,  sir. 

Mr.  I^ELLEY.  So  that  presumably  your  letter,  written  on  the  same 
day  that  the  contract  was  awarded,  had  nothing  to  do  with  the  award- 
ing of  the  contract? 

Mr.  Sands.  It  looks  like  it. 

Mr.  Kelley.  You  have  assumed  that  all  along,  have  you  not? 

Mr.  Sands.  Well,  I  assume  it  now,  yes,  sir;  I  did  not  know  that 
it  was  the 

Mr.  Kelley.  You  talked  with  the  credit  manager,  talked  it  over 
before  you  wrote  the  letter.    What  were  his  objections? 

Mr.  Sands.  I  do  not  remember  ever  talking  to  the  credit  man. 

Mr.  Kelley.  Well,  now,  just  carefully  review  that  in  your  mind. 

Mr.  Sands.  No;  I  do  not. 

Mr.  Kelley.  Did  vou  not  have  a  conversation  with  the  credit  man- 
ager  prior  to  the  14th  of  March  ? 

Mr.  Sands.  I  do  not  remember  ever  talking  to  him.  I  do  not  re- 
member him ;  I  do  not  know  him. 

Mr.  Kelley.  Well,  did  Mr.  Boiling  say  he  had  talked  with  the 
credit  manager? 

Mr.  Sands.  I  can  not  say  that  he  did.  I  do  not  know.  Mr.  Cranor 
very  likely  did. 

Mr.  Kelley.  Which  one  of  these  men  did  talk  with  the  credit 
manager  ? 

Mr.  Sands.  Mr.  Cranor  very  likely  did.  Mr.  Cranor  talked  with 
him ;  I  did  not.  Mr.  Cranor  did  not  have  anything  to  do  but  attend 
to  these  things,  and  I  was  very  busy.  I  do  not  think  I  ever  met  him ; 
if  I  did,  I  do  not  remember  it. 

Mr.  Kelley.  Was  Mr.  Atkins  the  credit  manager  at  that  time! 

Mr.  Sands.  I  do  not  loiow  him ;  I  do  not  remember. 

Mr.  Kelley.  Don't  you  know  Mr.  Atkins  ? 

Mr.  Sands.  No. 

Mr.  Kelley.  Did  you  ever  meet  a  man  by  the  name  of  Atkins,  a 

credit  manager  of  the  Emergency  Fleet  Corporation? 
M  "  -..-,. 

don' 

Mr.  Kelley.  Did  Mr.  e;ranor  say  to  you  tnat  ii  you  wouia  wriw 
this  letter  to  Mr.  Atkins,  or  the  credit  manager,  he  thought  that 
would  insure  the  awarding  of  the  contract? 

Mr  Sands.  I  think  he  did ;  yes,  sir. 
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Mr.  Kelley.  He  told  you  that.  And  thereupon  you  wrote  the 
letter  of  March  14  ? 

Mr.  Sands.  I  think  that  is  the  case ;  yes,  sir. 

Mr.  Kelley.  For  which  you  received  these  $40,000  of  notes  a  little 
later  ? 

Mr.  Sands.  For  the  awarding  of  the  contract ;  yes,  sir. 

Mr.  Kelley.  And  the  notes  were  dated  on  the  15th  of  March  ? 

Mr.  Sands.  Yes;  that  is  right. 

Mr.  Kelley.  And  the  contract  awarded  on  the  14th? 

Mr.  Sands.  Well,  I  did  not  know  about  the  dates. 

Mr.  Kelley.  And  your  letter  written  on^he  14th  of  March? 

Mr.  Sands.  Well,  I  take  that  to  be  correct.    I  have  not  seen  it. 

Mr.  Kelley.  What  I  mean  to  say  is  that  the  letter  which  you  wrote 
on  the  J.4th  of  March,  and  the  awarding  of  the  contract  on  the  14th 
of  March,  and  the  dating  of  the  notes  on  the  16th  of  March,  would 
all  indicate  that  it  was  one  transaction  ? 

Mr.  Sands.  Yes,  sir. 

Mr.  Kelley.  Then  you  know,  as  a  matter  of  fact,  from  Mr.  Cranor 
and  your  discussion  at  the  time,  that  there  was  a  disposition  to  hold 
up  this  contract  and  not  award  it  ? 

Mr.  Sands.  Well,  I  'did  not  think 

Mr.  Kelley.  For  some  30  days  prior  to  the  time  that  it  was 
awarded? 

Mr.  Sands.  Well,  I  did  not  think  that  it  was  held  up,  but  it  took 
about  that  long  to  get  things  through.  I  do  not  think  it  was  held 
up  on  that  account. 

Mr.  Kelley.  Did  not  Mr.  Cranor  tell  you  that  the  credit  of  the 
companv  had  to  be  established  ? 

Mr.  Sands.  I  do  not  recall  that  he  did. 

Mr.  Kelley.  Well,  why  would  you  write  a  letter  to  the  Shipping 
Board  to  establish  the  credit  of  the  company,  unless  somebody  had 
questioned  the  credit  of  the  company  ? 

Mr.  Sands.  Because  they  said  that  was  perfunctory ;  that  they  had 
to  have  these  credit  letters,  along  with  other  letters. 

Mr.  Kelley.  Why  would  you  expect  to  get  $40,000  for  writing  a 
perfunctory  letter? 

Mr  Sands.  I  did  not  expect  to  get  it.  I  did  not  count  on  a  fee  at 
that  time ;  I  did  not  expect  to  get  it.  I  did  not  know  what  the  fee 
was ;  I  had  made  no  claim  to  any  fee  up  to  that  time.  I  did  not  even 
know  about  the  amount  of  it. 

Mr.  Kelley.  The  notes  were  dated  the  very  next  day? 

Mr.  Sands.  I  know,  but  they  were  not  delivered  for  some  time. 
In  fact,  T  did  not  -know  the  amount  of  the  fee  at  all  \  I  did  not  know 
until  afterwards.  It  was  an  arrangement  made  with  Mr.  Cranor;  I 
did  not  know  what  the  arrangement  was. 

Mr.  Kelley.  But  j^ou  knew  you  were  to  have  some  fee? 

Mr.  Sands.  I  know  that  we  expected  to  get  something  out  of  it; 
3^es.  sir. 

Mr.  Kelley.  "We"— who? 

Mr.  Sands.  Well,  I  have  enumerated  the  four  that  expected  to 
get  it. 

Mr.  Kelley.  The  other  four  parties;  yes, 

Mr.  Sands.  Yes. 

Mr.  Kelley.  About  how  long  was  the  question  of  establishing  a 
credit  for  the  Providence  Engineering  Co.  discussed  in  your  bank? 
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Mr.  Sands.  I  do  not  think  it  was  discussed  but  a  very  little  while; 
it  might  have  been  four  or  five  days;  something  like  that. 

Mr.  Kelley.  And  it  was  granted  almost  immediately  after  it  was 
asked  for? 

Mr.  Sands.  Yes,  sir.  That  was  understood;  yes,  sir.  We  gave  it 
to  them  almost  at  once. 

Mr.  Kelley.  In  this  letter  which  you  wrote  on  the  14th  of  March 
you  said  that  you  were  about  to  grant  that  credit. 

Mr.  Sands.  ^Ve  discussed  that  at  the  time,  too. 

Mr.  Kelley.  But  you  did  not  put  it  up  to  the  bank  officials  until 
June? 

Mr.  Sands.  Not  until  they  asked  for  the  loan.  I  did  not  put  up 
the  amount  of  the  loan  until  they  asked  for  it. 

Mr.  Kelley.  You  had  discussed  this  question  with  Mr.  Cranor 
and  Mr.  Sisler  and  Mr.  Boiling? 

Mr.  Sands.  I  judge  I  did ;  I  do  not  recall. 

Mr.  Kelley.  But  at  the  time  the  contract  was  awarded  there  was 
no  credit  established  in  the  bank? 

Mr.  Sands.  No  loan  had  been  asked  for. 

Mr.  Kelley.  There  was  not  credit  established? 

Mr.  Sands.  No  credit  established ;  no,  sir. 

Mr.  Kelley.  You  did  not  give  them  this  $100,000  credit? 

Mr.  Sands.  No.  We  were  told  that  we  would  have  a  very  large 
deposit,  of  something  like  half  a  million  dollars,  they  told  us. 

Mr.  Kelley.  I  know.  I  am  talking  now  about  the  letter  which 
you  wrote. 

Mr.  Sands.  Yes,  sir. 

Mr.  Kelley.  Which  got  this  contract  from  the  Shipping  Board? 

Mr.  Sands.  Yes,  sir. 

Mr.  Keli.ey.  In  that  letter  you  said  that  you  were  going  to  arrange 
for  a  credit  of  $100,000  ? 

Mr.  Sands.  Yes,  sir. 

Mr.  Keij^y.  Had  you  at  that  time  taken  it  up  with  your  board? 

Mr.  Sands.  I  had  mentioned  it  to  my  committee,  that  we  were 
going  to  get  this  good  account,  this  big  account,  and  we  would  have 
to  lend  them,  give  them  a  line  of  discount.  I  had  mentioned  it  to 
them  at  the  time. 

Mr.  Kelij^y.  And  your  committee  consented  to  this  loan  of  $100,- 
000,  which  was  tied  up  ? 

Mr.  Sands.  Yes,  sir. 

Mr.  Kelley.  In  the  hope  that  they  would    get    large   deposits 

later  on? 

Mr.  Sands.  No  ;  we  had  already  gotten  the  deposits  then.  When 
the  loan  was  made  we  had  already  gotten  the  deposits,  when  the 
actual  loan  was  made. 

Mr.  Kelley.  And  your  letter  to  the  credit  manager  of  the  Ship- 
ping Board,  that  you  were  willing  to  do  that,  was  an  inducement, 
was  a  circumstance  which  had  considerable  to  do,  undoubtedly,  with 
the  award  of  the  contract  ? 

Mr.  Sands.  Yes,  sir ;  I  think  so. 

Mr.  Kelley.  Of  course,  in  the  letter  which  you  wrote,  you  were 
speaking  as  an  officer  of  the  bank,  rather  than  personally,  were  you 

not? 

Mr.  Sands.  Yes,  sir. 
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Mr.  Kelley.  And  the  credit  manager  of  the  Shipping  Board,  of 
the  Emergency  Fleet  Corporation,  so  understood  it? 

Mr.  Sands.  I  think  so. 

Mr.  Kellet.  But  you  did  not  tell  him  that  this  loan  that  you  were 
going  to  make  was  going  to  be  tied  up,  in  such  a  way  that  the  cor- 
poration could  not  use  the  money  ? 

Mr.  Sands.  No  ;  I  did  not  tell  him  that.  In  fact,  as  I  understood 
it,  it  was  onlj',  as  I  have  explained  a  little  while  ago,  to  get  their 
cash  assets  appear  better  relative  to  their  liabilities. 

Mr.  Kellet.  Somebody  must  have  come  to  you  on  the  day  that  the 
contract  was  awarded,  with  a  pretty  urgent  request,  did  they  not. 
that  this  letter  be  written  right  away? 

Mr.  Sands.  Well,  no  one  but  Cranor.  Mr.  Cranor  very  likely  did. 
I  never  saw  any  official  of  the  Shipping  Board  at  all  that  day ;  I  do 
not  remember  seeing  him. 

Mr.  Kellet.  Or  within  a  day  or  two  ? 

Mr.  Sands.  I  do  not  remember  seeing  them  at  all. 

Mr.  Kelli:t.  Did  Mr.  Sisler  say  it  was  necessary  for  him  to  do 
this? 

Mr.  Sands.  No. 

Mr.  Kellet.  Who  did? 

Mr.  Sands.  Mr.  Cranor  said  so. 

Mr.  Kellet.  Nobody  else? 

Mr.  Sands.  Nobody  else,  that  is  all. 

Mr.  Kellet.  Did  no  other  person  ask  you  to  write  that  letter? 

Mr.  Sands.  I  do  not  recall  anybody  else  asking  me  but  Mr.  Cranor. 

Mr.  KeiIlet.  Did  not  the  credit  manager  ask  you  for  it  ? 

Mr.  Sands.  I  do  not  think  I  ever  saw  the  credit  manager. 

Mr.  Kellet.  Did  he  not  write  you  a  letter  asking  you  for  it  ?  * 

Mr.  Sands.  I  do  not  recall  that.    If  he  did  I  do  not  remember  it. 

Mr.  Kellet.  Well,  did  vou  not  say  here  in  this  letter,  "  Referring 
to  your  letter  of  March  8,"  which  is  a  week  before? 

Mr.  Sands.  Well,  then  if  he  did,  then  he  did.  I  did  not  remember 
that ;  I  have  not  read  that. 

Mr.  Kellet.  The  credit  manager  wrote  to  you  asking  you  for  this 
letter? 

Mr.  Sands.  Yes.  Well,  I  have  not  read  the  paper,  and  I  did  not 
know  what  it  was.  I  didn't  hardly  read  my  letter,  but  if  I  referred 
to  a  letter  then  he  did  write  me  a  letter  asking  what  I  would  do 
for  the  company. 

Mr.  Kellet.  About  a  week  before  the  contract  was  awarded  ? 

Mr.. Sands.  Yes;  as  it  happens  it  was  about  the  8th.  I  did  not 
remember  it,  though.  I  had  not  read  the  papers,  and  I  did  not  know 
what  was  in  it  or  what  was  claimed.  ^ 

Mr.  Kellet.  Did  the  Downey  Shipbuilding  Co.  or  Mr.  Downey 
personally,  or  the  Providence  Engineering  Co.,  ever  pay  you  any- 
thing execept  by  way  of  notes? 

Mr.  Sands.  That  is  all  they  ever  paid  me? 

Mr.  Kellet.  Never  paid  you  a  check? 

Mr.  Sands.  No. 

Mr.  Kellet.  Never  gave  you  a  check? 

Mr.  Sands.  Never  gave  me  any  check. 

Mr.  Kellet.  Never  gave  you  any  cash  ? 

Mr.  Sands.  No;  never. 
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Mr.  Kelley.  And  these  are  the  only  notes  they  ever  gave  you  ? 

Mr.  Sands.  The  only  notes ;  yes,  sir. 

Mr.  Keixey.  Where  did  Mr.  Cranor  come  from,  originally  ? 

Mr.  Sands.  Well,  originally,  he  came  from  Georgia,  I  think. 

Mr.  Kelley.  Do  you  know  whether  or  not  he  iiad  ever  laiown 
Mr.  Sisler  before  this  time  ? 

Mr.  Sands.  No;  he  had  never  known  him  until  I  got  this  intro- 
duction. 

Mr.  Keli*ey.  He  had  known  you  a  long  time? 

Mr.  Sands.  Yes,  sir;  I  have  known  him  for  nearly  20  years,  I 
guess. 

Mr.  Kelijby.  Do  you  know  whether  or  not  Mr.  Cranor  knew  Mr. 
Boiling  before  this  time  ? 

Mr.  Sands.  He  did  not. 

Mr.  Kelley.  He  did  not  ? 

Mr.  Sands.  No,  sir. 

Mr.  Kelley.  You  introduced 

Mr.  Sands.  I  introduced  both  of  them. 

Mr.  Kelley.  You  introduced  Cranor  to  Boiling? 

Mr.  Sands.  I  introduced  Cranor  to  Mr.  Boiling,  and  I  think  he 
introduced  him  to  Mr.  Sisler. 

Mr.  Kelley.  You  are  sure  about  that? 

Mr.  Sands.  Well,  I  would  not  say  whether  I  introduced  him  to 
Mr.  Sisler  or  whether  Mr.  Boiling,  but  that  was  my  recollection. 

Mr.  Kelley.  But  you  are  sure  that 

Mr.  Sands  (interposing).  That  is  the  way  the  introduction  hap- 
pened. I  think  it  more  than  likely  that  I  introduced  him  to  Mr.  Boil- 
ing, and  Mr.  Boiling  introduced  him  to  Mr.  Sisler,  because  I  knew 
Mr.  Sisler  very  slightly. 

The  Chairman.  Don't  you  know  that  Mr.  Boiling  and  Mr.  Cranor 
were  acquainted  with  each  other  and  had  been  for  years  before  you 
ever  met  either  of  them  ? 

Mr.  Sands.  I  don't  think  so ;  I  don't  know,  but  I  don't  think  so ; 
I  don't  think  he  ever  knew  him.  I  am  sure  as  anything  I  can  be 
that  thev  never  knew  each  other  until  I  introduced  them. 

The  Chairman.  You  say  you  introduced  them  to  each  other? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  In  your  rooms  at  the  Willard  Hotel? 

Mr.  Sands.  I  can  not  say  the  place,  but  I  think  that  is  where  I 
introduced  them. 

The  Chairman.  Anything  further,  Mr.  Kelley  ? 

Mr.  KELiiEY.  I  don't  think  so. 

The  Chairman.  About  when  do  you  think  you  could  produce 
those  checks  for  us? 

Mr.  Sands.  I  would  like  a  week,  because  there  are  a  good,  many 
checks,  you  know. 

The  Chairman.  Could  you  have  them  for  the  committee  by  De- 
cember 6? 

Mr.  Sands.  I  will  try  my  best ;  yes,  sir. 

Mr.  Kelley.  Between  the  time  this  contract  was  executed  and  the 
1st  of  May  following,  did  you  make  a  demand  on  Mr.  Cranor  or 
Mr.  Downey? 

Mr.  Sands.  I  never  did. 
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Mr.  Kelley.  For  the  payment? 

Mr.  Sands.  No,  sir. 

Mr.  Kelley.  Mr.  Cranor  entirely? 

Mr.  Sands.  Yes,  sir. 

Mr.  Kelley.  And  his  interest  in  the  transaction  was  sufficient,  so 
that  he  would  be  apt  to  look  after  it? 

Mr.  Sands.  Yes;  I  never 

Mr.  Kelley.  What  was  Mr.  Cranor  to  receive,  again? 

Mr.  Sands.  He  was  to  receive  $6,250. 

Mr.  Kelley.  That  is  a  quarter  of  $26,000? 

Mr.  Sands.  Yes. 

Mr.  Kelley.  That  he  was  to  receive  beyond  that? 

Mr.  Sands.  $16,000. 

Mr.. Kelley.  $15,000? 

Mr.  Sands.  Yes. 

Mr.  Kelley.  So  that  he  was  to  get  out  of  this  transaction 

Mr.  Sands.  If  the  notes  were  made ;  yes,  sir 

Mr.  Kelley.  $20,000? 

Mr.  Sands.  $16,000  and  this. 

Mr.  Kelley.  $21,250? 

Mr.  Sands.  Yes,  sir. 

Mr.  Kelley.  But  you  trusted  it  to  him  to  get  the  notes  taken — ex- 
ecuted and  delivered? 

Mr.  Sands.  Well,  we  did  not  expect  them  to  b^  paid  in  notes,  we 
thought 

Mr.  Kelley.  That  it  would  be  paid  in  cash? 

Mr.  Sands.  That  it  would  be  paid  by  cash. 

Mr.  Kelley.  You  expected  it  to  be  paid  in  cash  ? 

Mr.  Sands.  Yes. 

Mr.  Kelley.  Did  you  protest  against  the  payment  in  notes? 

Mr.  Sands.  Not  vehemently. 

Mr.  Kelley.  What  did  Mr.  Cranor  say  when  notes  was  the  best 
he  could  do  ? 

Mr.  Sands.  I  can  not  recall  his  conversation. 

Mr.  Kelley.  In  general,  the  substance  of  it. 

Mr.  Sands.  I  think  he  was  disappointed,  he  said  they  were  trust- 
worthy— that  is,  the  firm  was  gooa  and  the  notes  were  good. 

Mr.  Kelley.  He  was  disappointed  that  he  didn't  have  the  cash 
for  it? 

Mr.  Sands.  Yes,  sir ;  I  think  so. 

Mr.  Kelley.  You  know  whether  or  not  he  ever  got  his  $15,000? 

Mr.  Sands.  Well,  he  did  not  get  it  because  I  didn't  get  it  either. 
I  advanced  him  money  all  the  time;  in  fact,  I  had  loaned  him  money 
prior  to  that,  and  whenever  he  needed  money  he  came  to  me  for  it. 
He  didn't  ever  get  his  $16,000 ;  no. 

Mr.  Kelley.  Did  he  get  that  $6,250? 

Mr.  Sands.  Well,  I  don't  know  that  he  got  that  in  any  single  sum ; 
he  got  about  $10,000,  because  I  would  pay  him  along  all  the  time. 

Mr.  Kelley.  Why  would  you  pay  him  along  all  the  time  after  the 

,250  had  been  paid  out? 

Mr.  Sands.  Well,  he  was  always  accustomed  to  come  to  me,  and  I 
always  took  care  of  him. 

Mr.  Kelley.  What  is  that? 
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Mr.  Sands.  I  was  always  accustomed  to  take  care  of  him,  whenever 
he  needed  any  money ;  he  came  to  me  and  I  loaned  him  money  before, 
and  he  borrowed  money  off  me  for  years. 

Mr.  Kei.ley.  Did  he  ever  settle  up? 

Mr.  Sands.  He  never  settled  up  because  he  never  asked  me;  because 
he  knew  he  had  overdrawn. 

Mr.  Kelley.  Did  you  ever  ask  him  to  straighten  up  his  account  ? 

Mr.  Sands.  No  ;  I  didn't  think  it  is  worth  while. 

Mr.  Kelley.  He  is  not  collectible? 

Mr.  Sands.  I  don't  think  so. 

Mr.  Kelley.  Why  would  you  loan  him  money  all  along  without 
security  ? 

Mr.  Sands.  Well,  w-e  had  been  intimate  nearly  20  years — we  had 
been  friends  for  nearly  20  years,  and  I  had  had  relations  with  him, 
and  he  would  always  come  across  in  a  way,  and  after  a  while  he  would 
get  more  and  more  on  the  debit  bsf lance,  quite  a  little  more,  and  I 
never  collected  up  anywhere  near ;  finally  I  discounted  a  note  for  him, 
about  $5,000,  which  was  not  paid,  -which  practically  made  up  the 
difference. 

Mr.  Kelley.  When  you  got  this  first  note — proceeds  of  this  first 
note  in  your  hands — why  didn't  you  apply  it  on  all  these  accounts? 

Mr.  Sands.  I  practically  did;  I  practically  did,  except  that  I 
advanced  to  him  in  the  meanwhile. 

Mr.  Kelley.  Then  you  really  did  not  give  him  the  $6,250  in  one 
sum? 

Mr.  Sands.  No;  not  in  one  sum. 

Mr.  Kelley.  Do  you  remember  how  much  you  paid  him  at  that 
time? 

Mr.  Sands.  I  can  not  remember. 

Mr.  Kelley.  Was  it  as  much  as  $1,800? 

ifr.  Sands.  I  think  very  likely  it  was  as  much  as  $1,800. 

Mr.  Kelley.  About  that? 

Mr.  Sands.  I  think  so,  I  am — T  could  not  say  positively,  but  I  can 
find  out. 

Mr.   JCelley.  That  kind '.of  squared   you   and   Mr.   Cranor   up, 

didn.'t  it? 

Mr.  Sands.  It  did,  except  that  later  on  he  got  $5,000  more  from 

me :  I  was  very  easy. 

Mr.  Kelley.  You  had  another  note? 

Mr.  Sands.  Yes. 

Mr.  Kleley.  You  had  another  $10,000  note  ? 

Mr.  Sands.  Yes;  but  he  was  not  to  be — understand  that  he  was 
not  alone  to  get  $6,250  altogether,  but  he  got  a  great  deal  more  than 

that. 

Mr.  Kelley.  He  got  about  $10,000  altogether? 

Mr.  Sands.  Yes. 

Mr.  Kelley.  Mr.  Sislcr  got  $5,000? 

Mr.  Sands.  He  got  this  $5,000  note,  I  can  not  remember,  I  think 
Mr.  Sisler  altogether  got  $20,000. 

Mr.  Kelley.  How  much  ? 

Mr.  Sands.  Twenty  thousand  dollars  I  think  he  got  altogether. 

Mr.  Kelley.  Twenty  thousand  dollars  you  think  he  got  al- 
together? 

Mr.  Sands.  Yes. 
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Mr.  Kelley.  That  was  on  account  of  the  sale  of  the  ship,  in 
addition  ? 

Mr.  Sands.  Yes. 

Mr.  Kelley.  He  was  satisfied  wasn't  he  with  the  transaction? 

Mr.  Sands.  I  think  so,  yes ;  he  never  made  any  complaint. 

Mr.  Kelley.  Never  made  any  complaint? 

Mr.  Sands.  No,  sir. 

Mr.  Kelley.  Was  Mr.  Boiling  satisfied  ? 

Mr.  'Sands.  I  suppose  Mr.  Bdling  was  satisfied,  but  he  didn't  get 
but  very  little  money  because  he  would  have  gotten  it — ^that  is,  he 
would  have,  I  would  have  paid  him  if  he  would  take  it,  you  see  ? 

Mr.  Kelley.  What  was  the  date  of  your  indictment?' 

Mr.  Sands.  September  30,  1918. 

Mr.  Kelley.  Almost  the  same  time  you  cashed  this  first  note, 
wasn't  it? 

Mr.  Sands.  It  was  due  on  the  15th. 

Mr.  Kelley.  When  did  you  cash  it? 

Mr.  Sands.  I  discounted  it,  I  think,  in  June ;  he  got  money  in  ad- 
vance on  one  note.  The  notes  ran  so  long  you  could  not  discount 
them.    I  got  the  money  in  June. 

Mr.  Kelley.  Was  it  June  that  you  paid  these  different  parties  ? 

Mr.  Sands.  I  think  so,  I  think  it  was  along  in  June. 

Mr.  Kelley.  June,  1918  ? 

Mr.  Sands.  Yes,  sir. 

Mr.  Kelley.  You  did  that  before  the  note  was  paid  ? 

Mr.  Sands.  Before  it  was  paid ;  yes.  sir. 

Mr.  Kelley.  Why  did  you  do  that  ? 

Mr.  Sands.  Well,  I  had  gotten  some  money,  and  I  felt  sure  that 
the  note  would  be  paid,  and  if  he  needed  any  mone^  I  was  always, 
sorry  to  say,  kind  of  a  private  banker  for  all  my  friends ;  they  used 
to  come  to  me  for  money  and  I  advanced  it  to  them. 

Mr.  Kelley.  So  you  credited  them  up  with  the  amount  which  they 
ultimately  ought  to  receive,  and  then  let  them  borrow  of  you  along, 
against  that  amount? 

Mr.  Sands.  Yes. 

Mr.  Kelley.  Is  that  the  way  you  handled  it? 

Mr.  Sands.  Yes,  sir. 

Mr.  Kelley.  And  you  did  that  because  that  would  be  borrowing, 
you  thought,  rather  than  dividing  the  money  ? 

Mr.  Sands.  In  a  measure  that  would  be  so. 

Mr.  Kelley.  That  was  your  arrangement,  was  it? 

Mr.  Sands.  So,  if  the  thing  had  been  all  paid  at  once,  they  would 
have  gotten  their  share  of  it  at  once,  but  it  was  not  paid  that  wajr. 

Mr.  Kelley.  Did  you  figure  that  it  would  be  harder  to  trace,  if  it 
was  paid  in  small  sums  along?     * 

Mr.  Sands.  I  did  not  figure  that. 

Mr.  Kelley.  Did  they,  so  far  as  you  know  ? 

Mr.  Sands.  Not  as  far  as  I  know. 

Mr.  KELLEY.  Did  they  request  that  it  be  held  by  you  and  paid  in 
small  sums  ? 

Mr.  Sands.  I  don't  remember  any  such  request. 

Mr.  Kelley.  You  don't  remember  any  such  request? 

Mr.  Sands.  No. 

Mr.  Kelley.  Was  there  any  talk  about  that  at  all  ? 
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Mr.  Sakds.  I  don't  remember  any  such  conversation. 

Mr.  Kelley.  And  that  is  the  way  you  handled  it  ? 

Mr.  Sands.  Yes,  sir. 

Mr.  Kelley.  Whenever  they  came  in  and  asked  for  some  money, 
you  advanced  it  to  them  against  these  credits? 

Mr.  Sands..  Yes ;  that  is  right. 

The  Chairman.  Well,  at  any  time  during  the  negotiations,  did  it 
occur  to  you  that  it  was  rather  a  questionable  proceeding  for  officials 
of  the  Shipping  Board  to  receive  monies  for  assisting  in  awarding  a 
contract  to  some  particular  corporation  ? 

Mr.  Sands.  I  did  not  consider  it  at  the  time. 

The  Chairman.  Never  thought  of  that  ? 

Mr.  Sands.  I  never  thought  of  that ;  no,  sir. 

The  Chairman.  Thought  it  was  perfectly  legitimate  to  pay  a 
Shipping  Board  man  money  for  helping  a  concern  get  a  contract? 

Mr.  Sands.  Well,  I  thought  so. 

The  Chairman.  Did  you  ever  hear  of  any  of  these  other  parties 
who  were  discussing  or  conferring  with  you  relative  to  this  money 
express  themselves  as  to  this  proceeding  as  being  somewhat  question- 
able? 

Mr.  Sands.  Will  you  state  that  question  again  ? 

The  Chairman.  Will  you  read  tne  question,  Mr.  Stenographer? 

(Question  repeated  by  the  reporter.) 

Mf .  Sands.  No. 

The  Chairman.  Had  nobody  that  you  recall  ever  stated  that  the 
matter  must  be  handled  carefully  and  the  tracks  must  be  covered 
up,  so  to  speak? 

Mr.  Sands.  Never  had  any  such  talk. 

The  Chairman.  Never  heard  of  anything  like  that? 

Mr.  Sands.  No,  sir. 

The  Chairman.  When  did  it  first  occur  to  you  that  there  might 
be  something  improper  in  a  Shipping  Board  official  receiving  money 
from  a  corporation  which  secured  a  contract  for  constructing  ships 
for  the  Shipping  Board? 

Mr.  Sands.  When  did  it  occur  to  me? 

The  Chairman.  Yes. 

Mr.  Sands.  Well,  I  hadn't  it  brought  to  my  attention  at  all. 

The  Chairman.  Have  you  got  any  idea  or  opinion  on  the  subject 
now? 

Mr.  Sands.    Yes. 

The  Chairman.  What  is  it? 

Mr.  Sands.  Why,  I  think  it  was  questionable  and  bad. 

The  Chairman.  You  got  that  opinion  now  ? 

Mr.  Sands.  Yes. 

The  Chairman.  How  long  have  you  held  it? 

Mr.  Sands.  I  have  held  it  for  some  time. 

The  Chairman.  How  long,  Mr.  Sands  ? 

Mr.  Sands.  At  the  time  these  things  were  going  on,  I  assisted  a 
great  many  people  without  any  compensation  at  all.  My  room  was 
almost  a  clearing  house  for  assistance  to  people  without  compensa- 
tion, and  in  this  case  it  was  brought  out,  that  this  was  a  fair  pro- 
position, that  we  will  get  this  money.  These  were  friends  of  mine 
and  I  was  very  willing  to  divide  with  them  what  I  got.  That  is  the 
truth  of  it.    Now,  whether  it  was  right  or  not,  I  did  not  consider. 
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I  was,  at  the  time,  very  extremely  busy.  I  had  the  Anchor  Plant 
which  was  building,  I  had  two  shipping  companies,  and  altogether 
I  was  so  engaged  that  I  really  did  not  consider  the  ethics  as  1 
should  have  aone. 

The  Chairman.  At  the  time  Mr.  McCann  and  Mr.  Schwarzkopf 
came  to  see  you,  you  had  some  idea  then  that  the  whole  of  the 
transaction  was  questionable  and  improper,  didn't  you? 

Mr.  Sands.  Well,  I  had  an  impression  then  that  any  more  news- 
paper notoriety  would  be  very  harmful  to  me.  I  have  tried  to  over- 
come what — the  position  I  was  in  in  every  way  and  I  was  just  on  the 
eve  of  getting  some  position ;  I  had  nothing  to  do,  my  credit  was 
gone.  At  one  time  I  was  able  to  borrow  $100,000  at  one  clip  apart 
from  my  own  bank.  I  had  good  credit  and  had  money.  And  these 
things  had  so  hurt  my  credit,  and  I  was  just  on  the  eve  of  getting 
something  which  would  enable  me  to  live,  and  I  thought  if  this  thing 
came  out,  whether  true  or  not,  or  whether  it  affected  anybody  or  not, 
it  would  just  throw  me  out  again,  and  that  is  what  I  meant  by  what 
I  talked  to  Mr.  McCann  and  Mr.  Schwarzkopf,  because  I  hated  the 
newspaper  notoriety. 

The  Chairman.  You  thought  if  this  came  out  it  would  hurt  you? 

Mr.  Sands.  Yes,  sir ;  at  that  time. 

The  Chairman.  And  yet  you  told  the  whole  story? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  To  these  two  gentlemen  ? 

Mr.  Sands.  I  told  them  because  they  seemed  to  have  it  anyway, 
and  I  thought  it  would  be  better  for  me  to  tell  it.  It  was  probably 
improper  to  bare  or  to  tell  it,  but  I  had  to  tell  the  whole  thing. 

The  Chairman.  I  don't  know  but  what  I  asked  you  to  look  at  that 
photostat  copy  there.  Will  you  again  glance  over  that,  Mr.  Sands, 
and  see  if  that  is  a  photostat  copy  of  a  statement  in  affidavit  form 
which  was  presented  to  you  and  which  you  declined  to  sign  upon  ad- 
vice of  your  counsel  ?     [Handing  photostat  to  witness.] 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  And  that  photostat  copy  shows  certain  insertions 
made  in  writing,  the  document  itself  having  been  in  typewriting 
merely.     Are  these  insertions  in  your  handwriting? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  The  one  on  the  margin  of  the  second  page,  is  that 
yours  ? 

Mr.  Sands.  Yes,  sir;  there  may  be  some  errors  in  dates  in  those 
things,  because,  you  see,  this  was  asked  suddenl;^. 

The  Chairman.-  No  ;  I  am  asking  now  if  this  is  a  photostat  copy  of 
the  document  which  you  declined  to  sign  ? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  Now,  you  said  there  may  be  some  errors  in  the 
dates. 

Mr.  Sands.  Yes ;  because  the  interview  was  sudden,  without  my — 
two  years  later,  and  I  could  not  remember  every  date. 

The  Chairman.  But  aside  from  some  errors — possible  errors  as 
to  dates — are  the  statements  which  were  contained  in  that  document 
in  affidavit  form,  of  which  this  is  a  photostat  copy,  true  and  correct? 

Mr.  Sands.  Yes,  sir. 

The  Chairman.  We  will  have  this  put  into  the  record  at  this 
point : 
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f^tj  of  iMhinstoa       ) 

DO  • 

Dlaxrict  of  Columbia  )' 

Tttoker  K.  Btsda,  btiag  duly  tfvom,  a«poM«  and 

X  reti^  at  ^/i^  ^feg/*<]tt^<  City  Kit  M^^^^^L^^ 

Ctaatf^      N^L?  State  of ;  1  •■  married 

and  Have  a  faaily  who  live  with  m  at  that  addreee;  I  aa  ^^ 

yeare  of  agi ;  I  aa  engaged  i^tlia  bueineee  aa-  JudA^^^tr^-  A^r^ 

-  ^  ^_ 

traae  BuildlBg,  Waeblngtoa,  0.  O.^-Troa  fifif^ifff  until 
/^jh^J?  19]f ,     X  vae  ooaneoted  with  the  Ooaierclal 

latiOBikl  Bank  of  laehington,  D*  C*  aa  Vioe-Preeident;  prior 

to  ^f  ^ ^ ^^^7*/7^  **•  *  *•"■•  ^  i»*i"M^«y  *i*^ 

R*  WiiMc^ollir.K  and     ,  MitfA^  Sieler,  beta  of  whOB 

were  oonneoted  with  the  ITaited  Statee  Shipping  Board,   of 
whioh  Board   Ji^/i^        Sieler  wae  then  Secretary,  irtiiag 

I  wae  then  reeidiag  »^  ^^«  ■•«  ViHaid  Hotel  in  the 
City  of  laehington.  and  there  beoaae  aoqwainted  with  another 
gueet  cf  the  houee  naaed  John  Crantfr;  I  eeea  beceae  iatiaate 
with  Craagr  and  q[aite  freely  dieoueeed  with  hia  ay  relatione 
with  leeere.  Boiling  and  Sieler;  eubeeqfuently^  Cran#r  inf orsed 
ae  that  he  wae  an  ag^a^  fo'  Wallaoe  Downey,  who  wae  then  eeekiijg 
a  ahlphaildinc  eontraot  froa  the  United  Statee  Shipping  Board. 
■r*  Cran#^  aeked  ae  to  uee  ay  influence  and  aoqualntanoe  with 
■eeere.  Boiling  and  Sieler  to  effectuate  hie  plane,  and  in- 
fotaed  ae  that  there  would  be  a  eul table  oosieieeion  paid  ae 
for  ay  eenrieae* 

I  intro^oed  Cranar  to  Sieler  and  Boiling  uid  an 
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Agreenent  «m  mt^Nd  into  vhtreby  «o  «•?<»  to  reoeire  a 
ooMiMiOB  for  our  ••rridca  in  proourlBg  the  l«UlaK  of  a 
ooDtzmot  b]r  the  Shipping  Bo&rd  to  Dovnoy,  o«i4  oov.lsviOB 
boing  $40,000.  ttio  MBO  to  bo  diTidod  oaoag  uo  in  the  folXoiNi^ 
ing  aannor:     $35,000  was  to  bo  paid  in  one  lot  aad  oqimlly 
diTidod  in  ouBsof  $6,250  for  oaob  of  the  rsur  of  «o»  8lolor« 
Boiling,  Cr&n#r  and  ayoolf ;  tbo  reaaining  $15,000  «ao  to  go  t» 
Cran#r.     During  the  negotiationo  Mr.  Downoy  oaao  to  laoblii^ 
ton  and  w%e  introduced  to  sre  by  Mr*  Cran9r.     Bo  ratifiod  tlw 
agreemont  whereby  $40,000  compeneation  w&e  to  bo  paid,     bat 
proTidod  that  such  payaente  vere  to  bo  mado  by  aotoo  boariBg 
tho  date  of  April  15,   1917.   in  aaounte  of  $10,000  Oaok  and 
■aturinR  in  six  aonthe,   nine  aonthe,    t«elve  aonthi  and  flfteom 
■onthe  retpecttvelyi  but  Mr.   Bovney  inalsted  that  tlio  ootonolblo 
eontideration  for  these  notes  should  be  ay  sorrlooo  la  proouriag; 
a  loan  of  aoney  for  hia. 

In  pursuanoe  of  the  general  plan,  $100^000  «ao  do- 
p  ^  pooited  by  Mr*  Doimey  in  th#  Cooaeroial  National  Kukk,  of  oUok 

^j^/^r^Jt^^fli^  Z  "«o  then  still  fioo-Presidont,  -'"^  ""-    •-- — "-r"'-g  """  ^ 

^   /fggfx  ^       ninpurgtlmij    nnil  ■§  ssrarlty  fni  siish  Insii  8l^\0fV1  Is  m 
jf^^  ^^^  tn  iwiill  ■■  a  psmaasot  doposk»  to  ths  sa< 

A^^  W^        ws  $>9ft|ai»*iqgirUMH  Uusn  pansi  »s  »Ut  umdir  w.   — „,,, 
/!^^  hti  iiPinratlno,  nsoasi  wt>hiisw  his   ofijiual  do»oot»ilsf% 

^£J''^iWVf^        on  depooit  tUc  t)^iWO  Inensd  h|  iTir   mrrrmniiii,  mil  tin  l^nl 
fr jlfjt^0jL  ^^  '^Ttfi  >i<'^'»  ^fc>  ■"^»  ^J!  uotoo  sf  ths  Hnmoy  snffpeia^iuu  fur 
0,p^  /^iijt44^  ^^$^I<$$1  oUilB  WW  IRteroot  at  the  rate  of    XT 
AfLiW-J^  **'*  ''^'^'^7  oBd  I  had  a  dloouosion  which  dorolopod 

fUAJt^  in^o  a  ooBtroworoy  ao  to  tbo  baolo  i^on  which  tho  $40,000  foo 
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was  b«lag  paid,     vfe  dssired  that  tb0  ostensible  purpose 

thereof  ahculd  be  ay  eerrlces  in  procuring  lor  hia  a  loan  of 

$100,000,  but  I  pointed  oat  to  hia  that  I  was  an  ofiloer  of 

as 
the  bank  and/suoh  oould  rebeivs  no  fee  for  su<A  serricss* 

I  nsTor  did  agree  that  the  coapeneation  or  aoneTe  ee eel Ted 
by  ae  frosi  Domasy  or  his  oorporation  sere  in  any  wiee  the  * 
result  of  ay  eflorte  in  procuring  a  loan  frca  mg  bank,  be> 
oauoe  ths  real  fact  is  that  the  basis  for  ths  payaent  of 
those  fees  or  ooaaissions  represented  by  the  $40 « 000  notee 
sas  our  ssrrioss  in  proeuring  from  the  Shipping  Board,  through 
■y  said  oonnsetions  thsrs,  the  contract  with  Downey  or  hie  eorp»> 
ration* 

The  ooatrkAts  vtss  awardsd  by  the  Shipping  Board  in  due 
tiae  to  the  Ikwney  flhipbuilding  Corporation,  ae  had  been  etlp- 
ulated  by  ])owney>  and  thereupon  the  four  notes  which  were  in  By- 
possess  ion  as  Itustes  for  us  four  beoaae  Talld  and  negotiable » 
and  subssquently  X.diecounted  one  of  eaid  aotee  for  $10,000 
im  the  Takoaa  ^ark  Bank,  Takcaa,  0«C.,     and  another  of  eaid 
■etes  in  ths  Titls  A  Trust  Co.,  ConnellsTille.  Pa.,  and  when 
the  flret  note  dieoounted  with  the  Tskosa  ^^k  Bank  aatured 
it  was  paid,  and  thereupon  another  of  the  110,000  notes  was 
dieoounted  in  the  esvs  baak,  leaving  one  note  on  ay  hande 
wbloh  wae  nerer  dieoounted* 

It  had  always  been  uadsrstood  by  Mr.  Boiling  and 
aaoag  us  that  Mr.  BolUag  »aa  to  rwesiws  $e,890  ^roa  the  pro- 
oeede  of  ths  diaeount  of  ths  aotss,  but  fov  soas  .^saaon  ha 
bsoaas  worrisd  and  did  hot  aeoept  ths  balhaoe  of  ths  $6,380 
still  due ;  I  had  in  ths  asaatiM  adwaaoad  to  hia  ia  diff srent 
naa  approxiaately  $1,800*     Thsss  suas  wars  paid  to  Mr*  Boiling^ 
*a  nsarly  as  j  oan  rsoollaet.  «•  foil oast 
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&gr«eB0nt  «m  •ntawd  Into  whereby  we  wer^  to  reoeira  a 
ooMiation  for  our  aarrieaa  in  proourinf  tho  lattion  of  a 
cODtraot  bf  tba  Shipping  Board  to  Dovnay,   aai4  oov.lsalOB 
baing  f40«000.   the  aasa  to  ba  dividad  aaoac  ua  in  the  follow 
ing  manner:     $35,000  vaa  to  be  paid  in  one  lot  and  equallf 
divided  in  auBsof  l6j3S0  for  eacb  of  the  isur  of  «a*  Slalorc 
Boiling,  Craner  and  ayaalf ;  the  raaaining  $15,000  «aa  to  go  t» 
Cran#r.     During  the  negotiationa  Mr.  Doanay  oaaa  ta  Waahlng- 
tOD  and  «aa  introduced  to  re  by  Mr.  Cram#r.     He  ratified  tho 
agreement  whereby  $40,000  compenaation  waa  to  ba  paid,     bot 
provided  that  such  paymente  were  to  be  made  by  notea  bearing 
the  date  of  April  15,   1917,   in  aaountt  of  $10,000  Oaoh  aad 
■aturinfc  in  aix  aonthe,   nine  months,   twelve  son  the  and  fiftcaa 
■ohthe  reapecttwely;  but  Mr.   Dovney  inaisted  that  tho  oatanaibla 
eonaideration  for  these  notee  ahould  be  my  eerwlooa  in  procariac 
a  loan  of  aoney  for  him. 

In  purauanoe  of  the  general  plan,  $100»000  «ao  d»- 
Q  ^^^^  poaitsd  by  Mr*  Downey  in  the  Coitaieroial  Na.tionaX  fluik,  of  wbiak 


jfj^/^^JLC^Sf^  X  «»e  then  etill  Tiee-Preeident,  -^"^  *"-  — -» — ^.-^^^ 


<t    /fgjfx  ^  ""^f^n^'niij    iinrt  na  aerarltT  fi'>T  "w***  I'^ai  t11'1,nO'^  in  niiali 

^jg.  ^^  Hi  maain  aa  ■  ftrman-n*'    I'lnl"   \-  "t^  tn"lngi 

A^        ^fr-  iba  ti80|Q9»'^WgiriWta"boam  paaiii  >•  >Ue  uitAir 

/]^  ^  rill  nfiinratltn    "t — t  "**"ifT— *■' i      'ny  r   i 

^ £fU%o%f  on  depoelt  tl>^  f?^i^  InnnoH  by  ttif   minn-ii  liiw,   ■iiiT  Iba  tiant 

f^ /fjtjt. f  jjtr  tiltn  belli  liii  niti    ir  irliii   iif  the  nnwnay  niiinii   \  in  Pur 

M^r-  /^Ljid^  ^^^l$$$l  w»*Hfl  WFl  lW*reet  at  the  rate  of    >r 
M^jtuJiJ^^  Mr.  Dovnay  and  X  bad  a  diaoueeion  which  dewelopad 

XaA/^  into  a  oontrowaray  aa  to  tte  baaia  ^^n  which  the  $40,000  fea 
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was  being  paid*     vre  dssired  tbat  thm  ostensible  purpose 

» 

thereof  should  be  my  eerrioes  in  procuring  lor  hla  a  loan  of 

$100,000,  but  I  pointed  out  to  hla  chat  I  was  an  ofiioer  of 

as 
the  bank  and/a\ich  oould  reoelf*  no  fee  for  such  eerricee. 

I  noTor  did  agree  that  the  cosipeneation  or  aoneTe  eeeeived 

br  ae  froa  Downey  or  hie  oorporation  were  in  anj  wise  the  * 

result  of  mj  efforte  in  proourlng  a  loan  froa  mf  bank,  be- 

oaose  the  zeal  fact  is  tbat  the  baels  for  the  payment  of 

those  feee  or  ooaaleeione  repreeented  by  tbe  $40,000  notee 

was  our  ssrvioes  in  proevring  froa  the  Shipping  Board,  through 

Mf  said  oonnsotiCBs  there,  the  contract  with  Downey  or  bie  eozpo- 

ration. 

the  ooatr^ots  ware  awarded  by  the  Shipping  Board  In  due 

tiae  to  the  Doeney  Sbipbuilding  Corporation,  ae  had  been  etip- 

ulated  by  Downey,  and  thereupon  the  four  notee  whlob  were  in  ay 

poeeeeelon  ae  Ituetee  for  us  four  beosae  valid  and  negotiable, 

.  and  eubeequeatly  X  .dieoowted  one  of  eaid  notee  for  $10,000 

i»  the  Takoaa  Plurk  Bank,  Takcaa,  D.C*.     and  another  of  eaid 

B«tee  m  the  Title  A  Traet  Co.,  CoanelleTllIe.  Pa.,  and  wben 

the  firet  note  dieoounted  with  the  Takoaa  Hrk  Bank  aatured 

it  wma  paid,  and  thereupon  another  of  the  110,000  notee  waa 

dieoounted  in  the  ease  hank,  leanng  one  note  on  ay  hande 

wbioh  wae  newer  dieoounted* 

It  had  alwaya  been  understood  by  Mr.  Boiling  and 

aaong  ua  t^t  Mr.  BolUag  aas  to  reoeiee  $e,880  .f  roa  the  pro- 

oeede  of  the  disoouat  of  the  aotea.  but  for  aeae  .^eaaon  ha 

beosae  worried  and  did  aot  aeeept  the  balAaoe  of  the  $6,380 

etill  due  i  I  had  in  the  aeaatiaa  advaaoed  to  hia  la  different 

••■a  approxlaately  $1,800.     These  suae  ware  paid  to  Mr.  Bollii^^ 

as  nearly  ae  i  oan  reo«lla«t,  aa  foil oat t 
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X  paid  aifll^r  Uk  this  Kftd  oth«r  aattcr*  a  total  of  taO.SOO, 
part  ^  whicli,  hm  tba  oiai  af  $14,000,  was  in  payaont  of  hia 
Ibara  of  a  on—iaaioa  aaouAtiag  to  131,000  which  he  and  I 
tecatjMr  reooiTOd,  «a  the  baaia  of  «na-third  to  ae  and  t«o* 
thisda  to  Ma.  aa  broker's  coaaiaeioa  in  procuring  the  oala  of 
a  ataaaAip,  -»'j'«^  t  i>^«  u«i4>—  m  ^^^  ^^a  naiirm   if  the 

to  Ir.   J.  I.  Dookaadorf  of  lav  York  City,  for 


tha  0VB  of  .4700,000;  tba  boat  aaa  to  ba  deli vera d  at  Bordi 
Franoa,  for  f oraipi  aooooat,  and  I  undarataad  tba  flag  was 
traaafarrad.       I  atiU  teva  a  aota  al  Bisler  for  $5,000.  ea 
vbiob  $500.  baa  baaa  paid  oa  aooooat,  but  I  bava  aerar  aadi 
aay  attaapt  to  oollaot  tbe  raaaiaiag  $4,600  baoauaa  X  oon- 
•IdaMtt  Ikat  it  aaa  oviag  to  bia  oa  aooouat  of.  tba  Dovaay 
oa^daaitM-atill  aapaid. 

Tbia  affidavit  la  fraalj  aada  by  aa  witb  tba  daaita 
tbat  it  aball  aot  ba  uaad  for  aavapaper  publioatlon,  but  aay 
ba  aabaittad  to  tba  Bpaoial  Coaaittae  of  tba  Houaa  of  Rapra- 
aaatatiToa  beaded  by  Coacraaaaaa  Joaepb  Iklab,  and  ia  aadi 
at  tba  roQuaet  of  Alfred  W.  HoCann  repraaantiag  tba  Heir  York 
Oloba,  ttpoa  bia  etateaant  tbat  it  ia  daeired  ia  ooaaaotioa 
aitb  a  libel  avdt  brought  a^aiaat  tba  Globe  by  tba  Dowaay 
•bipbttildiag  Corporation. 


Bvara  to  aad  subaeribed  before  ae  tbia 
of  lay.  1980. 

Botary  I>iblio  D.  C. 
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The  Chairman.  Have  you  something  more,  Mr.  Kelley? 

Mr.  Keixet.  There  are  one  or  two  more  questions  1  have  just 
thought  of. 

I  think  you  testified  a  while  ago  that  some  brokerage  firm  owed 
you,  at  the  time  they  went  out  of  business,  some — what  was  that, 
$20,000? 

Mr.  Sands.  $20,000. 

Mr.  Kellet.  $20,000? 

Mr.  Sands.  Yes. 

Mr.  Kelley.  Was  that  an  incorporation  or  a  partnership  ? 

Mr.  Sands.  Partnership. 

Mr.  Kelley.  Was  Mr.  Boiling  a  member  of  the  partnership? 

Mr.  Sands.  He  had  been,  but  was  out  of  the  proposition  when  this 
debt  matured. 

Mr.  Kelley.  And  did  you  consider  that  any  part  of.  this  $20,000 
was  an  obligation  against  Mr.  Boiling? 

Mr.  Sands.  No,  sir ;  I  never  did. 

Mr.  Keli^y.  Xone  whatex^er? 

Mr.  Sands.  I  never  did ;  no,  sir. 

Mr.  Kelley.  Did  you  ever  insist  with  Mr.  Boiling  that  he  owed 
you  $4,000  on  that  transaction  ? 

Mr.  Sands.  No,  sir ;  I  don't  think  I  ever  mentioned  to  him  that  he 
owed  me  anythine:. 

Mr.  Kelley.  A\  hat  ? 

Mr.  Sands.  I  don't  think  I  ever  mentioned  that  he  owed  me  any- 
thing. 

Mr.  Kelley.  Don't  you  recall  the  conversation  in  which  you  in- 
sisted that  $4,000  of  that  old  account  should  be  charged  up  against 
this? 
'  Mr.  Sands.  No,  sir. 

Mr.  Kelley.  Xo  such  conversation  ever  took  place  ? 

Mr.  Sands.  No,  sir. 

Mr.  Kelley.  You  haven't  charged  him  up  with  this  $4,000? 

Mr.  Sands.  No  ;  I  have  not,  and  I  did  not  consider  that  he  owed 
me  anything  after  he  got  out. 

Mr.  Kelley.  He  still  has  a  credit  against  you  of  how  much? 

Mr.  Sands.  Well,  T  should  say  he  would  have  a  credit  of  about 
$4,000. 

Mr.  Kelley.  About  $4,000? 

Mr.  Sands  Yes. 

Mr.  Kelley.  About  the  amount  that  these  partners  would  owe  you 
if  each  one  paid  pro  rata? 

Mr.  Si^NDS.  Well,  that  might  be  the  fact. 

Mr.  Kelley.  It  would  be  very  close,  wouldn't  it  ? 

Mr.  Sands.  Yes;  but  I  never  considered  the  two  together,  you 
know ;  because,  I  will  tell  you,  Mr.  Boiling  had  had  a  rather  hard 
life :  he  had  a  rough  deal,  I  thought,  and  I  had  the  same  security  after 
I  let  him  out  that  I  had  before,  and  I  released  him. 

Mr.  Kelijcy.  You  released  him  voluntarily,  did  you? 

Mr.  Sands.  Yes,  sir. 

Mr.  Kelley.  He  would  have  been  holding,  legally,  under  your  se- 
curities? 

Mr.  Sands.  I  can  not  say  that  he  would,  for  this  reason 

Mr.  Kelley.  You  say  you  let  him  out? 
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Mr.  Sands.  I  had  the  note  of  his  partnership. 

Mr.  Kelley.  And  being  a  partnership,  he  was  responsible,  it  would 
be  held  against  him  ? 

Mr.  Sands.  Yes,  sir. 

Mr.  Kelley.  You  released  him  from  that  obligation,  which  would 
be  about  $4,000  ? 

Mr.  Sands.  I  think  so. 

Mr.  Kelley.  Still  vou  insist  that  you  did  not  mention  that  to  him 
on  the  division  of  this  $6,250  ? 

Mr.  Sands.  Never,  not  that  I  know ;  no,  I  never  did  mention  it. 

Mr.  KELiiEY.  And  you  didn't  put  it  down  in  your  books? 

Mr.  Sands.  No,  sir ;  I  never  mentioned  it  to  him,  because  that  was 
some  years — it  was  nearly  two  years  before,  and  we  had^-e  very  thing 
had  been  settled  between  us  before  that. 

Mr.  Kelley.  And  you  felt  that  you  had  the  same  security  against 
the  others? 

Mr.  Sands.  Yes,  sir. 

Mr.  Kelley.  And,  therefore,  could  afford  to  release  him  entirely 
from  the  obligation  under  it  ? 

Mr.  Sands."  Yes,  sir. 

Mr.  Kelley.  Referring  once  more  to  your  indictment,  what  was 
the  date  of  that  again  ? 

Mr.  Sands.  September  30, 1918. 

Mr.  Kelley.  That  is  two  years  ago  last  September  ? 

Mr.  Sands.  Yes,  sir. 

Mr.  Kelley.  The  case  has  never  been  tried? 

Mr.  Sands.  No,  sir. 

Mr.  Kelley.  That  is  all. 

The  Chairman.  The  committee  will  take  a  recess  until  2.30. 

Mr.  Sands.  Mr.  Chairman,  would  I  be  recalled? 

The  Chairman.  You  may  be  excused,  Mr.  Sands. 

(Adjourned  until  2.30  p.  m.) 

AFTER   RECESS. 

The  Chairman.  The  committee  will  resume. 

TESTIMONY  OF  ADOLPH  AMENDE. 

(The  witness  was  duly  sworn  by  the  chairman.) 

The  Chairman.  What  is  your  name? 

Mr.  Amende.  Adolph  Amende. 

The  Chairman.  What  is  your  business  or  occupation  ? 

Mr.  Amende.  Reporter  for  the  United  States  Shipping  Board. 

Tlie  Chairman.  Reporter? 

Mr.  Amende.  Yes,  sir. 

The  CiiAiRiMAN.  Stenographic  reporter  ? 

Mr.  Amende.  Yes,  sir. 

The  Chairman.  Did  you  take  a  statement  made  by  Mr.  Boiling 
and  Admiral  Benson,  stenographically,  recently  ? 

Mr.  Amende.  Yes,  sir. 

The  Chairman.  You  may  be  seated,  Mr.  Amende.  When  did  you 
take  this  statement? 
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Mr.  Amende.  On  the  afternoon  of  November  20, 1920. 

The  Chairman.  The  afternoon  of  November  20  ? 

Mr.  Amende.  Yes. 

The  Chairman.  Have  you  transcribed  that  statement? 

Mr.  Amende.  Yes. 

The  Chairman.  Will  you  refer  to  it,  please ;  and  state  whether  in 
the  statement  made  by  Mr.  Boiling  you  find  the  following  language : 
^*  Some  time  after  that  Sands  told  me  he  had  received  a  fee  for  pro- 
<;urin2  these  bending  rolls  from  Downey  and  offered  to  divide  it  with 
me.  I  think  the  fee  was  $1,000.  I  told  Sands  that  under  no  condi- 
tions would  I  accept  any  part  of  it.  Sands  then  told  me  that  as  he 
had  never  paid  me  any  profit  on  building  the  house,  I  having  waived 
same,  he  would  like  to  pay  me  what  I  thought  was  a  fair  profit  for 
the  work  which  I  had  done.  I  told  him  that  $500  I  though  would 
be  very  reasonable  if  lie  wanted  to  pay  it.  Even  then  he  did  not 
pay  all  of  it,  giving  me  $200  then  and  $300  later.  That  is  about  the 
story,  except  that  Sands  has  left  out  that  he  still  owes  $900  on  the 
original  note  on  that  house."  Do  you  find  that  language  in  the 
statement? 

Mr.  Amende.  Yes,  sir. 

The  Chahiman.  That  you  have  transcribed  ? 

Mr.  Amende.  Exactly. 

The  Chairman.  Did  you  hear  Mr.  Boiling  make  that  statement 
and  transcribe  it  as  he  was  making  it? 

Mr.  Amende.  Yes,  sir;  very  distinctly. 

The  Chairman.  Does  that  paper  contain  statements  by  other  offi- 
cials of  the  Shipping  Board  ? 

Mr.  Amende.  Yes,  sir. 

The  Chairman.  By  whom,  please,  made  by  whom  ? 

Mr.  Amende.  Made  by  Admiral  Benson,  the  chairman  of  the 
•  board  and  by  Col.  GofT,  general  counsel. 

Tlie  Chairman.  And  is  that  the  complete  stenographic  copy? 

Mr.  Amende.  Yes.  sir. 

The  Chairman.  Can  you  leave  that  with  the  committee,  Mr. 
Amende  ? 

Mr.  Amende.  Yes,  sir. 

The  Chairman.  That  is  all.    Any  questions,  Mr.  Kelley? 

Mr.  Kellet.  Xo. 

The  Chairman.  That  is  all,  Mr.  Amende. 

Mr.  Amende.  May  I  refer  to  the  last  part;  it  is  unimportant;  it 
is  just  a  few  words"  I  omitted,  which  bore  no  relation  to  the  other 
part,  in  regard  to  why  Mr.  Boiling  tore  up  an  aonymous  letter.  He 
didn't  speak  distinctly  and  I  didn't  quite  get  that. 

The  Chairman.  The  closing  paragraph  on  page  11  on  this  tran- 
script you  say  there  are  a  few  words  missing  which  you  did  not 
catch  distinctly? 

Mr.  Amende.  Yes. 

The  Chairman.  In  other  respects  it  is  an  accurate  transcript  of 
what  took  place? 

Mr.  Amende.  Yes,  sir*  and  on  page  9  there  are  a  few  words  that 
a  press  man  asked  that  I  didn't  quite  catch ;  the  second  paragraph 
on  page  9. 

The  Chairman.  The  second  paragraph  on  page  9? 
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Mr.  Amende.  Yes. 

The  Chairman.  But  as  far  as  what  appears  on  the  record,  those 
words  were  spoken? 

Mr.  Amende.  Yes,  sir;  absolutely. 

The  Chairman.  And  where  there  is  a  discrepancy  it  is  some  word 
that  you  did  not  catch? 

Mr.  Amende.  Yes,  sir. 

The  Chairman^  On  page  9  and  at  the  bottom  of  page  11. 

Mr.  Amende.  And  that  only  referred  to  the  tearing  up  of  some 
anonymous  letter  which  did  not  alt^r  anything. 

The  Chairman.  That  is  all,  Mr.  Amende;  thank  you.  You  may 
be  excused.  ' 

We  will  have  this  statement  made  by  Admiral  Benson  to  the  mem- 
bers of  the  press  November  20,  1920,  and  the  statements  made  by 
Admiral  Benson,  Col.  Goff,  M.r.  Boiling,  and  questions  asked  by 
members  of  the  press,  all  of  which  was  transcribed  by  Mr.  Amende^ 
included  in  the  record : 

[Statement  read  by  Admiral  Benson  to  the  members  of  the  press  Nov.  20,  1920.] 

WhUe  the  attitude  of  the  chairman  of  the  Shipping  Board  is  to  render  every 
possible  assistance  to  the  Walsh  investigation  committee,  and  to  do  everything- 
possible  to  aid  them  in  carrying  out  the  duties  assigned  to  the  committee,  he 
feels  that  in  view  of  the  serious  charges  that  have  been  made  against  a  respon- 
sible official  of  the  Shipping  Board,  in  order  to  reassure  the  public  mind  at  the 
earliest  possible  date,  he  should  make  a  statement  in  regard  thereto. 

Not  long  after  I  became  chairman  of  the  Shipping  Board  and  Mr.  Boiling  was 
appointed  treasurer  of  the  Shipping  Board,  Mr.  Boiling  came  to  me  and  told  me 
the  whole  story  of  the  alleged  charges  reported  to  have  been  made  by  one  Tucker 
K.  Sands,  and  the  matter  referred  to  in  the  evidence  given  before  the  Walsh 
committee. 

His  explanation  was  perfectly  satisfactory  to  the  chairman  of  the  board.  In 
addition,  after  the  same  subject  had  been  brought  to  my  attention  by  Mr.  Mc- 
Cann,  the  matter  was  discussed  with  Col.  Goff,  our  general  counsel,  and  to- 
gether we  directed  that  a  tliorough  and  complete  investigation  of  the  various 
allegations  and  charge  against  Mr.  Boiling  be  made. 

This  investigation  was  made,  and  the  following  is  a  report  rendered  by  the 
chief  of  our  division  of  investigations: 

September  23,  1920. 
From  Division  of  Investigation. 
To  Colonel  G.  D.  Goff,  general  counsel. 
Subject:  Downey  Shipbuilding  Company  Contracts. 

By  direction  of  the  chairman,  also  yourself,  to  conduct  an  investigation  con- 
cerning the  charges  made  that  Mr.  R.  W.  Boiling,  now  employed  by  the  Shipping 
Board,  had  participated  in  commissions  said  to  have  been  paid  by  the  Downey 
Shipbuilding  Company  to  Tucker  Sands,  I  have  the  honor  to  report  that  I  saw 
Mr.  Houston  Thompson,  vice  president  of  the  Federal  Trade  Commission,  and 
who  was  for  some  time,  up  to  the  latter  part  of  1919,  United  States  Assistant  At- 
torney General,  who  told  me  that  Mr.  Boiling  came  to  him  about  two  years  ago 
and  reported  that  an  unsigned  communication  had  reached  Mr.  Tumulty,  sec- 
retary to  the  President,  in  which  the  writer  charged  that  he  had  accepted  part 
of  $40,000,  which  was  paid  by  Downey  of  the  Downey  Shipbuilding  Company 
to  Tucker  Sands. 

Mr.  Boiling  requested  Mr.  Thompson  to  make  a  very  thorough  investigation 
because  of  the  fact  that  he  was  charged  with  a  serious  crime  and  If  he  was 
guilty  he  should  be  punished:  if  innocent  his  innocence  should  be  established. 
The  ietter,  it  seems,  was  either  misplaced  or  destroyed,  so  that  nothing  was  done 
at  that  time. 

Shortly  after,  however,  Mr.  Boiling  called  again  with  another  unsigned 
letter,  which  reiterates  practically  the  same  charges  which  they  believed,  was 
from  some  one  connected  with  Tucker  Sands  and  that  the  letter  emanated 
in  the  Sands's  family.  Shortly  after  that  Mr.  Boiling  told  him  that  Tucker 
Sands  had  seen  him  in  Washington  and  made  a  very  urgent  demand  that  he 
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(Boiling)  see  the  President  and  use  his  influence  with  the  President  to  have  the 
activities  of  the  Department  of  Justice  stopped  and  have  the  prosecution 
against  Sands  dropped.  Sands  at  this  time  was  under- indictment  by  a  Federal 
grand  jury  charged  with  violations  of  the  banking  acts.  On  advice  of  Mr. 
Thompson,  Mr.  Boiling  wrote  a  letter  to  Sands  telling  him  that  while  he  re- 
gretted exceedingly  that  he  had  become  involved  with  the  Government,  he 
could  not  and  would  not  approach  the  President  on  any  such  proposition. 

Mr.  Boiling  again  requested  Mr.  Thompson  to  investigate  the  matter.  Mr. 
Thompson  sent  for  Mr.  Bruce  Bielaski,  then  chief  of  the  bureau  of  investiga- 
tion. Department  of  Justice,  and  instructed  him  to  make  a  thorough  investiga- 
tion of  the  charges  against  Mr.  Boiling.  Mr.  Boiling  told  Mr.  Thompson  that 
prior  to  the  war  he  had  some  transactions  with  Tucker  Sands,  whom  he  had 
known  for  a  number  of  years,  and  with  whom  he  had  been  intimately  asso- 
ciated, but  the  transactions  aggregated  not  more  than  $300.  Mr.  Boiling  gave 
references  to  these  transactions,  produced  his  check  stubs  and  other  documents 
which,  after  investigation,  proved  to  be  transactions  outside  of  and  prior  to 
the  date  on  which  Sands  charged  that  Downey  paid  over  a  sum  of  money ^ 
part  of  which  he  charged  was  given  to  Mr.  Boiling.     * 

Mr.  Bielaski  had  expert  bank  accountants  from  the  Department  of  Justice, 
go  into  all  the  records,  trace  out  all  checks,  notes,  drafts,  etc.  that  could  pos- 
sibly have  any  bearing  on  the  case,  and  they  failed  to  find  anything  that 
corroborated  the  statements  of  Sands,  and  in  the  belief  of  Mr.  Thompson  it 
was  blackmail  engineered  by  Sands  to  force  Mr.  Boiling  to  intercede  with  the 
President  to  save  Sands  from  further  pros^ution  by  the  Department  of  Justice. 

In  view  of  the  fact  that  this  matter  has  been  investigated  by  the  Department 
of  Justice  and  nothing  found  incriminating  against  Mr.  Boiling,  I  will  consider 
this  matter  closed  so  far  as  the  division  of  Investigation  is  concerned,  unless 
otherwise  instructed. 

Fbank  Burke, 
Manager^  Division  of  Investigation. 

(Following  the  reading  of  the  chairman's  statement,  including  a  statement 
signed  by  Mr.  Frank  Burke,  manager  of  the  division  of  investigation.) 

Col.  GoFF.  Mr.  Burke,  stand  up  so  that  these  gentlemen  can  see  you.  This  is 
Mr.  Burke,  who  perhaps  is  known  to  many  of  you,  and  he  made  this  investiga- 
tion under  the  direction  of  Admiral  Benson  and  myself.  You  can  answer  any 
questions  relative  to  this  report  that  these  gentlemen  might  see  fit  to  ask  you. 

Pbess  Member.  I  should  like  to  know,  for  curiosity,  when  It  was  that  you 
made  the  report  for  Admiral  Benson.  You  stated  very  shortly  after  you  took 
office  last  March. 

Admiral  Benson.  I  said  shortly  after  I  became  chairman  of  the  board  Mr. 
Boiling  was  appointed  treasurer,  Mr.  Boiling  came  to  me  and  made  a  clean 
breast  of  the  whole  thing,  which  was  perfectly  satisfactory  to  me.  It  was  one 
in  that  charges  were  reiterated  that  Mr.  McCann  and  I  think  Mr.  Fisher,  but  I 
remember  that  Mr.  McCann  stated  that  he  had  been  to  see  the  Secretary,  and 
all  that  kind  of  thing.  In  discussing  It  again  with  the  genoral  counsel,  we 
decided,  in  order  to  be  absolutely  sure,  that  we  would  order  the  division  of  in- 
vestigation to  make  a  thorough  investigation  of  the  case,  which  it  did,  with  this 
result.  Mr.  Burke  was  directed  by  me  personally,  and  also  I  remember  dis- 
tinctly my  charge  to  Mr.  Burke  and  to  Col.  Goff  at  the  same  time,  to  make  a 
thorough  Investigation  of  every  particular  to  be  absolutely  thorough  and 
complete. 

Press  Member.  What  I  am  trying  to  establish  is  the  date. 

Admiral  Benson.  It  was  some  time  after  I  became  chairman,  as  I  have 
stated  In  this  paper,  and  Mr.  Boiling  came  to  me  soon  after  that — I  don't  know 
how  soon — it  might  have  been  a  month  or  six  weeks.  I  don't  think  it  was 
very  long  after  he  became  treasurer.  My  recollection  Is  that  It  was  soon  after 
he  was  appointed ;  and  he,  having  l)een  appointed  to  a  very  responsible  position, 
felt  it  his  duty  to  tell  me  everything  regarding  his  past  history  and  imrtlcu- 
larly  everything  that  might  come  to  me  directly  or  Indirectly  that  would  dis- 
turb my  confidence  In  his  integrity,  etc. ;  and  after  his  submission  of  the 
case  to  me  I  dismissed  the  subject  from  my  mind.  And  It  was  only  when  it 
was  called  to  me  again  with  so  much  insistence,  as  explained  by  Mr.  McCann, 
that  I  felt  It  necessary.  In  order  to  satisfy  the  public  in  case  the  matter  ever 
came  up  again  In  any  way,  that  It  should  be  thoroughly  investigated  again  by 
our  division  of  investigation ;  and  that  was  the  reason  for  my  action — not  that 
I  had  any  doubt  as  to  Mr.  Boiling's  innocence  In  the  matter. 
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Press  Member.  Somebody  made  the  statement  yesterday  that  he  came  to 
you  with  a  specific  charge  of  graft  in  the  Shipping  Board  and  that  you  did  not 
agree  with  him. 

Admiral  Benson.  Who  was  It?    I  am  not  spealclng  in  generalities. 
Press  Member.  Mr.  McOann  also  said  that  he  knew  of  this  thing. 
Admiral  Benson.  Which  thing? 

Press  Member.  (Hands  a  paper  to  the  chairman  which  the  chairman  read  to 
himself.) 

Admiral  Benson.  I  don*t  remember  that.  It  was  a  case  which  had  already 
been  settled,  and  I  was  so  impressed  with  the  fact  that  he  was  simply  repeating 
Idle  gossip  that  was  harmful  to  the  character  of  certain  people,  and  as  I  recall 
it  now,  it  was  a  case  that  had  been  thoroughly  looked  into  and  settled  by  the 
board,  that  I  felt  very  much  outraged  at  the  efforts  of  any  one  going  around 
repeating  gossip  about  cases  which  I  knew  to  be  not  true,  that  I  did  become 
very  much  irritated  and  expressed  myself  very  strongly  to  Mr.  Fisher  in  re- 
gard to  it.  What  particular  case  it  was,  I  can  not  recall.  Oases  are  brought 
up  every  day,  and  the  gply  thing  I  can  do  is  to  handle  the  cases  as  they  come 
to  me  and  dismiss  them  from  my  mind. 

Press  Member.  I  understand  that  Mr.  Boiling  is  present,  and  I  wonder  if  he 
would  be  kind  enough  to  give  us  a  statement  of  some  kind  on  this. 

Mr.  BoLLiNG.  Admiral,  I  am  present  here  to  answer  any  questions.  I  think 
that  statement  of  yours  covers  the  question  fully,  but  anything  that  the  people 
would  like  to  ask  me  I  would  be  glad  to  answer. 
Admiral  Benson.  I  think  Mr.  BolUsg  would  be  glad  to  answer  any  questions. 
Col.  GoFF.  Why  would  It  not  be  better,  Mr.  Boiling,  for  you  to  state  to  these 
gentlemen  your  story  or  whatever  you  might  possibly  have  in  mind ;  and  if  they 
want  to  ask  you  questions,  you  are  free  to  answer,  and  that  will  give  them 
somewhat  the  angle  of  your  story? 

Press  Member.  If  Mr.  Boiling  can  give  a  short  general  statement. 
Admiral  Benson.  Yes ;  I  think  It  would  be  a  good  thing  for  you  here,  in  the 
presence  of  everybody,  to  make  a  statement 

Press  Member.  Mr.  Boiling  is  quoted  in  the  Evening  Star  as  saying  that  there 
is  not  a  grain  of  truth  in  it. 

Admiral  Benson.  Really,  Mr.  Boiling,  I  think  it  would  be  a  good  thing  to  let 
them  know  everything  about  it. 

Mr.  BoLLiNG.  At  the  time  I  made  that  statement,  I  thought  the  committee 
would  be  in  session  Monday  and  that  I  would  tell  the  committee  first  and  then 
let  the  newspapers  have  it.  I  am  very  glad  to  tell  the  story — the  whole  thing. 
It  is  rather  a  long  story. 

I  have  known  Tucker  Sands  .<Jince  about  1913.  In  1916  I  built  him  a  house. 
Wlien  he  came  to  pay  for  tlie  house  he  did  not  have  the  money  and  he  gave  me 
a  note. 

Press  Member.  What  do  you  mean — that  you  built  the  house  for  him? 
Mr.  Bousing.  I  was  at  that  time  In  the  building  business.  I  built  him  a 
house  and  he  gave  me  his  note,  which  I  put  my  name  to  on  the  back  and  dis- 
counted for  .$6,000.  ]Mr.  Sands  had  always  been  my  banker,  and  I  had  had 
various  financial  transactions  with  him.  From  time  to  time  he  curtailed  that 
note.  In  the  spring  of  1918  he  still  owed  about  a  little  over  $3,000  on  that 
note.  At  that  time  Mr.  Sands  introduced  Mr,  Cranor  to  me,  asking  that  he  get 
certain  pieces  of  machinery — bending  rolls  they  were — which  the  Fleet  CJor- 
poration  were  to  furnish  the  Downey  Shipbuilding  Co.  in  connection  with  the 
construction  of  vessels,  and  which,  while  promised  to  them,  were  going  to  be 
shipped  to  some  other  shipbuilding  concern.  He  asked  me  to  see  if  I  could  help 
hiui  have  these  bending  rolls  shipped  to  Downey. 

Sometime  after  that  Sands  told  mo  that  he  had  received  a  fee  for  procuring 
these  bending  rolls  from  Downey  and  offered  to  divide  it  with  me.  I  think  the 
fee  was  .$1,000.  I  told  Sands  that  under  no  conditions  would  I  accept  any  part 
of  it.  Sands  then  told  nie  that  as/ie  had  never  paid  me  any  profit  on  building 
the  house,  I  having  waived  same,  he  would  like  to  pay  me  what  I  thought  was 
a  fair  profit  for  the  work  which  I  had  done.  I  told  him  that  $500  I  thought 
would  be  very  reasonable  If  he  wanted  to  pay  It.  Even  then  he  did  not  pay 
all  of  It,  giving  me  $200  then  and  $300  later.  That  Is  about  the  story,  except 
that  Sands  has  loft  out  that  he  still  owes  $900  on  the  original  note  on  that 
house.  I^Ir.  Sands  has  never  given  me  another  cent  of  money  except  his  cur- 
tailments on  the  note,  which  Is  now  discounted  in  a  Washington  bank,  and  the 
amount  due  is  $900,  and  I  have  his  last  letter  saying  that  he  could  not  curtail 
the  same. 
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PKE88  Membeb.  What  is  the  date  of  his  last  letter? 

Mr.  BoLLiNG.  About  two  or  three  weeks  ago.    I  get  them  monthly. 

Press  Membeb.  What  is  your  idea  of  why  he  is  making  this  charge? 

Mr.  BoLUNO.  That  is  pretty  well  covered  in  there.  At  the  time  Sands  was  in 
trouble  he  wanted  me  to  intercede  in  his  behalf.  I  liked  Sands ;  he  was  a  fine 
fellow  at  the  time — I  thought  so>  I  told  him  I  would  do  anything  I  could  for  my 
friends,  but  that  if  I  were  in  his  fix  at  the  time  I  did  not  think  the  President 
-would  interfere  with  the  processes  of  the  Department  of  Justice,  nor  did  I  think 
it  would  be  proper  for  me  to  ask  him.  Sands  practically  threatened  me  at  that 
time.  Since  then  I  have  had  various  anonymous  letters,  and  other  people  have 
had  them,  saying  that  if  the  Department  of  Justice  did  not  let  up  on  Sands  my 
name  would  be  brought  into  this ;  and  they  have  done  it. 

Press  Member.  Who  were  the  other  people? 

Mr.  Rolling.  Secretary  Tumulty  is  one.  I  think  another  one  is  Secretary 
McAdoo. 

PRES8  Member.  That  Tumulty  letter  was  mentioned  in  the  investigation  de- 
partment— the  statement  which  you  read. 

Admiral  Benson.  I  think  it  was. 

Press  Member.  How  long  ago  were  those  received? 

Mr.  Rolling.  Tlie  first  one  was  in  the  fall  of  1918,  the  first  received  by  Mr. 
Tumulty. 

Press  Member.  That  one  that  was  saying  that  you  would  be  brought  into  it? 

Mr.  Rolling.  Yes,  sir ;  the  second  one — I  have  that  letter. 

Press  Member.  Do  the  letters  look  to  be  identical? 

Mr.  Rolling.  No ;  one  was  w^ritten  on  the  typewriter,  not  signed.  The  other 
was  written  by  hand.    That  is  covered  in  the  statement  of  the  Admiral. 

Press  Member.  It  has  been  stated  that  because  of  your  connection  with  the 
President  they  centered  a  large  part  of  the  attack  on  you.  It  has  been  rumored 
quite  freely,  almost  from  the  beginning  of  this  committee,  that  because  of  your 
<?onnection  with  the  President  they  centered  the  attack  on  you. 

Mr.  Rolling.  Apparently  they  have.  It  would  seem  so.  I  think  that  the  fair 
and  .lust  thing  to  do  would  have  been  to  investigate  and  then  make  things  public. 

I'BESs  Member.  They  have  not  given  you  any  chance  to  answer  this  at  all? 

Mr.  Rolling.  Absolutely  not.  Mr.  Fisher  has  talked  to  everybody  inside  and 
■outside  of  the  board  except  me. 

Admiral  Rknson.  I  think,  Mr.  Rolling,  I  don't  make  that  charge  against  the 
committee.  I  don't  think  I  would  make  that  charge  against  the  committee — 
any  animadversion  on  the  committee.  All  tbe  public  wants  is — I  should  object 
to  any  animadversions  being  made  on  the  conmiittee. 

Mr.  Rolling.  I  did  not  mean  that. 

Admiral  Renson.  I  was  quite  sure  you  did  not.  I  wanted  to  make  that  clear. 
The  committee  is  doing  the  duties  assigned  to  it  by  the  Congress,  and  I  object 
to  any  animadversions  being  made  by  anyone  connected  wirh  the  Shipping 
Board  on  the  committee  as  a  committee  or  Individually. 

Mr.  Rolling.  The  question  was  as  asked  if  Mr.  Fisher  had  ever  come  to  me. 

He  has  not. 

Admiral  Renson.  It  is  quite  all  right  to  make  that  statement.    I  want  to 

make  that  point  clear. 

Press  Member.  Only  two  questions  have  been  asked  so  far.  In  one,  Mr. 
Boiling  was  asked  if  this  attack  was  presumeil  to  be  centered  on  him  on  ac- 
count of  his  relation  with  the  President.    He  said  he  presumed  so.    He  was 

Admiral  Renson.  Of  course,  Mr.  Rolling  as  a  private  citizen  can  do  any- 
thing he  pleases,  but  as  chairman  of  the  board  I  want  it  under-stood  that  I 
object  to  anv  official  of  the  Shipping  Board  giving  out  anything  as  an  official 
of  the  Shipping  Board  that  would  in  any  way  animadvert  on  the  committee  as 
a  whole  or  individually. 

Press  Member.  Just  one  more  question.  Mr.  Boiling  said  that  this  was  a 
S6,000  house,  and  this  fellow  ow§d  him 

Mr.  Bolling.  No  ;  it  was  about  $15,000.    He  paid  $9,000  and  gave  me  a  note 

for  $6,000.  ^^^        ^  ^      ^      ^  , 

Press  Member,  And  then  he  owed  you  $3,000  in  1918,  and  he  offered  to  pay 
you  $500  and  you  stlU  say  he  owes  you  $900?    I  don't  see. 

Mr.  Bolling.  When  I  finished  that  house,  he  made  so  many  changes  In  It. 
The  house  would  run  more  than  Sands  thought  it  would  cost  before,  on  ac- 
count of  the  changes  they  had  made  during  the  progress  of  construction.  There 
was  another  man  in  business  with  me  at  the  time.    I  had  nothing  to  do  with 
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him,  but  Sands  had  been  kind  to  me  in  many  ways,  so  I  waived  the  commission 
as  a  profit,  and  took  his  note  for  absolutely  what  the  house  cost  me.  He  said 
that  he  never  intended  to  take  the  commission  from  me,  allowing  me  to  rebate 
It  to  him,  but  he  did  it  because  his  wife  was  exercised  because  it  had  cost  so 
much. 

Pbess  Membeb.  I  don't  see  if  he  owed  you  $3,000  and  paid  you  $500,  the 
balance  still  remaining  was  $900. 

Mr.  BoLLiNG.  I  meant  that  the  $500  was  paid  outside  of  that  note  entirely^ 
but  he  kept  up  his  payments  on  the  note  from  time  to  time. 

Press  Member.  He  curtailed  down  to  $900. 

Mr.  BoLLiNG.  Yes ;  he  has  it  to  $900  now.    His  note  is  in  a  Washington  bank. 

Press  Member.  This  man  Cranor  who  is  in 

Mr.  BoLLiNG.  I  could  not  tell  you  a  thing  about  it  Mr.  Sands  used  to  send  a 
great  many  people  to  me.  I  remember  once  one  fellow  in  Pittsburgh,  a  national 
bank  man,  wanted  an  airplane  to  exhibit  on  a  Liberty  loan.  Sands  sent  him 
here  to  inquire.  I  don't  care  what  Sands  wanted,  he  would  call  on  me  to  help 
him  out.  I  don't  know  Mr.  Cranor  or  his  connections  with  the  Downey  Ship- 
building CJompany  or  anything  about  him,  except  that  I  tfeke  it  he  was  repre- 
senting the  company. 

Press  Member.  Did  you  ever  hear  of  this  $40,000? 

Mr.  Rolling.  No — I  have  of  course  heard  of  it  in  the  last  two  years — yea 

Press  Member.  Is  the  vice  president  of  this  bank  lending  the  money  on  the 
note? 

Mr.  BoLLiNo.  I  always  have  done  all  my  business  with  that  bank. 

Press  Member.  Did  you  ever  hear  anything  about  Lester  Sisler  being  mixed 
up  in  it? 

Mr.  BoLLiNG.  Yes,  sir ;  that  is  mentioned  in  the  first  letter,  and  I  think  it  la 
in  the  one  I  have  now. 

Press  Member,  These  letters  sent  to  Mr.  McAdoo  and  Mr.  Tumulty,  were 
directed  to  bring  you  into  the  matter? 

Mr.  BoLLiNo.  Very  evidently. 

Press  Member.  Did  they  get  more  than  one  letter? 

Mr.  BoLLiNG.  No ;  they  only  got  one  each. 

Press  Member.  You  have  never  been  able  to  trace  them? 

Mr.  BoLLiNG.  I  never  tried.  I  turned  one  over  to  the  Department  of  Justice. 
The  other  one,  I  saw  Mr.  Tumulty  on  it.  I  said,  "  What  would  you  do?"  I  tore 
it  up  and  did  not  take  it  to  the  Department  of  Justice.  They  said  that  they 
could  have  traced  it  even  if  it  was  written  on  the  typewriter.  He  was  an  old, 
gray -headed  man,  but  they  could  not  catch  h'm  at  the  time. 

Admiral  Benson.  Are  there  any  other  points  you  would  like  to  bring  out? 

Press  Member.  Not  for  me. 

Admiral  Benson.  I  want  to  reiterate  my  position.  I  want  it  distinctly  under- 
stood. We  are  doing  all  this,  and  it  is  not  with  any  idea  of  in  any  way  criticizing 
or  animadverting  on  the  committee.     You  all  understand  that,  do  you? 

Press  Member.  Yes. 

Press  Member.  Has  Mr.  Boiling  been  subpoenaed  to  appear  in  New  York  yet? 

Admiral  Benson.  Have  you,  Mr.  Boiling? 

TESTIMONY  OF  ME.  BENJAMIN  FEANKLIN  FTTLLEE. 

(Witness  duly  sworn  by  chairman.) 
The  Chairman.  What  is  your  name,  Mr.  Fuller? 
Mr.  FuLi^R.  Benjamin  Franklin  Fuller. 
The  Chairman.  What  is  your  occupation  ? 
Mr.  Fuller.  I  am  a  salesman  of  food  products. 
The  Chairman.  By  whom  are  you  employed? 
Mr.  Fuller.  I  am  with  Nestles  Food  Co.  now. 
The  Chairman.  Nestles  Food  Co.  ? 
Mr.  Fuller*  Yes. 

The  Chairman.  Have  you  at  any  time  been  employed  by  the  De- 
partment of  Justice? 
Mr.  Fuller.  Yes,  sir. 
The  Chairman.  When  ? 
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'  Mr.  FumiR.  This  summer  and  the  fall. 


The  Chairman.  Are  you  now  in  their  emploj  ? 

Mr.  Fuller.  No;  I  am  under  sort  of  waiting  orders,  they  call  on 
me  every  once  in  a  while  to  come  in  and  straighten  out  something. 

The  Chairman.  Are  you  an  attorney? 

Mr.  Fuller.  No,  sir. 

The  Chairman.  Are  you  performing  legal  work  for  them? 

Mr.  Fuller.  No,  sir. 

The  Chairman.  What  is  the  character  of  the  work  you  are  per- 
forming for  them  ? 

Mr.  Fuller.  Well,  I  was  advising — ^have  been  advising  with  them 
in  the  procuring  of  subpoenas  and  the  forming  of.  those  m  respect  to 
subpoenas  duces  tecum  in  connection  with  packer  transactions,  the 
Armours 

The  Chairman.  Oh,  the  packers? 

Mr.  Fuller.  Yes,  sir;  the  packers. 

The  Chairman.  You  have  been  employed  by  the  Shipping  Board? 

Mr.  Fuller.  No,  sir. 

The  Chairman.  Have  you  ever  been  employed  by  any  of  the 
jpackers  ? 

Mr.  Fuller.  Yes,  sir. 

The  Chairman.  Which  one? 

Mr.  Fuller.  I  was  with  Armour  &  Co.  for  about  11^  years  and  I 
was  with  Wilson  &  Co.  about  8  months. 

The  Chairman.  Have  you  been  indicted  for  any  alleged  offense? 

Mr.  Fuller.  Yes,  sir ;  and  I  think,  Mr.  Chairman,  if  you  will  allow 
me  here,  in  fairness  to  the  committee  and  myself,  I  would  like  to 
make  a  personal  statement  also,  because  last  Saturday  there  wa^ — 
Mr.  Fisher  made  a  statement  here  about  a  convict,  and  Mr.  Meehan, 
apparently  right  from  this  hearing,  went  out  and  put  it  in  the  paper, 
that  this  investigation  was  instigated  by  a  convict;  and  I  am  per- 
fectly satisfied  in  my  own  mind  that  I  am  the  one  referred  to,  and  I 
think,  in  justice  to  you  and  myself,  that  I  should  like  to  be  granted 
the  privilege  of  making  a  statement  in  connection  with  that  situa- 
tion. 

The  Chairman.  What  we  want  to  know  is  what  you  were  indicted 
for,  if  you  were  tried,  and  if  the  case  was  finally  disposed  of  and 
who  handled  it  ? 

Mr.  Fuller.  Why,  I  was  indicted  on  the  19th  day  of  October,  1918, 
and  tried  within  the  next  two  months  on  ji  charge  of  forgery  and 
uttering.  The  forgery  charge  was  wiped  out  by  the  order  of  the 
court  and  was  not  presented  to  the  jury,  and  my  attorney  took  the 
legal  position,  which  I  had  verifiea  to  me  many  times  since  was 
correct,  that  when  they  had  no  evidence  to  prove  me  guilty  of  a 
forgery  they  had  to  prove  guilty  knowledge  of  the  forged  docu- 
ments in  order  to  convict  me  of  uttering.  My  attorney  took  that 
position  that  in  view  of  the  weakness  of  the  Government's  case  it 
was  not  necessary  for  us  to  put  in  any  testimony  before  the.  court,  and 
that  was  the  condition  which  he  followed.  I  protested  strongly  be- 
cause I  wanted  to  go  on,  but  he  said  that  that  was  foolish. 

The  Chairman.  Never  mind  what  he  said  and  what  you  said. 

Mr.  Fuller.  He  didn't  let  me  go  on  and  I  was  tried  and  con- 
victed.   We  made  a  motion  for  a  new  trial  at  once,  and  six  months 
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and  seven  days  after  that  motion  was  filed  the  court  decided  against 
me  and  sentenced  me  to  four  years  in  jail.  That^  case  is  now  on 
appeal. 

The  Chairman.  Still  pending?  * 

Mr.  Fuller.  Yes,  sir. 

The  Chairman.  By  whom  was  this  indictment  found  and  by 
whom  was  the  case  tried  ? 

Mr.  Fuller.  It  was  found  by  a  grand  jury  in  the  District  of  Co- 
lumbia.   We  have  never  inspected  the  minutes  to  see 

The  Chairman.  Well,  it  was  the  United  States  court? 

Mr.  Fuller.  Oh,  yes ;  Federal  court. 

The  Chairman.  Who  prosecuted  it,  the  United  States  attorney  ? 

Mr.  Fuller.  Yes,  sir ;  James  V.  Archer. 

The  Chairman.  And  you,  since  then,  have  been  employed  by  the 
Department  of  Justice? 

Mr.  Fuller.  Yes,  sir. 

The  Chairman.  The  United  States  attorney? 

Mr.  Fuller.  Yes,  sir;  sent  for  me  and  requested  me  to  work  for 
them. 

The  Chairman.  Now,  have  you  ever  been  present  at  any  confer- 
ence or  meeting  between  Mr.  B.  W.  Boiling  and  Mr.  Tucker  K. 
Sands  or  of  Mr.  Lester  Sisler  and  Mr.  Tucker  K.  Sands  or  Mr.  John 
Cranor  and  either  or  all  of  those  gentlemen  ? 

Mr.  Fuller.  Well,  I  have  been  in  Mr.  Sands'  room  any  num- 
ber of  times  when — and  have  met  all  of  these  gentlemen  there  with 
the  exception  of  Mr.  Sisler. 

The  Chairman.  Never  met  Mr.  Sisler  in  Mr.  Sands'  room? 

Mr.  Fuller.  No  ;  I  don't  recall  meeting  Mr.  Sisler. 

The  Chairman.  Have  you  ever  met  him  anywhere  else? 

Mr.  Fuller.  Why,  no;!  don't  think  i  have  an  acquaintance  with 
him.  I  was  told  the  other  night  that  he  was  a  school  mate  of  mine 
back  years  ago,  but  I  do  not  recall  it,  and  I  never  had  any  transac- 
tions of  any  kind  with  him. 

The  Chairman.  Well,  now,  did  you  ever  hear  of  any  conversa- 
tion between  Mr.  E.  W.  Boiling  and  Mr.  Sands  relative  to  contracts 
between  the  Shipping  Board  and  Providence  Engineering  Co.  or  the 
Downey  Shipbuilding  Corporation  ? 

Mr.  Fuller.  I  happened — my  first  knowfedge  of  this  situation 
was  in  the  late  spring  or  early  summer  of  1918,  and  Mr.  Sands  and 
I  were  very  close  friends  and  business  associates,  and  he  stated  to  me 
that  I  could  make  some  money  by  buying  some  very  good  notes  that 
he  had.  He  showed  me  what  the  notes  were  and  he  said  that  he 
could  use  the  money  if  he  would  be  able  to  get  cash  for  them ;  and 
I  told  him,  "  Well,  that  was  a  lot  of  money."  He  offered  to  sell  me 
four  $10,000  notes  for  $35,000,  and  I  finally  traded  with  him  a  little 
bit,  until  I  got  the  price  down  to  $25,000,  and  then  I  was  thinking 
seriously  of  trying  to  get  them  but  I  wanted  to  sleep  over  it,  and  I 
went  home  and  gave  it  some  consideration. 

The  Chairman.  Was  Mr.  Boiling  there? 

Mr.  Fuller.  Ko,  sir;  I  will  get  up  to  Mr.  Boiling  in  a  minute, 
Mr.  Walsh.  And  I  went — the  next  morning  I  used  my  own  office  to 
get  mercantile  reports  on  the  Downey  Shipbuilding  Corporation, 
and  they  did  not  impress  me  favorably,  and  I  told  Mr.  Sands  I  was 
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not  interested.  I  never  heard  any  more  about  them  after  that — I 
saw  the  notes  that  night — until  I  happened  to  run  in  to  see  Mr. 
Sands  one  evening  when  he  was  in  his  apartment — and  he  used  it  as 
an  oflSce,  too,  practically,  because  we  all  used  to  hang  around  there — 
and  Mr.  Boiling  was  there  just  getting  ready  to  come  out,  and  Mr, 
Sands  handed  him  a  check ;  I  think  the  amount  was  either  $600  or 
$800 ;  and  I  said  to  Mr.  Boiling :  "  Pretty  soft  for  you !  "  "  No,"  he 
said,  "  it  is  pretty  tough."  I  said  "  I  am  sorry  to  hear  that,  because  I 
am  going  to  make  a  big  ripple  in  a  minute."  I  meant  by  that  that  I 
was  going  to  attempt  to  get  considerable  money  from  Mr.  Sands  that 
night.  Mr.  Boiling  ffot  up  then,  and  he  said  "  (3ood  night,"  and  went 
out;  and  I  said  to  Mr.  Sands,  "What  was  that?"  He  says,  "Oh," 
be  says,  "  he  got  a  little  money  on  one  of  the  Downey  notes  to-day, 
and  he  says  '  these  fellows  know  about  it  before  I  do,'  and  he  was  in 
here  to  get  some  of  it." 

The  Chairman.  He  didn't  say  that  in  Mr.  Boiling's  presence, 
did  he? 

Mr.  Fuller.  Xo,  sir. 

The  Chairman.  Did  you  see  the  check? 

Mr.  Fuller.  I  saw  a  check  passed ;  yes,  sir. 

The  Chairman.  What  bank  was  it  on  ? 

Mr.  Fuller.  I  am  not  qualified  to  answer  that. 

The  Chairman.  Was  that  all  that  was  said  about  that  transaction 
at  the  time? 

Mr.  Fuller.  That  was  all — ^Mr.  Sands  and  I  discussed  it  a  little 
bit. 

The  Chairman.  Did  he  tell  you  it  was  on  account  of  the  Downey 
Shipbuilding  contract? 

Mr.  Fuller.  He  had  told  me  about  that  before. 

The  Chairman.  What  was  there  about  Mr.  Sands'  business  that  so 
many  people  were  using  his  apartment  in  the  Willard  as  an  office 
or  a  place  of  assembly  ? 

Mr.  Fuller.  Well,  in  my  own  case,  I  was  one  of  the  originators 
and  formed  the  company  that  purchased  the  property  and  built  the 
Hotel  Washington.  And  I  was  also  interested  with  Mr.  Sands  in 
building  the  Bowen  Anchor  Works  at  Morton,  Pa.,  which  had  a 
supposed  contract  with  the  Shipping  Board. 

I  was  with  Mr.  Sands  on  several  other  matters.  Mr.  Sands  ap- 
parently valued  my  opinion  on  a  good  many  things,  and  would  call 
me  in ;  for  instance,  there  was  a  restaurant  company  there  that  got  in 
bad  and  had  a  good  many  creditors,  and  I  had  had  some  experience 
in  restaurant  business,  as  I  conducted  the  Hotel  Supply  Co.  for 
Armour  &  Co.,  and  he  called  me  in  along  with  another  young  man 
who  had  a  good  bit  of  that  experience,  and  we  worked  that  propo- 
sition out,  too.  together.  Mr.  Sands  was  what  I  termed  and  felt  and 
still  feel,  a  splendid  man  for  a  young  man  to  hook  up  with.  He  had 
a  great  deal  of  bank  knowledge  which  I  did  not  possess  and  I  needed 
in  working  this  big  two  and  a  quarter  million  dollar  hotel  proposition. 
I  knew  that  we  had  to  get  the  advice  of  a  financier.  • 

The  Chairman.  That  was  in  the  summer  of  1918? 

Mr.  Fuller.  Yes,  sir. 

The  Chairman.  Is  that  the  only  time  you  ever  saw  Mr.  R.  W. 
Boiling  in  Mr.  Sands's  room? 
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Mr.  Fuller.  No,  no ;  I  had  seen  Mr.  Boiling  with  Mr.  Sands  off  and 
on  for  years. 

The  Chairman.  How  many  times  before  that  had  you  ever  seen 
him  in  Mr.  Sands's  room  at  the  Willard? 

Mr.  Fuller.  Oh,  I  would  not  like  to  say  the  number  of  times,  Mr. 
Chairman,  but  at  least  a  half  a  dozen. 

The  Chairman.  Were  you  ever  there  when  they  were  talking  about 
anything? 

Mr.  Duller.  I  never  heard  Mr.  Sands  and  Mr.  Boiling  discuss 
that  at  any  other  tune. 

The  Chairman.  Did  you  ever  hear  him  discuss  anything  at  any 
other  time  ? 

Mr.  Fuller:  Why,  I  have  heard  them  in  discussions;  yes,  sir.  But 
they  were  things  I  was  not  interested  in,  and  I  paid  very  little  atten- 
tion in  that.  . 

The  Chairman.  You  were  not  interested  in  the  payment  of  his 
check,  were  you? 

Mr.  Fuller.  Only  in  so  far  as  it — I  was  interested  in  getting  some 
money  myself,  and  when  Mr.  Boiling  said  it  was  going  to  be  tough, 
why,  I 

The  Chairman.  You  were  going  to  get  money  for  what? 

Mr.  Fuller.  I  don't  know  just — I  think  that  night  I  was  going  to 
get  Mr.  Sands  to  discount  a  note  for  the  Anchor  Co. 

The  Chairman.  Were  you  interested  in  the  Anchor  Co.  ? 

Mr.  Fuller.  Yes,  sir 

The  Chairman.  In  the  summer  of  1918  ? 

Mr.  Fuller.  Yes,  sir. 

The  Chairman.  Now,  did  you  ever  hear  Mr.  Boiling  and  Mr. 
Sands  discuss  Mr.  Sisler,  the  Secretary  of  the  Shipping  Board,  or 
his  connection  with  an  attempt  to  get  a  contract  ? 

Mr.  Fuller.  No,  sir. 

The  Chairman.  Did  you  ever  see  Mr.  Downey  in  Mr.  Sands's 
room? 

Mr.  Fuller.  No,  sir. 

The  Chairman.  You  know  Mr.  John  Cranor? 

Mr.  Fuller.  Yes,  sir. 

The  Chairman.  Did  you  ever  see  him  there? 

Mr.  Fuller.  Yes,  sir. 

The  Chairman.  Did  you  ever  hear  him  and  Mr.  Sands  discuss 
making  of  a  contract  with  Mr.  Downey  ? 

Mr.  Fuller.  Yes. 

The  Chairman.  You  did? 

Mr.  Fuller.  Yes. 

The  Chairman.  How  many  times  ? 

Mr.  Fuller.  Oh,  I  don't  Know,  Mr.  Cranor  lived  in  the  Willard, 
too,  and  he  was  in  and  out  of  there  all  the  time. 

The  Chairman.  What  did  you  hear  Mr.  Cranor  and  Mr.  Sands 
sav  about  a  contract  with  the  Downey  Co.  ? 

Mr.  FuBLER.  Well,  just — just  in  generalities  that — I  am  convinced 
that  they  were  interested  in  some  other  projects  because  Mr.  Cranor 
was — seemed  to  me  always  on  Mr.  Sands's  back,  and  it  was  diflScult 
for  any  of  us  other  fellows  that  had  legitimate  business  with  him 
or  transactions  with  him  to  get  much  of  his  time.    I  heard  Mr. 
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Cranor  tell  him  one  day — I  think  Mr.  Sands  was  a  little  bit  annoyed 
about  the  note,  and  I  heard  Mr.  Cranor  tell  him  "  They  are  as  good 
as  ffold,  they  are  all  right." 

The 'Chairman.  Did  you  ever  hear  any  discussion  between  Mr. 
Sands  and  anybody  else  in  his  room  at  the  Willard,  or  anywhere 
«lse  with  reference  to  a  payment  by  the  Downey  Corporation  for 
the  Providence  Engineering  Corporation  for  procuring  credit  at 
the  banks  or  a  loan  ? 

Mr.  Fuller.  No,  sir. 

The  Chairman.  Never  heard  that  ? 

Mr.  Fuller.  No,  sir. 

The  Chairman.  Did  you  ever  hear  any  discussion  either  between 
Mr.  Boiling  and  Mr.  Sands  with  reference  to  the  procurement  of 
some  bending  plates  ? 

Mr.  Fuller.  No,  sir. 

The  Chairman.  On  machinery  ? 

Mr.  Fuller.  No,  sir. 

The  Chairman.  For  the  Downey  concern? 

Mr.  Fuller.  No,  sir. 

The  Chairman.  Do  you  recall  any  other  talk  that  you  heard  Mr. 
Sands  have  with  anybodv  else  with  reference  to  the  Downey  con- 
tract or  the  Providence  Engineering  contract? 

Mr.  Fuller.  No,  sir. 

The  Chairman.  Did  you  ever  have  any  other  talk  with  Mr.  Sands 
or  with  Mr.  Boiling  with  reference  to  this  transaction  when  the 
check  was  passed? 

Mr.  Fuller.  Only  as  I  outlined  to  you. 

The  Chairman.  Now,  has  anybody  from  the  Department  of  Jus- 
tice or  Treasury  Department  or  Federal  Trade  Commission  or  Ship- 
ping Board  or  this  committee,  outside  of  Mr.  Fisher,  been  to  see  you 
with  reference  to  your  knowledge  concerning  the  alleged  transactions 
between  Mr.  Sands  and  Mr.  Boiling? 

Mr.  Fio^LER.  No,  nobody ;  the  only  one  outside  of  those  you  named 
was  Mr.  McCann. 

The  Chair3ian.  Mr.  McCann? 

Mr.  Fuller.  Yes,  sir. 

The  Chairman.  Of  the  New  York  Globe  ? 

Mr.  Fuller.  New  York  Globe. 

The  Chairman.  When  did  he  first  see  you,  Mr.  Fuller  ? 

Mr.  Fuller.  It  was,  I  think,  some  time  in  April  or  May,  I  am  not 
just  certain. 

The  Chairman.  This  year? 

Mr.  Fuller.  Yes,  sir;  there  was  a  big  advertisement  came  out  in 
the  morning  paper  over  the  signature  of  the  Downey  Shipbuilding 
Corporation  whereby  they  were  going  to  sue  the  Globe  for  $500,000 
or  a  $1,000,000.  I  debated  in  my  own  mind  what  to  do,  and  I  finally 
thought  that  the  decent  thing  to  do  would  be  to  go  down  to  the 
Globe  and  tell  them  I  thought  this  was  considerable  bluff,  and  that 
they  should  not  have  much  to  worry  about ;  that  I  was  familiar  with 
some  transactions  of  Downey's,  and  I  told  that  story  to  Mr.  McCann. 

The  Chairman.  Told  what  story? 

Mr.  Fuller.  The  story  that  has  been  outlined  here,  as  far  as  my 
connection  with  it  is  concerned. 
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The  Chairman.  Told  him  the  story  of  the  passing  the  check? 

Mr.  Fuller.  Yes,  sir ;  and  that  there  were  tour  notes  in  existence. 

The  Chairman.  And  did  Mr.  McCann  know  anything  about  that 
before  you  told  him? 

Mr.  Fuller.  I  want  to  qualify  that  remark  by  saying  that  I  told 
Mr.  McCann  that  it  was  not  to  be  used  for  publicity  purposes  in  the 
form  of  a  newspaper  story. 

The  Chairman.  Did  he  know  anything  about  it  before  you  told 
him? 

Mr.  Fuller.  He  had  some  facts. 

The  Chairman.  Now,  what  prompted  you  to  tell  Mr.  McCann 
that? 

Mr.  Fuller.  Well,  Mr.  Chairman,  as  I  say,  I  debated  in  my  own 
mind  whether  it  was  good  policy  to  do  so  or  not,  and  I  finally  made 
up  my  mind  that  it  was  right  and  decent  that  I  should.  This  news- 
paper at  that  time  was  engaged  in  what  apparently  proved  to  be 
a  great  work;  they  were  trying  to  stir  up  public  opinion  in  regard 
to  some  of  the  terrible  messes  that  had  been  allowed  to  go  on  as  an 
outcome  of  the  war,  and  to  be  sued  that  way,  I  thought  was  a  little 
unjust,  and  I  figured  that  I  had  been  treated  most  unjustly  myself, 
and  if  by  any  information  I  had  would  save  some  others  from  going 
through  what  they  had  attempted  to  put  me  through,  I  was  perfectly 
willing  to  do  it. 

The  Chairman.  Well,  now,  this  liability  suit  against  the  Globe, 
did  it  involve  their  printing  this  very  story,  or  was  it  something 
else? 

3Ir.  Fuller.  Oh,  no;  they  printed  a  story  relative  to  the  pre- 
payment of,  I  think,  $2,500j000. 

The  Chairman.  To  the  Downey  Co.  ? 

Mr.  Fuller.  Yes,  to  the  Downey  Co.  by  the  Shipping  Board. 

The  Chairman.  Did  you  have  any  knowledge  as  to  that  ? 

Mr.  Fuller.  Well,  I  have  heard  Mr.  Cranor  and  Mr.  Sands  dis- 
cussing that  situation,  not  with  respect  to  the  amounts,  but  I  heard 
them  talking  in  a  general  way  relative  to  the  finances  of  the  Downey 
Co. 

The  Chairman.  Was  the  motive  which  prompted  you  to  inform 
Mr.  McCann  about  this  transaction  not  to  see  this  newspaper  treated 
unjustly? 

Mr.  Fuller.  That  is  right,  sir. 

The  Chairman.  No  other  reason  ? 

Mr.  Fuller.  None  whatever. 

The  Chairman.  Have  you  ever  had  any  difficulty  with  the  Downey 
Shipbuilding  Corporation  ? 

Mr.  Fuller.  None  wnatever. 

The  Chairman.  Did  you  make  any  further  investigation  or  in- 
quire yourself  as  to  the  passing  of  this  check  from  Sands  to  Boiling? 

Mr.  Fuller.  No,  sir. 

The  Chairman.  Or  into  the  existence  or  payment  of  the  notes? 

Mr.  Fuller.  No,  sir.  Mr.  Sands  told  me  that  the  matter  had  been 
closed  up,  and  he  had  accepted  $25,000  and  called  it  square. 

The  (jHAiRMAN.  When  did  he  tell  you  that  ? 

Mr.  Fuller.  Oh,  that  was — well,  I  do  not  know;  that  was  some 
time  probably  in  the  late  fall  of  1918,  or  maybe — I  do  not  know. 
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maybe  1919;  I  am  not  just  certain  as  to  that,  but  Mr.  Sands  told 
me  that. 

The  Chairman.  Do  you  know  from  anjrthing  Mr.  Sands  told  you 
or  from  anything  you  have  heard  either  him  or  Mr.  Boiling  say, 
what  Mr.  Sands  did  toward  procuring  a  contract  for  the  Downey  Co. 
with  the  Shipping  Board? 

Mr.  FuMiER.  No,  sir;  I  never  heard  that  discussed. 

The  Chairman.  Did  you  ask  Mr.  Sands,  when  he  told  you  of  your 
opportunity  to  make  some  money  on  these  notes,  how  he  happened 
to  have  them  ? 

Mr.  Fuller.  Yes,  sir. 

The  Chairman.  What  did  he  say? 

Mr.  Fuller.  Well,  he  told  me  that  he  had  done  some  work  for 
Downey  and  he  had  been  paid  in  notes,  which  was  a  great  surprise  to 
him,  as  he  expected  the  cash,  and  he  told  me  it  was  to  be  cut  up  four 
ways  between  himself,  Cranor,  and  Boiling,  and  Sisler. 

The  Chairman.  He  told  you  that  ? 

Mr.  Fuller.  Yes,  sir. 

The  Chairman.  What  work  did  he  tell  you  that  he  had  done  ? 

Mr.  Fuller.  Well,  I  did  not  discuss  that  with  him. 

The  Chairman.  Do  you  know  whether  it  was  with  relation  to  pro- 
curing a  contract  or  procuring  credit,  or  a  loan? 

Mr.  FuLi^R.  I  do  not  know ;  I  would  not  want  to  say  that. 

The  Chairman.  He  just  said  he  had  done  some  work  for  Downey? 

Mr.  Fuller.  That  he  had  just  done  some  work  for  Downey,  and 
this  was  the  fee. 

The  Chairman.  Have  yon  ever  met  Mr.  Downey  ? 

Mr.  Fuller.  No,  sir. 

The  Chairman.  I  think  you  never  saw  him  there  at  Mr.  Sands' 
office? 

Mr.  Fuller.  I  never  did,  to  the  best  of  my  recollection. 

Mr.  Kelley.  What  time  of  day  was  it  when  this  check  was  passed? 

Mr.  Fuller.  Why,  it  was  probably  8.30  or  9  o'clock. 

Mr.  Kelley.  In  the  morning? 

Mr.  Fuller.  In  the  evening. 

Mr.  Kelley.  At  the  Willard  Hotel  ? 

Mr.  Fuller.  Yes,  sir. 

Mr.  Kelley.  What  was  the  number  of  the  room  ? 

Mr.  Fuller.  I  could  not  tell  you  that ;  it  went  in  off  the  F  Street 
entrance,  and  walked  up  a  little  flight,  and  there  was  an  alcove,  and 
a  couple  of  rooms,  and  Mr.  Sands  had  a  couple  of  rooms ;  Mr.  Sands 

had  that. 

Mr.  Kelley.  How  do  you  know  whether  it  was  for  $400  or  $600  or 

$800? 

Mr.  Fuller,  I  remember  there  was  an  amount  stated  there,  and  I 
told  them  it  was  chicken  feed ;  that  I  was  going  to  make  a  big  riffle. 

Mr.  Kelley.  And  not  for 

Mr.  Fuller  (interposing).  Six  or  eight — the  expression  was  either 
six  or  eight  hundred  dollars ;  the  amount  was  stated  there. 

Mr.  Kelley.  Stated  where? 

Mr.  Fuller.  Eight  in  the  room ;  Mr.  Sands  either  said  it  or  Mr. 
Boiling  said  it. 


^ 


2724  SHIPPING  BOARD  OPERATIONS. 

Mr.  Kelley.  You  did  not  see  it  written  in  tiie  check? 

Mr.  Fuller.  No,  sir;  I  did  not. 

Mr.  Keixey.  AVhat  did  he  mean  by  "it  was  just  chicken  feed"  ? 

Mr.  Fuller.  He  did  not  mean  it  at  all — I  said  that,  Mr.  Kelley. 
I  think  I  had  a  note  for  either  $5,000  or  $10,000  that  I  wanted  to 
have  discounted  next  day,  and  I  spoke  of  it  as  "chicken  feed"  just 
in  a  jocular  manner. 

Mr.  Kelley.  You  were  dealing  with  Mr.  Sands  as  a  banker? 

Mr.  FuLiuER.  Yes,  sir ;  but  I  used  to  go  over  and  take  those  matters 
up  with  him  the  night  before,  because  his  committee  would  have  to 
sit  and  pass  on  the  things,  of  those  amounts,  and  he  was  always  so 
busy — they  were  in  very  cramped  quarters,  and  Mr.  Sands  was  the 
active  officer ;  it  was  difficult  to  get  to  him  in  the  daytime. 

Mr.  Kelley.  There  was  not  anything  said  by  Mr.  Boiling,  or  by 
Mr.  Sands  in  Mr.  Boiling's  presence,  to  indicate  what  this  mone/ 
was  for? 

Mr.  Fuller.  This  check? 

Mr.  Kelley.  Yes. 

Mr.  Fuller.  No,  sir ;  not  in  his  presence. 

Mr.  Kelley.  And  Mr.  Boiling  never  indicated  to  you  ? 

Mr.  Fuller.  No,  sir ;  we  did  not  discuss  that  at  all. 

Mr.  Kelley.  What  it  was  for? 

Mr.  Fuller.  No,  sir. 

Mr.  Kelley.  Are  you  well  acquainted  with  Mr.  Boiling  ? 

Mr.  Fuller.  I  know  him  fairly  well,  sir. 

Mr.  Kelley.  Did  you  ever  have  any  business  transactions  -with 
him? 

Mr.  Fuller.  Yes,  sir. 

Mr.  Kelley.  Before  this  time  or  since  ? 

Mr.  Fuller.  Yes,  sir;  I  had  some. 

Mr.  Kelley.  I  say,  before  this  time  or  since  ? 

Mr.  Fuller.  Before. 

Mr.  Kelley.  Before  this  time  ? 

Mr.  Fuller.  Yes,  sir. 

Mr.  Kelley.  Since,  too  ? 

Mr.  Fuller.  I  do  not  think  I  have  had  anything  to  do  with  him 
since;  in  fact,  I  came  away  from  Washington  in  March  of  1919. 

Mr.  Kelij:y.  Would  you  not  think  it  was  rather  strange  that  an 
experienced  banker  would  tell  another  customer  that  he  had  bribed 
a  Government  official  ? 

Mr.  FuLi>ER.  He  did  not  tell  me  that  he  had  "  bribed  a  Government 
official." 

Mr.  Kelley.  Was  not  that  what  you  understood  from  the  conver- 
sation, that  he  was  getting  his  part  of  this  fee  ? 

Mr.  FuLT^R.  I  tell  you,  Mr.  Kelley,  there  was  so  much  of  that  kind 
of  stuff  going  on  in  Washington  of  which  I  was  well  aware  myself, 
that  I  paid  little  attention  to  it. 

Mr.  Kelley.  You  mean  that  you  knew  of  other  cases  where  Gov- 
ernment officials  have  been  bribed? 

Mr.  Fuller.  Yes,  sir. 

Mr.  Kelley.  Have  you  got  documentary  proof  of  it  ? 

Mr.  Fuller.  Well,  sir,  I  can  give  you  some. 


SHIPPING  BOARD  OPERATIONS.  2725 

Mr.  Kelley.  You  did  not  think  it  was  anything  especially  strange, 
in  view  of  ever\i:hing  that  you  knew,  that  a  banker  would  admit 
that  he  was  guilty  of  bribery? 

Mr.  Fuller.  Well,  Mr.  Kelley,  at  the  time  I  never  gave  it  that 
consideration. 

Mr.  Kelley.  How  is  it  as  you  think  back  now  ? 

Mr.  Fuller.  Well,  just  let  me  qualify  that  in  this  way:  I  knew 
this,  that  the  four  people  connected — because  the  notes  had  been  of- 
feied  to  me,  and  I  had  pretty  good  knowledge  of  their  financial 
standing,  and  if  notes  of  that  amount  were  to  be  used  they  had  to 
be  handled  by  Mr.  Sands  or  somebody  with  a  like  amount  of  credit. 
I  knew  the  other  men  could  not  swing  any  such  thing  as  that. 

Mr.  Kelley.  How  did  you  know  the  other  men  were  connected 
with  the  notes  at  all? 

Mr.  Fuller.  Only  in  so  far  as  it  was  told  to  me. 

Mr.  Kelley.  Bv  whom? 

Mr.  Fuller.  By  Sands,  and  then,  as  I  said,  I  heard  Mr.  Cranor 
talk ^ 

Mr.  Kelley  (interposing).  When  was  it  that  he  offered  these 
notes  to  vou  ? 

Mr.  Fuller.  My  best  recollection  is  that  it  was  in  the  latter  part 
of  Mav. 

Mr.  Kelley.  Were  the  notes  due? 

Mr.  Fuller.  Oh,  no,  sir;  no,  sir;  but  he  made  the — what  I  thought 
was  a  good  trade. 

Mr.  Kelley.  How  did  lie  happen  to  offer  the  notes  to  you  when 
you  were  in  there  borrowing  money  the  most  of  the  time  ? 

Mr.  Fuller.  I  had  some  paper  that  could  be  used  a  little  better 
than  that.  I  had,  if  I  may  be  permitted  to  go  on  and  tell  you  how 
I  became  in  possession  of  tliat  paper 

Mr.  Kelley  (interposing).  No,  I  do  not  care  particularly  about 
that.     But  you  had  other  paper? 

Mr.  Fuller.  Yes,  sir. 

Mr.  Kelley.  Which  you  could  dispose  of,  and  then  with  the  pro- 
ceeds of  that  buy  these  ? 

Mr.  Fuller.  That  was  it;  I  could  have  really  swapped  $25,000 
worth  of  the  paper  that  I  had  for  this  $40,000. 

Mr.  Kelley.  He  offered  to  take  $25,000  for  the  four  notes,  did  he  ? 

Mr.  Fuller.  AV'lien  we  wound  up,  yes,  sir;  cash.  Of  course,  it 
was  equivalent  to  cash,  because  the  notes  I  had  could  have  been 
discounted  at  once. 

Mr.  Kelley.  And  your  notes  were  worth  full  face  value  ? 

Mr.  Fuller.  Yes,  sir. 

Mr.  Kelley.  Oh,  yes;  he  offered  to  take  $25,000  in  cash? 

Mr.  Fuller.  That  is  it.  But  he  would  conduct  the  negotiations 
with  the  notes ;  he  would  get  the  $25,000  on  my  notes. 

Mr.  Kelley.  W^ere  you  in  Mr.  Sands's  room  much  in  February, 
1918  ? 

Mr.  Fuller.  February — yes,  sir;  yes,  sir. 

Mr.  Kelley,  And  was  Mr.  tolling  there  in  February,  1918  ? 

Mr.  Fuller.  I  could  not  answer  as  to  that.  My  impression  was 
that  all  of  us  were  around  there,  and  when  I  say  "  all  of  us  "  I  include 
Mr.  Boiling. 
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Mr.  Kelley.  Evenings  that  was,  during  the  evening? 

Mr.  Fuller.  Yes,  sir.  Well,  yes,  it  was  in  the  evenings,  because 
Mr.  Sands  does  not  leave  the  banx  until  5  o'clock. 

Mr.  Kellet.  Were  they  talking  about  tTiis  contract  with  the 
Downeys  during  those  evenings  that  you  were  in  there? 

Mr.  Fuller.  1  could  not  answer  that,  Mr  Kelley.  I  never  heard 
Mr.  Boiling  and  Mr.  Sands  talk  about  the  contract;  I  have  heard 
Mr.  Cranor  and  Mr.  Sands  talk  of  the  contract. 

Mr.  Kellet.  But  you  never  heard  Mr.  Boiling  say  anything  about 
the  contract  at  all? 

Mr.  Fuller.  No,  sir. 

Mr.  Kellet.  And  at  such  times  at  the  room  in  the  hotel  occupied 
by  Mr.  Sands  there  was  no  conversation  in  the  presence  of  Mr.  Boil- 
ing about  this  contract  ? 

Mr.  Fuller.  No,  sir;  not  that  I  was  ever  present  at. 

Mr.  Kellet.  Were  you  present  at  any  time  when  Mr.  Sands  and 
Mr.  Cranor  were  discussing  the  finances  of  the  Downey  people? 

Mr.  Fuller.  Yes.  sir. 

Mr.  Kellet.  And  what  was  the  general  gist  of  the  conversation  ? 

Mr.  Fuller.  Well,  it  was — they  were  about  ready  to  finish  it  when 
I  got  in  there,  and  I  just  heard  them  say — I  heard  Cranor  say  that 
the  notes  were  good,  "  good  as  gold,"  and  "  Downey  was  all  right," 
and  "  no  question  for  an  argument  about  that  paper." 

Mr.  Kellet.  That  was  in  May  some  time? 

Mr.  Fuller.  Yes,  sir. 

Mr.  Kellet.  But  back  in  February,  did  you  hear  anything,  any 
discussion,  about  the  Downey  companies  at  all  then? 

Mr.  Fuller.  No,  sir ;  I  did  not. 

Mr.  Kellet.  I  thought  you  said  in  answer  to  a  question  of  Mr. 
Walsh  that  you  did  hear  a  good  deal  of  conversation  about  the 
Downey  company? 

Mr.  Fuller.  But  I  did  not  say  in  February. 

Mr.  Kellet.  It  was  after 

Mr.  Fuller  (interposing).  Well,  I  would  not  want  to  place  the 
date.  It  was  in  the  early  part  of  that  year  and  these  things  are  not 
indelibly  impressed  on  my  mind  as  to  the  dates  that  way;  I  after- 
wards got  into  it  myself. 

Mr.  Kellet.  Your  impression  is  that  Mr.  Sands  was  a  little  bit 
skeptical  about  these  notes  as  to  their  value? 

Mr.  Fuller.  I  think  Mr.  Sands  had  gotten  a  little  timid  as  to  them 
being  worth  $40,000,  but  I  do  not  mean  by  that  that  he  tried  to 
euchre  me  or  put  anything  over  on  me ;  it  was  a  straight,  clean  busi- 
ness transaction,  and  if  I  was  stupid  enough  to  buy  them,  it  was  my 
hard  luck. 

Mr.  Kellet.  He  had  told  you  all  about  how  they  were  obtained 
and  it  was  your  lookout  ? 

Mr.  Fuller.  Yes. 

Mr.  Kellet.  But  you  did  not  think  they  were  worth  then  the 
$25,000? 

Mr.  Fuller.  I  have  to  admit  I  did  not. 

Mr.  Kellet.  Why  not  ? 

Mr.  Fuller.  The  information  that  I  go  through  our  credit  depart- 
ment, from  the  mercantile  agencies,  would  lead  me  to  believe  that 
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everything  hinged  on  Downey  getting  his  money  very  promptly 
from  the  Emergency  Fleet  Corporation,  and  I  did  not  want  to  have 
any  if  s^nds,  and  huts,  in  any  notes  I  was  buying. 

Mr.  Kelley.  You  do  not  know  from  any  investigation  you  have 
ever  made  whether  or  not  any  part  of  this  money  which  the  Downey 

geople  used  in  taking  up  these  notes  was  advanced  to  them  by  the 
hipping  ^oard  for  ship  construction  ? 

Mr.  Fuller.  I  do  not  know  myself.*  I  have  heard  from  very  re- 
liable authority  that  there  was  $40,000  which  could  not  be  accounted 
for  when  the  auditors  went  in  there. 

Mr.  Kellet.  Who  told  you  that? 

Mr.  Fuller.  Well,  I — I  heard  a  Mr. — I  can  not  recall  the  name, 
but  it  was  over  in  Mr.  McCann's  office,  and  I  heard  a  gentleman 
tell  Mr.  McCann  that  Mr.  John  Overend,  I  think  he  said,  who  is  the 
Comptroller  of  the  Emergency  Fleet  Corporation  in  Baltimore, 
opened  up  the  Downey  books,  and  that  when  he  had  finished  his 
audit  he  said,  "  There  is  $40,000  here  difference  between  what  you 
got  and  what  you  account  for." 

Mr.  Kelley.  That  is  hearsay,  so  far  as  you  are  concerned  ? 

Mr.  Fuller.  Absolutely ;  yes,  sir ;  and  he  said — it  don't  make  any 
difference  what  he  said 

M.  Kellet  (interposing).  Did  you  hear  them  in  February  or 
March  discuss  the  difficulties  of  getting  a  contract  from  the  Emer- 
gency Fleet  Corporation  for  the  Downey  Co.  t 

Mr.  Fuller.  Well,  sir 

Mr.  Kelley  (interposing).  You  did  not  hear  Mr.  Cranor  say  how 
difficult  it  was,  or  anything  of  that  kind? 

Mr.  Fuller.  Mr.  Cranor  said  to  me  two  or  three  times — I  asked 
him  how  he  was  getting  along,  and  he  said,  "Pretty  tough  going, 
but  we  will  go  over." 

Mr.  Kelley.  But  he  did  not  say  he  was  having  trouble  establish- 
ing his  credit  with  the  credit  department  or  anything  of  that  kind? 

Mr.  FuLi^R.  No,  sir ;  I  was  not  interested  in  the  transaction ;  I  was 
just  a  close  friend  of  Sands  and  just  happened  to  stumble  over  it. 

Mr.  Kelley.  How  many  times  have  you  been  called  in  by  the  De- 
partment of  Justice  for  other  work  since  you  had  your  own  difficulty  ? 

Mr.  Fuller.  I  was  never  called  in  before,  Mr.  Kelley,  until  the 
17th  day  of  June  of  this  year,  and  a  Mr.  Armand  W.  Riley,  special 
assistant  to  the  Attorney  General,  sent  for  me  and  asked  me  if  I 
would  do  some  work  for  them,  and  I  said  yes,  and  went  to  work  on 
the  19th  of  July,  and  was  employed  continuously  until  the  20th  of 
September,  and  then  I  have  been  intermittently  since. 

Mr.  Kelley.  And  when  was  your  conviction  ? 

Mr.  Fuller.  Well,  that  was  very  rapid — on  the  23d  day  of  Decem- 
ber, 1918—1919. 

Mr.  Kelley.  And  these  other  dates  that  you  have  mentioned  are 

1920? 

Mr.  Fuller.  Of  the  Department  of  Justice;  ye&j  sir.  Yes,  sir;  I 
was  indicted  on  the  19th  of  October,  and  I  think  1  went  to  trial  on 
the  15th  of  December,  and  there  was  considerable  difficulty  in  getting 
a  jury,  and  we  finally — my  attorney  told  the  district  attorney  that 
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he  wanted  to  know  why  the  haste — w^hat  it  was  all  about — I  was  an 
arch  criminal  and  had  to  go. 

Mr.  Kelley.  You  are  out  on  bail,  under  appeal  ? 

Mr.  Fuller.  Yes,  sir. 

Mr.  Kelley.  And  the  Department  of  Justice  in  the  meantime  is 
utilizing  your  services  ? 

Mr.  Fuller.  That, is  right;  yes,  sir.  And,  incidentally,  I  will  say 
in  connection  with  my  work,  that  one  concern  or  its  officers ^ave  been 
indicted  under  137  counts  by  a  Federal  grand  jury 

Mr.  Blelley  (interposing).  Perhaps  that  has  nothing  to  do  with 
this  particular  transaction? 

Mr.  Fuller.  No,  sir. 

Mr.  Kelley.  Just  strike  that  out.  You  have  got  the  idea  that  this 
check  was  for  $600  or  $800? 

Mr.  Fuller.  Yes,  sir. 

Mr.  Kelley.  From  conversations  between  Sands  and  Boiling? 

Mr.  Fuller.  Yes,  sir. 

Mr.  Kelley.  You  are  sure  it  was  not  $500  ? 

Mr.  Fuller.  Well,  I  am  practically  certain  it  was  not. 

Mr.  Kelley.  Well,  how  certain  would  that  be  ? 

Mr.  Fuller.  I  ajn  just  as  certain  as  I  could  be  of  anything  in  the 
world  that  the  figures  were  either  $600  or  $800,  and  I  believe  I  heard 
you  ask  Mr.  Sands  to  bring  his  checks,  and  they  will  disclose  what  it 
was.  • 

Mr.  Kelley.  Do  you  know  it  was  not  February  ? 

Mr.  Fuller.  I  know  it  was  not  February ;  I  know  there  was  not 
any  conversation  about  $500. 

Mr.  Kelley.  The  conversation  about  $600  or  $800 

Mr.  Fuller  (interposing).     $600  or  $800  check. 

The  Chairman.  Mr.  Fuller,  would  you  look  at  the  record  and  see 
if  that  is  the  record  of  your  indictment  and  trial  and  appeal? 
[Handing  paper  to  witness.] 

Mr.  Fuller.  I  think  that  is,  Mr.  Chairman. 

The  Chairman.  We  will  have  that  inserted  in  the  record. 

(The  record  referred  to  is  here  printed  in  full  as  follows:) 

SUPREME  COUBT  OF  THE  DISTRICT  OF  COLUMBIA — UNITED  STATES,    PLAINTIFF, 

V. 
BENJAMIN  FULLER,   DEFENDANT. 
[No.  35637.     Criminal.] 

I,  Morgan  H.  Beach,  clerk  of  the  Supreme  Court  of  the  District  of  Columbia,, 
do  hereby  certify  the  annexed  to  be  a  true  copy  of  the  original  entries  of  pro- 
ceedings in  the  above-entitled  cause  as  the  same  appear  upon  the  criminal  docket 
of  said  supreme  court. 

In  testimony  whereof,  I  hereunto  subscribe  my  name  and  affix  the  seal  of 
said  court,  at  the  city  of  Washington,  this  24th  day  of  November,  A.  D.  1920. 

[hua)..]  Morgan  H.  Beach,  Clerk. 

By   AlF.  G.  BUHRMAN, 

AsHiitant  Clerk, 
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SUPREME  COURT  OF  THE  DISTRICT  OF  COLUMBIA— CRIMINAL 

COURT. 

No.  35637.     Parties,  Unitetl  States  i?.  Benjamin  F.  Fuller,  alias  B.   Frank 

Fuller.     Charge,   Forgery  and   uttering.     Attorneys,   for  prosecution  ; 

for  defendant,  H.  E.  Davis. 


Date. 


1919. 

Oct. 

3 

Nov. 

15 

15 

15 

Dec. 

9 

9 

17 

18 

19 

Dec. 

22 

24 

24 

24 

1920. 

Jan. 

3 

10 

17 

17 

June  90 

30 


July  13 
Aug.  10 

Sept.  10 


Proceedings. 


Presentment  and  indictment  filed 

ArraiJCned;  plea  'not  guilty" 

Bail  fixed  at  13,000 

RecognizancarS3,006:  George  W.  Ray,  surety 

Motion  to  postpone  hearing  filed 

Motion  granted  and  t  ial  set  for  Dec.  17, 1919 

Impaneling  of  jury  begun;  panel  exhausted;  50 

names  ordered  drawn. 

Jury  sworn;  respited 

Court  directs  a  verdict  o  l"nct  gui.ty  "  on  the  first 

count;  again  respited. 

Verdict^  guilty  on  second  count 

Motion  in  arrest  of  Judgment 

Motion  for  new  trial  filed 

Defendant's  prayers 


Time  to  submit  motion  for  new  trial  and  in  arrest 
of  judgment  continued  to  Jan.  10, 1920. 

Time  to  submit  motion  for  new  trial  continued  to 
Jan.  17, 1920. 

Time  to  submit  motion  fo(  ne\f  trial  and  in  arrest 
of  judgment  continued  to  Jan.  24, 1920. 

Memorandum  of  defendant's  attorney  on  same. . . 

Motion  for  new  trial  and  motion  in  arrest  of  judg- 
ment overruled;  exceptions. 

Sentence  to  penitentiary  for  pctriod  of  4  years,  to 
take  effect  from  and  including  the  date  of  arrival. 
Appeal.  Bond,  1100.  Recognizance,  13,000; 
Geo.  W.  Ray,  surety. 

Bond  for  costs  approved;  filed 

Time  to  submit  bill  of  exceptions  extended  to  and 
including  Sept.  11, 1920. 

Bill  of  exceptions  submitted 


United  States's 
witnesses. 


Thomas  P.  Hickman. 

Paul  F.Cain 

Phillip  D.  Armour... 

William  E.  Day 

Harvey  Given 

Thomas  G.  Lee 


Defendant's 
witnesses. 


David  Carasho. 
Ada  C.  Fuller. 


Have  you  any  personal  knowledge,  Mr.  Fuller,  of  stewards  or  other 
officers  of  the  Shipping  Board's  ships  receiving  or  accepting  commis- 
sions, gifts,  gratuities,  or  bonuses  on  account  of  purchases  made  for 
supplies,  material,  or  repairs? 

Mr.  Fuller.  Yes,  sir. 

The  Chairman.  Where  did  these  things  occur? 

Mr.  Fuller.  Here  in  New  York. 

The  Chairman.  Do  you  recall  the  names  of  the  ships? 

Mr.  Fui.LER.  Well,  I  have  a  list  of  some  vessels,  and  I  believe  I 
gave  them  to  Mr.  Fisher.  I  am  not  certain  whether  he  has  them  or 
not,  but  if  they  are  not,  they  are  in  my  files,  and  I  will  be  able  to 
locate  them.  1  he  reason  for  that,  Mr.  Chairman — I  sublet  my  apart- 
ment, and  just  got  into  it  day  before  Thanksgiving  again,  and  I  am 
upset. 

The  Chairman.  Do  you  know  whether — I  wish  you  would  answer 
this  yes  or  no,  Mr.  Fuller,  if  you  can — or  not  it  is  or  has  been  a 
custom  or  practice  for  stewards,  engineers,  or  other  officers  of  ships 
to 'accept  gifts,  bonuses,  commissions,  or  presents  from  parties  fur- 
nishing supplies  or  material  or  doing  repairs  to  the  ships? 

Mr.  Fuller.  Yes. 
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The  Chairman.  And  whether  or  not  that  practice  prevailed  with 
reference  to  the  Shipping  Board  ships  in  this  particular  locality? 

Mr.  Fuller.  Yes. 

Mr.  Kelley.  You  mean  he  does  or  that  it  does  prevail? 

The  Chairman.  You  know  it  has  prevailed  ? 

Mr.  Fuller.  I  know  it  does — I  know  that  it  did  up  to  the  time  I  got 
out  of  it. 

The  Chairman.  As  I  understood  you,  the  assistance  you  have  been 
rendering  the  Department  of  Justice  has  been  in  connection  with  the 
so-called  packers'  cases  ? 

Mr.  Fuller.  That  is  right,  sir. 

The  Chairman.  In  which  some  indictments  have  been  found  ? 

Mr.  Fuller.  Yes,  sir. 

The  Chairman.  And  the  information  and  assistance  you  have  ren- 
dered has  been  concerning  the  packers,  by  whom  you  were  previously 
employed? 

Mr.  Fuller.  Not  wholly. 

The  Chairman.  Some? 

Mr.  Fuller.  Yes,  sir ;  the  others  were  included. 

The  Chairman.  Do  you  know  Mr.  T.  Edward  New  ? 

Mr.  Fuller.  No,  sir ;  not  to  my  knowledge. 

The  Chairman.  Do  you  know  the  credit  manager  of  the  Emer- 
gency Fleet  Corporation? 

Mr.  Fuller.  No,  sir. 

The  Chairman.  Did  you  ever  have  any  transactions  with  him  ? 

Mr.  Fuller.  Not  to  my  best  knowledge  and  belief. 

The  Chairman.  You  said,  in  response  to  a  question  by  Mr.  Kelley, 
that  "  we  looked  up  the  mercantile  records  of  the  Downey  concern." 
Who  did  you  mean  by  "  we  "  ? 

Mr.  Fuller.  I  was  the  president  and  manager  of  the  Columbia 
Hotel  Supply  Co.,  and  I  instructed  my  cashier  to  get  nte  a  report  on 
the  Downey  Shipbuilding  Corporation,  and  he  got  that  report  and 
put  it  in  my  office  and  laid  it  on  my  desk. 

The  Chairman.  Y'^ou  were  connected  with  the  Columbia  Hotel 
Supply  Co.  ? 

Mr.  Fuller.  Yes,  sir. 

The  Chairman.  That  is  a  Washington  concern,  is  it? 

Mr.  Fuller.  Yes,  sir. 

The  Chairman.  And  when  you  were  offered  these  notes  you  looked 
into  the  financial  standing  of  the  Downey  concerns? 

Mr.  Fuller.  That  is  right. 

The  Chairman.  Did  that  include  a  statement  as  to  the  Providence 
Engineering  Co.? 

Mr.  Fuller.  My  best  recollection  of  that  is  very  vague,  Mr.  Chair- 
man. I  do  not  recall  just  what  the  statement  showed  then.  I  know 
that  it  did  not  show  enough  to  warrant  me  buying  the  notes. 

The  Chairman.  Did  the  statement  show  that  they  had  a  large  con- 
tract for  10  or  more  steel  cargo  ships  which  had  been  awarded  them 
in  April,  1917,  or  early  in  1917  ? 

Mr.  Fuller.  My  best  recollection  is  that  it  did. 

The  Chairman.  And  did  it  show,  also,  that  they  had  got  this  con 
tract  for  10  st^el  ocean-going  tugs? 
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Mr.  Fuller.  M^  best  recollection  is  that  it  did  not  show — I  do  not 
think  it  did ;  I  think  the  report  stated  that  it  was  a  report  of  March 
1,  1918. 

The  Chairman.  Oh,  yes;  that  is  before  the  tugboat  contract  was 
awarded. 

Mr.  Fuller.  I  do  not  know  which  one,  but  there  was  one  contract 
that  they  had. 

The  Chairman.  But  this  was  in  May  that  you  had  looked  them 
up? 

Mr.  Fuller.  Yes,  sir. 

The  Chairman.  And  your  investigator  only  brought  it  down  to 
March  1,  1918? 

Mr.  Fuller.  It  was  a  regular  mercantile  report.  I  am  not  certain 
which  agency  we  got  it  from. 

'J'he  Chairman.  There  is  March,  there  is  April,  there  is  May — 
there  is  60  days.  These  mercantile  reports  are  brought  down  nearer 
to  date,  are  they  not,  Mr.  Fuller? 

Mr.  Fuller.  Allien  you  ask  for  a  special  report ;  yes,  sir. 

The  Chairman.  Were  you  not  interested  enough  to  get  a  special 
report  ? 

Mr.  Fuller.  Well,  no,  sir.  After  I  had  read  over  this  situation  and 
found  it  was  to  be  bound  up  in  a  dependent  Government  work  I  got 
•cold  feet. 

The  Chairman.  Mr.  Sands  was  a  pretty  busy  man  during  these 
times  in  Washington,  was  he  ? 

Mr.  Fuller.  It  seemed  so. 

The  Chairman.  Connected  with  lots  of  various  enterprises  and 
transactions,  apparently  ? 

Mr.  Fuller.  Yes,  sir;  he  was,  as  I  say,  the  active  officer  of  what 
was  then  the  largest  bank  there. 

The  Chairman.  The  Commercial  National  Bank? 

Mr.  Fuller.  Yes,  sir. 

The  Chairman.  And  during  the  evenings  he  met  parties  and  had 
transactions  at  his  rooms  or  apartment  at  the  Willard  Hotel? 

Mr.  Fuller.  Yes.  sir. 

The  Chairman.  Did  you  ever  talk  with  Mr.  Boiling  about  this 
check  transaction  ? 

Mr.  Fuller.  No,  sir ;  only  just  as  I  outlined  it  to  you  before. 

The  Chairman.  Well,  that  was  at  the  time — but  since  then? 

Mr.  Fuller.  Oh,  no. 

The  Chairman.  Did  you  ever  tell  him  or  anybody  else  that  you  had 
told  Mr.  McCann  about  it? 

Mr.  Fuller.  I  do  not  recall  telling  anyone  but  Mr.  Fisher — I  be- 
lieve I  did  tell  Mr.  Riley,  who  was  Assistant  Attorney  General. 

The  Chairman.  The  man  who  engaged  you  to  assist  in  the  packer 
cases? 

Mr. Fuller.  Yes^sir. 

The  Chairman,  bid  it  occur  to  you  that  what  you  had  seen  with 
reference  to  this  check  transaction,  not  having  heard  any  of  the  con- 
versation that  preceded  the  delivery  of  the  check,  that  you  knew 
sufficiently  about  it  to  make  a  statement  which  practically  resulted  in 
a  charge  against  one  of  the  officers  of  the  Shipping  Board  of  having 
received  a  bribe  ? 
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Mr.  Fuller.  I  think,  Mr.  Chairman,  you  are  probably  misinformed 
on  that.  Mr.  Fisher  stated  here  that  he  had  heard  of  that  situation 
months  before  McCann 

The  (>HAiRMAN.  No ;  I  am  talking  with  reference  to  your  conversa- 
tion with  Mr.  McCann. 

Mr.  Fuller.  Well,  that  had  been  noised  around,  as  Mr.  Fisher  knew 
of  it  months  before  Mr.  McCann. 

The  (Chairman.  Yes. 

Mr.  Fuller.  Mr.  McCann  apparently  did  not  know  of  it,  because 
he  was  very  grateful  for  the  information. 

The  Chairman.  I  see.  Well,  had  vou  talked  with  Mr.  Fisher  before 
you  talked  with  Mr.  McCann? 

Mr.  Fuller.  Xo,  sir ;  I  never  saw  Mr.  Fisher  until  July. 

The  Chairman.  You  said  it  was  noised  around  before  that. 

Mr.  Fuller.  Well,  that  is  what 

The  Chairman.  Had  you  heard  it  before? 

Mr.  Fuller.  Oh,  yes. 

The  Chairman.  From  whom? 

Mr.  Fuller.  From  Mr.  Sands. 

The  Chairman.  Well,  from  anybody  else? 

Mr.  Fuller.  Why,  no. 

The  Chairman.  How  do  you  know  it  was  rumored  around  or 
noised  around? 

Mr.  Fuller.  Well,  I  only  know  that  Mr.  Fisher  made  that  state- 
ment here,  and  I  was  trying  to  correct  it.  The  impression  seemed 
to  have  gotten  out  that  I  stirred  this  thing  up,  and  it  is  not  the  truth. 

The  Chairman.  How  do  you  know  it  is  not  the  truth? 

Mr.  Fuller.  Well,  if  Mr.  Fisher  is  telling  the  truth,  then  one  of 
us  is  not ;  that  is  all.    I  accept  my  portion 

The  Chairman.  You  say  you  only  know  that  this  story  was  noised 
around  before  you  told  Mr.  McCann  from  Mr.  Fisher? 

Mr.  Fuller.  Yes.  sir. 

The  Chairman.  Did  you  hear  it  from  anybody  else? 

Mr.  Fuller.  No,  sir. 

The  Chairman.  Well,  then,  aside  from  what  you  heard  Mr.  Fisher  . 
testify,  how  do  vou  know  that  the  story  was  going  the  rounds  before 
you  told  it  to  Mr.  McCann? 

Mr.  Fuller.  I  had  no  knowledge  of  it. 

The  Chairman.  I  see.  So  you  are  relying  upon  what  Mr.  Fisher 
said  when  he  had  his  interview  with  Admiral  Benson  ? 

Mr.  Fuller.  Yes,  sir ;  but  Mr.  Fisher  told  me  the  first  day  that  he 
met  me 

The  Chairman.  Yes ;  I  say  you  are  relying  upon  what  Mr.  Fisher 
said? 

Mr.  Fuller.  Yes,  sir. 

The  Chairman.  Did  you  have  yourself,  or  any  concern  with  which 
you  were  connected,  any  contract  with  the  Emergency  Fleet  Corpora- 
tion for  shipbuilding  or  equipment? 

Mr.  Fuller.  I  was  the  president  of  the  Bowen  Anchor  Co.,  which 
was  later  reorganized  and  named  the  Morton  Steel  Casting  Co.,  and 
we  had  a  tentative  contract  for  anchors.  We  were  instructed  to  go 
ahead  and  build  a  plant  and  start  in  to  manufacture  anchors,  first 
making  some  and  having  them  handed  over  to  Lloyds  and  the  Ameri- 
can Bureau  of  Shipping  for  tests. 
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The  Chairman.  Well,  you  did  have  a  contract  ? 

Mr.  Fuller.  Yes,  sir.  Well,  it  was  tentative,  though,  Mr.  Chair- 
man, subject  to  this  test.    That  was  the  joker. 

The  Chairman.  Well,  was  it  a  signed  contract? 

Mr.  Fuller.  Oh,  yes,  sir. 

The  Chairman.  1  ou  had  a  signed  contract,  but  it  was  conditional 
upon  some  terms  or  requirements  ? 

Mr.  FinL.LER.  That  is  it ;  yes,  sir. 

The  Chairman.  And  was  that  contract  fulfilled  ? 

Mr.  Fuller.  No,  sir.  We  were  instructed  to  make  sample  anchors, 
and  we  did,  and  submitted  them  to  Lloyds  and  the  American  Bureau 
of  Shipping ;  and  my  best  recollection  of  this  is  that  Lloyds  gave  us 
a  clean  bill  of  health  and  passed  our  anchor.  The  American  feureau 
of  Shipi>ing  passed  it  and  then  withdrew  their  official 

The  Chairman.  Approval? 

Mr.  FuLi^ER.  Approval ;  yes,  sir. 

The  Chairman.  When  did  this  happen? 

Mr.  Fuller.  Well,  this  was  around  in  1918,  in  the  summer,  the 
spring  and  summer,  some  place  along  in  there.  There  are  records 
as  to  that,  Mr.  Walsh. 

The  Chairman.  Was  Mr.  Sands  connected  with  that  concern,  too? 

Mr.  Fuller.  Yes,  sir ;  Mr.  Sands  was  in  that  with  me. 

The  Chairman.  Was  he  treasurer  of  the  concern? 

Mr.  Fuller.  I  do  not  think  so. 

The  Chairman.  Or  just  a  stockholder? 

Mr.  Fuller.  No,  sir;  he  was  just  one  of  the  directors. 

The  Chairman.  One  of  the  directors.  Do  you  know  why  the 
approval  was  withdrawn?  Have  you  any  facts  or  information  on 
that? 

Mr.  Fuller.  Well,  there  were  very  peculiar  circumstances  to  that. 
I,  in  company 

The  Chairman.  Well,  do  you  know,  Mr.  Fuller? 

Mr.  Fuller.  Well,  yes,  sir ;  but  I  would  have  to  qualify  it. 

The  Chairman.  What  was  the  reason? 

Mr.  Fuller.  Well,  a  fellow  approached  me  and  wanted  me  to 
come  across. 

The  Chairman.  A  fellow  ? 

Mr.  Fuller.  Yes;  a  man  who  represented  himself  as  an  agent  of 
Mr.  Sharp,  of  the  American  Bureau  of  Shipping. 

The  Chairman.  Well,  did  you;  did  you  come  across? 

Mr.  Fuller.  No,  sir. 

The  Chairman.  And  you  never  furnished  the  anchors  ? 

Mr.  Fuller.  No,  sir. 

The  Chairman.  Have  you  any  questions,  Mr.  Kelley? 

Mr.  Kelley.  How  long  have  you  known  Mr.  Sands  ? 

Mr.  FuiiLER.  Why,  since  1912  or  1913,  I  think.  Maybe  it  does 
not  go  back  quite  that  far,  but  that  is  my  best  i*ecollection. 

Mr.  Kblley.  Do  you  consider  him  a  veiy  reliable  and  trustworthy 
man  ? 

Mr.  Fuller.  Why,  yes,  sir,  Mr.  Sands ;  certainly.  He  was  always 
on  the  level  with  me. 

Mr.  Kelley.  Do  you  think  you  wouW  testify  that  he  is  just  the 
kind  of  man  that  a  young  man  ought  to  get  connected  with  ? 
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Mr.  Fuller.  I  felt  that  way ;  yes,  sir. 

Mr.  Kelley.  Do  you  still  feel  that  way  ? 

Mr.  Fuller.  Well,  I  don't  think — of  course,  a  situation  has  arisen 
which  might  put  a  different  feeling  in  one's  mind;  but  as  far  as  Mr. 
Sands  is  concerned,  I  trust  him  implicitly,  and  think  he  is  a  very 
high  type  of  gentleman. 

Mr.  Kellet.  Do  you  think  a  man  who  would  pay  an  employee  of 
the  Shipping  Board,  two  employees  of  the  Shipping  Board,  to  assist 
in  obtaining  a  contract,  would  be  a  high-class  gentleman? 

Mr.  Fuller.  That  was  wrong,  dead  wrong,  and  a  very  gross  error ; 
but  I  have  not  gotten  to  a  place  in  my  life  wnere  I  want  to  throw  off" 
a  friendship  because  a  man  made  a  mistake. 

Mr.  Kelley.  Yqu  do  not  approve  of  that  transaction? 

Mr.  Fuller.  No,  sir. 

Mr.  Kelley.  Well,  the  only  evidence  you  have  that  Mr.  Boiling 
was  in  any  way  connected  with  it  is  what  Mr.  Sands  told  at  the  time 
you  talked  about  purchasing  these  notes,  and  at  the  time  one  of  them 
was  cashed? 

Mr.  Fuller.  That  is  right,  sir. 

Mr.  Kelley.  And  that  was  what  Mr.  Sands  said  in  each  case? 

Mr.  Fuller.  Yes,  sir. 

The  Chairman.  That  is  all,  Mr.  Fuller. 

Mr.  Meehan. 

TESTIMONY  OF  ME.  70HN  T.  MEEHAN— Eecalled. 

The  Chairman.  Mr.  Meehan,  did  you  have  occasion  to  make  an 
investigation  of  the  alleged  transaction  between  the  Downey  Ship- 
building Corporation,  Mr.  Sands,  and  Mr.  Cranor  involving  Mr, 
Boiling  and  Mr.  Sisler? 

Mr.  Mekhax.  Yes,  sir. 

The  Chairman.  When  did  you  first  start  that  inquiry? 

Mr.  Meehan.  I  first  heard  statements  reflecting  upon  Mr.  Boiling 
from  Mr.  Fisher  at  the  time  that  I  was  stationed  at  Philadelphia, 
At  that  time  we  had  no 

The  Chairman.  Well,  now,  when  was  it;  when,  I  say? 

Mr.  Meehan.  I  should  say  perhaps  in  January,  1920,  or  prior  to 
that  time.  At  that  time,  Mr.  Chairman,  our  department  had  no 
supc^rvision,  as  I  explained  the  other  day,  over  matters  affecting  the 
Shipping  Board  and  the  Division  of  Operations,  and  it  was  not  until 
after  1  went  to  Washington  about  the  loth  of  February,  I  believe^ 
that  wo  took  up  tliose  matters. 

The  Chairman.  In  February  did  you  undertake  an  investigation? 

Mr.  Meehan.  I  did.  In  February,  after  I  went  to  Washington,  I 
had  been  some  weeks,  when  I  went  to  see  Mr.  Tweedale,  at  that  time 
Treasurer  of  the  United  States  Shipping  Board,  and  told  him  that 
I  had  heard  some  things  reflecting  upon  Mr.  Boiling.  Up  to  that 
time  we  had  not  the  details,  as  they  were  later  brought  out  in  this 
conference  between  McCann,  Schwarzkopf,  and  Sands,  but  more  or 
less  rumors  that  Boiling  had  gotten  some  money  somewhere  or  other 
through  Tucker  K.  Sands.  That  was  about  the  extent  of  our  infor- 
mation. Mr.  Tweedale  told*  me  that  he  had  talked  the  matter  over 
with  Fisher,  that  he  had  investigated  it  thoroughly,  and  that  as  a 
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matter  of  fact  Boiling  had  come  to  him  and  told  him  about  these 
stories,  and  that  he  was  satisfied  that  there  was  no  basis  to  them. 

Downey's  name  was  not  connected  with  it  at  first — just  that  Boil- 
ing had  gotten  some  money  through  Tucker  K.  Sands.  I  had  an 
impression  that  perhaps  it  had  something  to  do  with  the  matters  that 
were  under  investigation  at  the  time  of  the  so-called  "  leak  "  inquiry ; 
and  Boiling's  partner,  Eobertson,  after  they  had  dissolved  that  brok- 
erage copartnership,  had  gone  into  the  shipbuliding  business  and  was 
president  of  the  White  Haven  Shipbuilding  Co.  in  Maryland.  There 
was  a  man  associated  with  him  by  the  name  of  Beckerly,  who  formerly 
was  with  the  American  Bridge  Co.  at  Kansas  City,  and  during  a  great 
part  of  the  war  was  district  supervisor  of  the  Emergency  Fleet  Cor- 
poration in  Baltimore  in  charge  of  wood-ship  construction  in  that 
district.  I  had  had  occasion  to  investigate  Beckerly,  and  Beckerly 
had  come  to  me  several  times  after  he  got  out  of  the  Shipping 
Board — he  was  discharged  rather  peremptorily — ^to  inquire  what  I 
had  on  him ;  and  after  I  was  in  Washington,  knowing  that  Beckerly 
had  gone  with  Robertson,  I  thought  if  Boiling  had  gotten  any  money 
in  any  way  that  probably  Robertson,  who  was  a  partner  of  his  in  the 
brokerage  business,  would  know  about  it,  and  inasmuch  as  Beckerly 
was  anxious  to  know  what  I  had  on  him,  why,  I  decided  it  would  be 
a  good  thing  to  play  Beckerly. 

So  I  arranged  to  meet  Beckerly  and  talked  with  him  on  several 
occasions,  and  eventually  went  into  the  question  confidentially  and 
asked  him  if  I  could  talk  to  him  confidentially,  and  he  gave  me  his 
word  of  honor  that  he  would  never  mention  it.  And  then  I  told 
him  that  reports  had  reached  me  that  Wilmer  Boiling  had  gotten 
some  money  from  Tucker  K.  Sands  in  some  way  or  other,  and 
that  Tucker  Sands  had  handled  some  notes  in  which  Boiling  and 
other  people  were  interested. 

He  told  me  then  about  his  relation  with  Robertson  and  the 
brokerage  concern,  and  agreed  to  go  over  to  his  place  of  business 
in  Maryland  and  look  over  the  papers  and  come  back  and  give  me 
the  full  inside  story  of  it.  He  came  back,  and  I  had  another  con- 
ference with  him,  and  he  assured  me  that  Boiling  got  nothing  out 
of  it. 

The  Chairman.  Out  of  what? 

Mr.  Meeiian.  Out  of  any  of  those  notes;  and  he  explained  to 
me — at  that  time,  of  course,  we  had  not  heard  this  later  story,  and 
.1  thought  it  all  grew  out  of  the  old  brokerage  transaction — he  ex- 
plained to  me  that  Sands  was 

The  Chairman.  Beckerly  was  doingthis  explaining  now? 

Mr.  Meehan.  Beckerly  was;  and  Beckerly  told  me  that  Sands 
had  been  a  dummy  for  Boiling  and  Robertson  and  the  other  partner 
in  the  brokerage  deal  in  order  to  not  let  it  become  known  just  what 
they  were  doing^;  and,  as  I  understood  it,  they  bought  a  membership 
in  the  Stock  Exchange  or  the  Consolidated  Exchange  or  some- 
thing  

The  Chairman.  That  has  got  nothing  to  do  with  these  notes  or 
the  Downey  transaction. 

Mr.  Meehan.  Anyhow,  from  that  transaction  I  believe  Beckerly 
told  ifle  the  truth ;  I  was  satisfied  Boiling  had  nothing  to  do  with  it* 
And  later  I  heard  the  story  again. 
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The  Chairman.  Mr.  Meehan,  was  that  partnership  in  existence 
at  that  time — this  brokerage  partnership? 

Mr.  Meehan.  Well,  it  has  not  been  settled;  but  Boiling  was  out 
of  it,  I  was  informed  by  Beckerly. 

The  Chairman.  All  right. 

Mr.  Meehan.  Later  the  matter  came  up  again,  and  I  had  another 
talk  with  Tweedale,  and  I  think  I  talked  with  Mr.  Gillen  about  it. 
Anyway,  I  went  down  and  had  a  talk  with  Boiling;  sent  for 
Boiling  and  asked  him  to  come  down  to  my  office.    There  was  some 

Slan  at  that  time  to  name  Tweedale  comptroller,  and  I  heard  that 
[r.  Tweedale  was  going  to  name  Boiling  treasurer. 

I  went  back  to  Mr.  Tweedale  in  his  office,  in  the  night,  and  told 
him  I  thought  I  would  like  to  go  into  that  a  little  further,  because 
if  there  was  any  truth  in  it  I  thought  it  would  be  a  very  bad  idea  to 
make  Boiling  treasurer  of  the  Shipping  Board,  that  the  matter  con- 
tinually came  up.  Tweedale  again  assured  me  that  he  had  gone  into 
it  and  the  matter  had  been  investigated  by  the  Department  of  Justice 
at  the  time,  some  year  before,  and  that  he  regarded  it  as  a  black- 
mailing scheme  on  the  part  of  Sands. 

The  Chairman.  When  was  this  he  told  you  this  ? 

Mr.  Meehan.  This  was  about  April  or  May,  this  year.  Anyway, 
it  was  just  a  few  days  before  Tweedale  was  made  comptroller  of  the 
Shipping  Board,  fiut  I  sent  for  Boiling,  had  him  come  down  to  my 
office,  and  I  told  him  that  it  was  a  rather  delicate  matter ;  but  these 
stories  had  reached  me  from  various  sources  and  I  wanted  to  go  into 
it.  Boiling  said  he  was  very  glad  I  had  brought  it  up  and  said  that 
the  matter  nad  already  been  investigated  by  the  Department  of  Jus- 
tice. I  said,  "Well,  have  you  any  objection  to  showing  me  your 
books  and  papers? "  He  said,  "Not  a  bit."  I  said,  "Well,  we  will 
go  right  up  to  your  office  now.  Have  you  got  them  here,  your  private 
records  ?  "    And  he  said,  "  Yes ;  I  have." 

And  I  went  up,  and  he  called  a  young  man — I  believe  his  name  is 
Fitzgerald — and  said,  "  I  wish  you  would  open  the  safe  and  let  Mr. 
Meehan  get  these  papers."  I  got  some  papers  out  of  the  safe  and 
went  into  Boiling's  office,  and  among  the  papers  in  the  safe  was  a 
letter  addressed  to  William  G.  McAdoo,  an  anonymous  communica- 
tion, on  the  letterhead  of  the  McAlpin  Ilotel  in  New  York.  I  think 
it  was  sent  some  time  in  November,  1918,  in  which  the  statement  was 
made  that  Boiling  was  mixed  up  with  some  commission  deal  involv- 
ing the  Downey  Shipbuilding  Corporation. 

Boiling  told  me  that  previous  to  the  receipt  of  that  letter  by  Mr. 
McAdoo  he  had  received  an  anonymous  communication,  or  that  Mr. 
Tumulty  had  received  one,  and  called  him  over  and  spoke  to  him 
about  it.  It  was  along  the  same  lines.  And  he  told  Tumulty  at  the 
time  that  he  thought  that  the  thing  to  do  was  to  turn  it  over  to  the 
Department  of  Justice  and  have  an  investigation.  And  Tumulty 
.  explained  to  him  that  he  had  destrojjed  the  letter,  and  said,  "  If  I 
were  you  I  would  not  bother  with  it."  He  said  he  explained  to 
Tumulty  at  that  time  that  Tucker  K.  Sands  had  been  trying  to  black- 
mail him,  in  order  to  force  him  to  use  his  influence.  Boiling^  in- 
fluence, with  his  brother-in-law,  the  President,  and  have  theJPresi- 
dent  direct  the  Attorney  General  to  drop  a  prosecution  of  Sands  in 
the  District  of  Columbia. 
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The  Chairman.  At  what  time? 

Mr.  Meehan.  In  1918,  at  the  time  Tumulty  had  received  this 
letter.  And  the  letter  that  was  in  his  safe,  addressed  to  McAdoo,  he 
informed  me  had  been  taken  over  by  him  to  the  Attorney  General's 
office,  and  the  Attorney  General  at  that  time  assigned  Mr.  Houston 
Thompson,  a  special  Assistant  Attorney  General,  and'  that  Mr. 
Thompson  had  called  in  Mr.  Bielaski,  who  was  Director  of  the  Inves- 
tigation Bureau  of  the  Department  of  Justice,  and  that  later  the  let- 
ter was  returned  to  him  by  Mr.  Thompson,  who  stated  that  the  inves- 
tigation had  developed,  to  the  satisfaction  of  the  Department  of  Jus- 
tice, that  there  was  no  truth  in  it,  and  that  they  were  of  the  opinion 
that  it  was  a  blackmailing  scheme. 

Boiling  then  went  over  with  me 

The  Chairman.  Well,  did  you  find  anything  else  in  his  papers 
besides  this  anonymous  letter?' 

Mr.  Meehan.  Yes;  he  went  over  his  papers  there  in  connection 
with  this  house  that  he  built  for  Sands,  ancf  showed  me  various  can- 
celed notes,  etc.,  there,  and  communications,  showing  that  he  had 
had  relations  with  Sands  for  some  number  of  years  before  he  went 
into  the  Fleet  Corporation,  explaining  this  house  transaction,  and 
said  that  the  only  money  he  ever  got  from  Sands  at  all  in  any  way 
was  in  connection  with  the  payment  Sands  had  made  on  account  of 
the  house. 

The  Chairman.  Just  there,  he  showed  you  the  papers  in  connec- 
tion with  the  house  transaction? 

Mr.  Meehan.  Yes. 

The  Chairman.  And  explained  what  that  transaction  was? 

Mr.  Meehan.  Yes,  sir. 

The  Chairman.  And  showed  you  canceled  notes  that  Mr.  Sands 
had  paid? 

Mr.  Meehan.  Well,  no ;  I  don't  know  that  he  showed  me  canceled 
notes,  but  he  had  an  account  there. 

The  Chairman.  Oh,  he  showed  you  entries  on  the  account? 

Mr.  Meehan.  That  there  had  been  renewals  of  notes — ^that  is  what 
it  was — and  he  had  the  dates  showing  the  various  times.  I  think 
Sands  originally  gave  him  a  note  for  |6,000,  made  a  payment  on  it, 
and  then  that  note  was  renewed,  and  at  this  time,  as  I  recall,  it  had 
been  reduced  to  something  like  $1,500,  or  somewhere  around  $1,000, 
and  that  Sands  still  owed  him  money  on  that  note. 

And  then,  among  the  other  papers  in  his  safe  was  a  carbon  copy  of 
a  letter  addressed  by  him  to  Tucker  Sands  along  about  the  1st  of 
October,  1918,  in  which  he  declined  to  intercede  in  Mr.  Sands's  behalf 

with 

The  Chairman.  See  if  that  might  have  be^n  the  original  of  the 
letter  which  you  saw  [showing  witness  letter]  ? 

Mr.  Meehan.  I  should  say  that  that  is  the  original.  Anyhow,  it 
was  veiT  much  similar. 

The  Chairman.  That  is  the  letter  identified  by  Mr.  Sands  under 
examination  Saturday. 

Mr.  Meehan.  Yes.    What  is  the  date  of  that,  Mr.  Chairman? 

The  Chairman.  The  18th  of  October. 

Mr.  Meehan.  1918? 

The  Chairman.  Yes,  sir. 
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Mr.  Meehan.  Well,  I  talked  the  matter  over  then  with  Admiral 
Benson.  Admiral  Benson  explained  to  me  that  Mr.  Boiling  had 
voluntarily  come  to  him  before  accepting  the  appointment  of  treas- 
urer, told  him  these  stories,  and  the  admiral  was  satisfied  with  them. 
I  told  the  admiral,  even  after  talking  with  Boiling,  that  it  appeared 
very  much' to  me  as  if  there  was  an  attempt  to  threaten  Boiling  with 
exposure  unless  he  used  his  influence  with  the  President  to  have  Sands 
relieved  from  prosecution,  and  it  happened  that  among  the  very 
first  investigations  conducted  by  our  department,  which  was  con- 
ducted by  Mr.  Richardson,  in  April,  1918  I  got  a  very  definite  im- 
pression from  that  investigation  that  Mr.  Tucker  K.  Sands  was 
crooked,  and  that  was  in  connection  with  the  Atlantic  Life  Boat  Co. 

As  a  result  of  the  investigation,  we  recommended  that  the  contract 
be  canceled,  and  I  believe  it  was  canceled.  Sands  at  that  time  was 
doing  business  with  a  man,  I  believe,  by  the  name  of  Mickey,  and 
on  account  of  the  information,  the  impression  that  I  had  obtained 
from  that  investigation  in  April,  1918,  of  Tucker  K.  Sands,  plus  his 
later  indictment  for  violation  of  the  national  banking  laws,  I  was 
not  inclined  to  go  further  with  an  investigation,  inasmuch  a.s  Sands 
was,  I  thought,  not  a  man  to  be  trusted. 

Later  Mr.  Schwarzkopf  and  Alfred  W.  McCann,  of  the  New  York 
Globe,  came  to  see  me— oh,  just  before  that,  I  heard  that  Mr.  McCann, 
who  was  then  publishing  a  series  of  articles  on  the  Shipping  Board, 
was  going  to  publish — I  remember  that  was  in  May — an  article  based 
upon  these  rumors  involving  Mr.  Boiling,  and  I  heard  that  his  in- 
formant was  one  Frank  FuUef,  a  man  whom  up  to  that  time  I  had 
not  heard  of.  I  made  some  inquiry,  however,  and  found  that  Frank 
Fuller  had  been  convicted  on  a  cnarge  of  forgery^  believe,  or  uttering 
forged  instruments,  in  Washington,  D.  C,  in  December,  1919,  and 
my  informant  stated  that  Fuller,  in  telling  his  story  to  McCann^  had 
backed  it  up  with  this  statement,  that  he  could  substantiate  it  by 
Sands  himself. 

I  talked  this  matter  over  with  Mr.  Fisher,  and  finally  decided  to 
-send  one  of  the  men  in  my  office  to  Mr.  McCann,  to  tell  him  that  if 
he  had  any  information  that  was  susceptible  of  corroboration  I  would 
be  glad  to  have  it,  but  that  I  was  informed  that  his  informant  in  this 
case  was  one  Frank  Fuller,  and  that  I  wanted  Lieut.  Hart,  who 
went  to  him,  to  tell  him  that  Fuller  had  been  convicted. 

Mr.  McCann,  according  to  the  story  brought  back  to  me  by  Mr. 
Hart,  had  some  very  uncomplimentary  things  to  say  about  me.  At 
the  time  he  rather  got  the  impression  that  I  was  part  of  the  gang 
down  there  and  was  up  to  covering  Mr.  Boiling  up.  Mr.  Hart  told 
him  that  he  had  known  me  for  15  or  20  years  and  that  he  thought  his 
impressions  were  wrong.  Mr.  McCann  stated  that  it  was  a  lie  that 
Fuller  had  been  convicted,  that  he  had  talked  the  matter  over  with 
Fuller,  and  Fuller  had  not  been  convicted,  but  had  assured  him  that 
he  had  been  acquitted  in  Washington. 

The  Chairman.  That  is  what  he  told  Hart.  Now,  what  have  you 
that  was  told  you  ? 

Mr.  Meehan.  Well,  when  McCann  came  to  see  me  he  also  repeated 
to  me  what  Hart  told  me  he  told  him  to  the  eflfect  that  I  was  wrong 
in  saying  Mr.  Fuller  had  been  convicted.  I  called  for  my  file  and  had 
a  certified  transcript  of  the  court  record,  and  I  told  McCann,  I  said, 
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"Well,  I  did  not  go  over  and  make  this  transcript  myself,  but  I 
believe  it  to  be  true.  I  sent  a  very  reliable  man  over."  And  he  said, 
"Well,  you  are  all. wrong,  because  Fuller  was  acquitted."  I  said, 
"  Well,  the  record  does  not  show  it,"  and  I  said,  "  Here  is  the  record, 
and  the  courthouse,  is  but  a  very  few  blocks  from  here,  and  I  would 
suggest  you  go  over  and  see  it." 

Mr.  McCann  talked  with  me  a  while  and  pulled  a  letter  out.  He 
had  quite  a  lot  of  photostats  of  things  that  Fuller  had  turned  over  to 
him,  according  to  his  statement,  largely  dealing  with  Fuller's  rela- 
tions with  P.  D.  Armour,  ir.,  and  the  questions  that  led  up  to  his 
prosecution.  And  among  tne  other  things  he  pulled  a  letter  out  on 
Shipping  Board  paper  addressed  to  Mr.  Fuller  and  signed  R.  W. 
Boiling.  McCann  asked  me  if  I  recognized  that  signature,  and  I 
told  him  I  was  satisfied  that  was  Mr.  Boiling's  signature,  and  in  the 
letter — it  was  a  rather  friendly  letter  addressed  oy  Mr.  Boiling  to 
Mr.  Fuller,  and  I  think  it  referred  to  the  fact  tnat  he  and  Mrs. 
Boiling  had  been  out  of  the  city  and  on  returning  had  found  a  gift 
from  Mr.  Fuller  and  thanked  hmi  for  a  box  of  soap,  etc. 

McCann  said,  "Well,  does  that  prove  that  Boiling  is  a  crook?" 
I  said,  "  I  don't  think  so,  Mr.  McCann."  I  said,  "  From  what  I  have 
heard  about  that  man  Fuller — he  represented  this  Columbia  Hotel 
Supply  Co. — I  have  an  idea  that  he  sent  boxes  like  that  to  a  good 
many  people  around  here,  including  officials."  "Well,"  he  said, 
"Meehan,  you  are  an  old  newspaper  man  and  you  have  got  sense 
enough  to  read  between  the  lines."  He  said,  "You  see  more  than 
that  m  it;  you  see  enough  to  show  you  that  Wilmer  Boiling  is  a 
crook."  I  said,  "  No :  I  don't  see  it.''  He  said,  "  Well  read  it  over 
again,"  and  I  did.  He  said,  "Now  you  "confess  that  you  don't  see 
anything?  "  I  said,"  No;  I  think  Boiling  perhaps  was  indiscreet  in 
writing  that  letter."  He  said,  "  Well,  what  do  you  think  he  meant 
by  *  and  so  forth,'  where  he  thanks  Fuller  for  a  box  of  soap,  etc.  ? " 
"  Well,"  I  said,  "  does  Fuller  state  that '  and  so  forth '  indicated  some- 
thing else?  "    And  McCann  declined  to  say. 

He  and  Schwarzkopf  then  conferred  for  a  few  minutes,  and 
McCann  wanted  to  know  of  Schwarzkopf  whether  he  thought  it  was 
worth  while  going  any  further  with  me,  as  if  he  rather  had  the  im- 

fression  that  I  was  rather  trying  to  shield  Mr.  Boiling.  However, 
told  Mr.  McCann  that  I  would  go  further  in  an  investigation  of 
Mr.  Boiling  than  perhaps  any  other  man  whose  name  had  been 
brought  into  our  division,  because  of  his  relation  and  his  position, 
but  1  did  not  feel  like  pursuing  the  thing  further  on  the  uncorrobo- 
rated testimony  of  men  that  I  regarded  as  incredible. 

McCann  then  pulled  from  his  grip  what  purported  to  be  an  affi- 
davit signed  by  Tucker  K.  Sands,  sitting  some  distance  from  me,  and 
he  read  it.  When  he  read  it  I  said,  "  Is  that  signed  ?"  And  he  said, 
"  No ;  but  Mr.  Sands  is  to  sign  it.  We  are  going  right  back  to  his 
office  now,  and  he  is  going  to  sign  it."  "  Well,"  I  said,  "  bring  it  in 
when  he  signs  it."  I  said,  "  If  Sands  signs  that,  if  you  are  telling 
me  the  truth  and  Sands  signs  that,  I  think  we  will  go  further  with 
this  matter." 

Well,  I  saw  Mr.  Schwarzkopf  and  Mr.  McCann  at  their  hotel,  the 
Lafayette,  the  following  morning,  and  Sands  had  not  signed  it,  but 
they  were  going  back,  they  claimed  that  they  had  not  seen  him,  that 
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he  was  not  in  his  office,  that  they  were  going  back  over.  And  I  went 
3ver  to  the  Department  of  Justice,  and  later  they  showed  up  in  my 
office  with  the  unsigned  affidavit,  and  I  asked  permission  to  photo- 
stat it,  which  was  done ;  and  later  they  went  back  to  Sands,  I  believe, 
and  left  the  original  with  him.  And  they  then  made  an  affidavit, 
the  two  of  them,  John  Schwarzkopf  and  Alfred  W.  McCann,  to  the 
effect  that  the  contents  of  this  affidavit  as  drawn  up  and  not  signed, 
were  based  upon  information  given  to  them  in  Sands's  office.  I  askea 
Mr.  McCann  what  he  proposed  to  do  aRout  it.  He  said  that  he  did 
not  know  just  what  he  would  do^  that  he  would  probably  make  it 
public  when  the  Downey  suit  against  the  New  York  Globe  came  to 
triaL 

And  after  that  matter  came  up  I  called  Mr.  Boiling  down  in  my 
office  again,  had  another  talk  with  Admiral  Benson,  and  called  Mr. 
Boiling  down  in  my  office,  and  told  him  that  Sands  had  made  a 
statement  of  this  kind.  I  went  up  to  Boiling's  office  with  him,  and 
read  over  the  statement.  Boiling  again  went  over  with  mo  all  the 
facts  that  he  had  previously  gone  over,  and  I  was  still  of  the  opinion 
that  Boiling  was  the  victim  of  attempted  blackmail.  Boiling  has 
the  appearance  of  being  a  much  younger  man  than  they  tell  me  he 
is ;  I  heard  some  one  say  the  other  day  that  he  was  40  years  of  age. 
He  does  not  look  that,  and  does  not   appear  to  be  that. 

I  went  back  and  talked  to  the  Admiral  about  it  afterwards. 

The  Chairman.  When  was  this? 

Mr.  Meehan.  This  was  in,  I  should  say,  some  time  around  the  1st 

of  June. 

The  Chairman.  This  year? 

Mr.  Meehax.  Yes ;  and  X  got  in  touch  again  with  this — I  talked  it 
over  with  Mr.  Fisher ;  and  we  both  were  a  little  bit  puzzled  about  the 
two  sets  of  notes,  the  Downey  notes  and  the  so-called — the  notes  that 
arose  in  connection  with  Robertson  and  Boiling 

The  Chairman.  Stock  brokerage? 

Mr.  Meehan.  Stock  brokerage  business;  so  I  sent  for  this  man 
Beckerly.  I  told  Beckerly  that  I  was  not  thoroughly  satisfied  with 
this  thing  and  I  wanted  him  to  deliver  to  me — Beckerly  told  me  that 
in  order  to — that  Sands  had  threatened  exposure  of  Boiling  and 
Robertson  unless  they  paid  him  $25,000  fee  for  acting  for  them  m  the 
brokerage  business. 

The  Chairman.  We  will  stop  for  a  few  minutes  and  take  a  short 

recess. 

(A  short  recess  was  here  taken.) 

The  Chairman.  Now,  if  you  will  proceed,  Mr.  Meehan. 

Mr.  Meehan.  Where  was  I?     ^ 

(Last  sentence  read  by  reporter^ 

Mr.  Meehan.  As  I  explained,  Beckerly  told  me  that  Sands  had 
threatened  exposure  of  Boiling  and  Robertson's  dealings  in  the 
brokerage  business  unless  he  was  paid  a  fee  or  commission  of  $25,000, 
and  in  order  to  avoid  the  payment  thereof  and  to  conceal  from  Sands 
certain  assets  of  the  companv,  that  Robertson  and  his  partner  had 
entered  into  a  contract  with  Beckerly  and  had  turned  over  to  Beck- 
erly as  a  dummy  all  of  the  assets  of  that  old  organization;  and  I 
told  them  I  would  be  very  glad  to  see  all  the  papers,  and  there  were 
some  things  in  question  with  them,  just  what  they  were  all  I  never 
could  get  the  straight  of  it ;  and  he  agreed  to  send  them  to  me. 
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The  Chairman.  Who— Beckerly  did  t 

Mr.  Meehan.  Beckerly.  And  after  Beckerly  left  my  office,  I  shad- 
owed him — ^had  him  shadowed.  He  agreed  to  say  nothing  to  Rob- 
ertson, Boiling,  or  anyone  else.  But  he  left  my  office  and  wen(b  to 
Boiling's  officQ.  He  was  in  Boiling's  office  for  perhaps  a  couple  of 
hours.  About  three  or  four  days  later  he  wrote  me  a  most  unusual 
letter,  something  to  the  effect  that  the  matter  I  was  investigating, 
affecting  Mr.  Robertson,  etc.,  why,  he  had  no  further  information, 
etc.,  on  it.  I  rather  felt  that  Beckerly  had  no  right  to  write  me  a 
letter  lijte  that  in  connection  with  an  investigation  of  men  occupying 
as  high  a  position  as  Mr.  Boiling  occupied  at  the  time. 

Another  step  I  took  after  talking  with — and  I  have  never  seen 
Beckerly  since. 

Another  step  I  took  after  talking  with  McCann  and  Schwarzkopf — 
McCann,  in  his  statement  to  me,  appeared  to  be  so  certain  that  this 
man  Fuller  had  been  framed,  as  he  put  it,  in  the  trial  at  Washington, 
and  that  he  was  not  a  crook ;  that  he  was  painted.  I  made  an  effort 
then  to  investigate  Fuller  independently,  to  see  if  there  was  any  truth 
in'McCann's  theory,  and  if  Fuller  was  a  man  any  credence  could  be 
placed  in.  I  was  informed  that  Fuller  at  one  time  was  a  director  of 
the  Washington  Hotel  Co.  I  knew  Mr.  Robert  Downs,  the  president 
of  the  company,  very  well,  and  have  known  him  for  a  number  of 
years,  when  he  was  manager  of  the  Shoreham  Hotel,  and  I  went  over 
to  Mr.  Downs's  hotel,  the  Washington,  and  spent  about^six  hours 
with  him,  and  Downs — from  what  Downs  told  me,  I  had  my  previous 
opinion  of  Fuller  fully  emphasized.  Downs  told  me  that  Fuller  had 
put  over  one  of  those  so-called  P.  D.  Armour,  jr.,  notes  on  him,  and 
that  independent  of  the  matter  that  Fuller  was  tried  on  in  court  he 
could  prove  that — he  thought  that  note  was  a  forgery;  anyhow,  he 
had  to  pay  it;  P.  D.  Armour  denied  it  and  Fuller  said  he  paid  $2,000 
on  it.  And  so  after  talking  with  Downs  I  talked  the  matter  over 
with  Mr.  Fisher,  and  I  am  of  the  opinion  that  I  would  hardly  be 
warranted  in  going  much  further  with  the  investigation  or  state- 
ments made  by  two  men  who  I  could  not  put  any  credence  in. 

The  Chairman.  Xow,  if  this  charge  was  true  did  you  expect  Mr. 
Boiling  to  tell  you  "  Yes,  I  did  this,"  and  "  I  shared  in  the  proceeds," 
when  you  went  to  see  him  ? 

Mr.  Meehan.  No  ;  but  you  can  tell  as  a  rule,  Mr.  Walsh,  I  think, 
in  dealing  with  people  of  that  kind,  when  they  are  talking  to  you, 
whether  they  tell  you  the  truth;  you  get  an  impression. 

The  Chairman.  Mr.  Boiling  did  tell  you  that  all  the  money  that 
he  ever  received  from  Mr.  Sands 

Mr.  Meehan.  Was  in  connection  with  his  house. 

The  Chairman.  In  connection  with  his  house? 

Mr.  Meehan.  Yes ;  but  I  would  like  to  say  here  that  the  statement 
contained  in  the  newspapers  Sunday  morning  as  emanating  from  Mr. 
Boiling,  in  which,  if  he  was  correctly  Quoted,  he  stated  that  Sands 
came  to  him  and  told  him  he  had  made  i^l,000  commission  in  connec- 
tion with  bending  machines  for  the  Downey  Co.,  and  offered  him 
$500,  and  that  later  he  took  $500  from  Sands  as  a  profit  on  the  house ; 
that  Mr.  Boiling  in  all  of  his  talks  to  me  made  no  reference  to  any- 
thing of  that  kind.  » 

The  Chairman.  That  is  the  first  time  you  ever  heard  of  it  ? 
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Mr.  Meehan.  The  first  I  ever  heard  of  it. 

The  Chairman.  Now,  did  you  talk  with  Mr.  Sisler? 

Mr.  Meehan.  No,  sir. 

T^e  Chairman.  Did  you  ever  hear  that  he  was  involved  in  this 
note  transaction? 

Mr.  Meehan.  Yes,  sir. 

The  Chairman.  But  you  never  talked  with  him? 

Mr.  Meehan.  No,  sir. 

The  Chairman.  Did  you  ever  talk  with  Mr.  Sands? 

Mr.  Meehan.  No,  sir. 

The  Chairman.  Did  you  ever  talk  with  Mr.  Fuller? 

Mr.  Meehan.  No,  sir. 

The  Chairman.  Did  you  ever  talk  with  a  Mr.  Musher? 

Mr.  Meehan.  No,  sir. 

The  Chairman.  Did  you  ever  confer  with  or  talk  with  any  official 
of  the  Title  &  Trust  Co!  of  Connellsville,  Pa.  ? 

Mr.  Meehan.  No,  sir. 

The  Chairman.  Or  the  Takoma  Park  Bank,  Washington  ? 

Mr.  Meehan.  No.  sir. 

The  Chairman.  Or  of  the  Hanover  Bank,  New  York? 

Mr.  Meehan.  No,  sir. 

The  Chairman.  Or  of  the  Com  Exchange  Bank,  New  York? 

Mr.  Mi^BHAN.  No,  sir. 

The  Chairman.  Or  Mr.  E.  E.  Gayno? 

Mr.  Meehan.  Not  about  this  matter. 

The  Chairman.  Not  about  this  matter? 

Mr.  Meehan.  N<x  sir. 

The  Chairman.  He  was  an  officer  of  the  Shipping  Board? 

Mr.  Meehan.  At  one  time  he  was  resident  auditor,  I  believe,  of  the 
Downey  plant. 

The  Chairman.  Where?    At  the  Downey  plant? 

Mr.  Meehan.  Yes. 

The  Chairman.  Or  to  Mr.  J.  F.  Overend,  of  Baltimore? 

Mr.  Meehan.  I  have  talked  with  Mr.  Overend  a  good  deal. 

The  Chairman.  About  this  matter? 

Mr.  Meehan.  Not  about  this  matter,  because  I  never  heard  before 
that  Overend,  or  Gayno  either,  knew  anything  about  the  alleged 
note  transaction. 

The  Chairman.  You  have  never  heard  that  these  two  members  of 
the  auditing  force  had  questioned  some  item  on  the  books  of  the 
corporation? 

Mr.  Meehan.  Well,  I  knew — yes ;  I  knew  that  they  had ;  that  is  a 
very  common  practice  for  the  resident  auditors  to  question  those 
items. 

The  Chairman.  You  knew  they  had  in  this  instance? 

Mr.  Meehan.  Yes,  sir. 

The  Chairman.  Of  the  Downey? 

J^r  ^^EEHAN    Yes  sir. 

The  Chairman.  And  that  it  totaled  $40,000  ? 

Mr.  Meehan.  No;  I  knew  nothing  about  this  amount. 

The  Chairman.  But  you  have  talked  with  Mr.  Murtaugh  about 
this  matter,  and  Mr.  John  Cranor? 

Mr.  Meehan.  No;  I  didn't  know  that  Mr.  Murtaugh  had  any 
knowledge  of  this  at  all  until  his  name  was  mentioned  here. 
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The  Chairman.  Or  any  officer  or  investigator  of  the  Department 
of  Justice  ? 

Mr.  Meehan.  Except  Mr.  Burke. 

The  Chairman.  Mr.  Burke? 

Mr.  Meehan.  Who  is  now  with  us. 

The  Chairman.  Who  is  your  superior? 

Mr.  Meehan.  Yes,  sir. 

The  Chairman.  Was  he  the  gentleman  who  made  the  investiga- 
tion for  the  Department  of  Justice? 

Mr.  Meehan.  No;  when  Burke  came  from  the  Department  of 
Justice  into  our  department,  I  took  this  matter  up  with  him  because 
I  never  reallv  considered  the  investigation  closed,  it  is  not  so  marked 
in  our  records. 

The  Chairman.  I  see. 

Mr.  Meehan.  It  is  not  an  easy  investigation,  fo«  a  good  many  rea- 
sons, and  I  took  it  up  with  Mr.  Burke  and  he  had  no  recollection  of 
it  in  the  Department  of  Justice  and  stated  that  he  would  look  it  up ; 
and  he  did  and  later  informed  me  that  a  very  thorough  investigation 
had  been  made,  and  that,  under  the  direction  of  Mr.  Huston  Thomp- 
son, as  Mr.  Boiling  had  informed  me,  Mr.  Thompson  informed  him 
that  he  reached  the  conclusion  that  it  was  an  attempt  to  blackmail 
on  the  part  of  Sands,  or  Sands  and  Fuller,  or  one  of  them,  or  someone 
related  to  those  transactions. 

The  Chairman.  Now.  as  a  matter  of  fact,  you  haven't  made  any 
investigation  yourself  oi  this  matter  at  all,  have  you,  Mr,  Meehan  ? 

^Ir.  SIeehan.  No  more  than  what  I  told  you. 

The  Chairman.  You  don't  call  that  an  investigation? 

Mr.  Meehan.  Well,  if  I  had  allegations  made  against  a  man  of 
any  standing  at  all,  and  the  allegations  came  from  crooks,  or  men 
that  have  been — or  are  under  indictment  for  violation  of  Federal 
statutes,  or  have  been  convicted,  why,  I  would  not  be  inclined  to  go 
as  far  with  an  investigation  of  that  tind. 

The  Chairman.  I  know,  my  question  is,  you  have  not  made  any 
investigation  as  such  ? 

Mr.  Meehan.  Well,  it  has  not  been  a  thorough  investigation,  per- 
haps. 

The  Chairman.  Well,  it  was  investigating  a  crooked  transaction, 
wasn't  it? 

Mr.  Meehan.  Yes ;  alleged  crooked  transaction. 

The  Chairman.  You  would  expect  crooks  to  be  connected  with  it, 
wouldn't  you? 

Mr.  Meehan.  Yes,  sir. 

The  Chairman.  And  yet  the  existence  of  these  notes  was  stated, 
and  you  have  never  even  seen  them. 

Mr.  Meehan.  No.  sir. 

The  Chairman.  Or  seen  records  of  them? 

Mr.  Meehan.  No;  I  would  like  to  say  right  in  that  connection, 
Mr.  Chairman,  that  Mr.  Fisher  has  known  Alonzo  Tweedale  for  a 
great  many  years  longer  than  I  have  known  him,  and  Mr.  Fisher 
told  me  that  Admiral  Benson  agreed,  that  he  felt  that  Mr.  Boiling 
was  not  guilty  of  anything,  but  was  the  victim  of  attempted  black- 
mail, he  tnought ;  I  talked  over  with  Mr.  Fisher  just  what  I  told  you 
here,  and  what  I  told  McCann  and  Schwarzkopf,  and  that  unless  they 
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had  some  corroborative  evidence  of  what  they  got  from  Fuller  and 
Sands,  on  account  of  the  character  of  those  men,  that  I  thought  it 
would  very  likely  be  an  injustice  to  go  any  further  with  the  matter 
because  a  Federal  investigator  going  around  inquiring  about  any 
person  has  a  tendency  to  reflect  upon  him,  and  I  didn't  feel  it  was 
justice  to  do  so  without  some  definite  information  from  a  person  of 
some  reliability. 

The  Chairman.  Well,  it  is  a  very  serious  charge  going  the  rounds, 
or  rumors  of  it  in  the  air 

Mr.  Meeiian.  Yes. 

The  Chairman.  That  a  member  of  the  Shipping  Board  had  par- 
ticipated in  the  division  of  commissions  for  the  awarding  of  a  con- 
tract, particularly  when  one  of  the  individuals  involved  happens  to 
be  a  brother-in-law  of  the  Chief  Executive  of  the  Nation. 

Mr.  Meehan.  Yes,  sir. 

The  Chairman.  And  if  a  thorough  investigation  is  made  by  the 
Shipping  Board  or  the  Department  of  Justice,  don't  you  believe  the 
person  against  whom  the  charges  have  been  made,  or  concerning  whom 
these  statements  have  been  circulated,  is  entitled  to  have  not  only  the 
utmost  publicity  to  the  effect  that  the  investigation  is  going  on,  but 
when  it  is  considered  that  if  he  is  innocent  that  he  should  oe  given 
the  findings  of  the  investigators,  which  should  also  be  given  publicity? 

Mr.  Meehan.  Yes ;  I  do  not  think — I  think  it  is  a  very  good  thing 
that  the  matter  has  come  out. 

The  Chairman.  Now,  Mr.  Meehan,  you  have  been  conducting  a 
great  many  investigations  for  this  Shipping  Board  and  Fleet  Cor- 
poration ? 

Mr.  Meehan.  Yes,  sir. 

The  Chairman.  Haven't  you  ? 

Mr.  Meehan.  Yes,  sir. 

The  Chairman.  And  you  have  known  a  great  many  charges  or 
statements  made  by  responsible  people  to  be  lacking  information  ? 

Mr.  Meehan.  Yes,  sir. 

The  Chairman.  And  you  have  ascertained,  as  a  result  of  your  work, 
that  many  charges  made  by  people  on  hearsay  could  never  be  sub- 
stantiated ? 

Mr.  Meehan.  Yes,  sir. 

The  Chairman.  And,  on  the  other  hand,  you  have  found  many 
charges  and  statements  made,  perhaps,  on  hearsay  to  have  been  well 
founded  ? 

Mr.  Meehan.  Yes,  sir. 

The  Chairman.  And  you  have  brought  to  book  many  improper 
transactions? 

Mr.  Meehan.  Yes,  sir. 

The  Chairman.  In  the  Shipping  Board  ? 

Mr.  Meehan.  Yes,  sir. 

The  Chairman.  Do  you  consider  that  this  investigation,  such  as 
has  been  made  by  the  Department  of  Justice,  by  Mr.  Huston  Thomp- 
son, the  interview  you  have  had  with  Mr.  Boiling  himself,  the  fact 
that  an  indictment  is  pending  against  Mr.  Sands,  tiaat  Mr.  Fuller  has 
been  found  guilty  of  uttering  some  forged  documents,  and  that  none 
of  these  other  parties,  so  far  as  you  Imow,  have  been  seen^  by  your 
department,  wno  might  have  knowledge  of  the  transaction,  is  a 
sufficient  investigation  for  you  ? 
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Mr.  Meehan.  I  was  informed,  Mr.  Walsh,  though,  that  a  special 
Assistant  Attorney  General  and  the  Department  of  J  ustice  had  made 
a  thorough  investigation,  and  at  the  time  I  knew  that  the  Depart- 
ment of  Justice — Mr.  Bishop  so  informed  me — had  bank  examiners 
in  there  in  charge  of  the  records ;  and  I  thought,  with  my  impression, 
talking  with  Boiling,  and  the  fact  that  these  statements  came  from 
these  two  men,  plus  the  fact  that  a  special  Assistant  Attorney  Gen- 
eral had  conducted  an  investigation,  that  plus  the  fact  that  liolling 
had  been  threatened  in  these  letters,  anonymous  communications  sent, 
that  it  would  be  an  injustice  to  go  further  with  the  investigation 
unless  you've  got  some  corroborative  evidence. 

The  Chairman.  Well,  you  heard  rumors  about  this  matter  from 
others  than  Mr.  Fisher  and  Admiral  Benson  and  Mr.  Tweedale  and 
Mr.  Boiling,  didn't  you? 

Mr.  Meehan.  Well,  particularly  from  Mr.  Fisher;  I  heard  them 
from  Mr.  Fisher. 

The  Chairman.  But  you  did  hear  them  from  others,  didn't  you? 
Mr.  Meehan.  After  1  went  to  Washington ;  yes,  sir. 
The  Chairman.  It  was  a  kind  of  a  vague  rumor  in  the  air? 
Mr.  Meehan.  No:  it  did  not  come — 1  did  not  think  it  was  gen- 
erally known  around  the  Shipping  Board. 
The  Chairman.  No. 

Mr.  Meehan.  And,  for  instance,  in  talking  with  the  admiral,  I 
found  that  the  admiral  had  already  been  advised  by  Mr.  Boiling, 
and  he  had  a  talk  with — I  am  not  sure,  but  I  talked  with  Judge 
Payne  about  it,  I  think  I  tqjked  with  Mr.  Gillen. 
I'he  Chairman.  You  did  talk  with  Gillen? 

Mr.  Meehan.  I  did  talk  with  Gillen — I  am  sure  I  did ;  Gillen  in- 
formed me  that  Boiling  had  talked  the  matter  over  with  him  and  he 
had  the  same  impression,  it  was  a  blackmail  scheme. 

The  Chairman.  And  so  far  as  the  files  of  the  Shipping  Board 
show,  in  your  department  at  least,  there  is  no  record  or  report  of  the 
investigation  that  was  made,  of  the  conclusions  that  were  reached,  is 
there  ? 

Mr.  Meehan.  Well,  there  is  a  record  showing  that  the  Department 
of  Justice,  according  to  statements  made  by  Mr.  Huston  Thomp- 
son, had  made  a  thorough  investigation,  under  his  direction,  and 
found  them  baseless;  and  at  the  time  they  had  bank  examiners  in 
charge  of  the  records,  and  I  considered  that  was  thorough,  at  least 
sufficiently  thorough,  without  the  matter  being  brought  up  by  such 
men  as  Sands  and  Fuller. 

The  Chairman.  This  Department  of  Justice  investigation  was 
made  several  months  ago? 

Mr.  Meehan.  More  tnan  a  year  ago. 
The  Chairman.  More  than  a  year  ago  ? 
Mr.  Meehan.  Yes. 

The  Chairman.  And  a  few  months  ago  you  undertook  to  look  into 
it  yourself  ? 

Mr.  Meehan.  Yes,  sir ;  and  found  that  the  Department  of  Justice 
had  made  this  investigation,  and  had  turned  back  to  Boiling  this 
anonymous  communication  which  was  addressed  to  McAdoo. 

.The  Chairman.  Now,  did  the  papers  in  this  Department  of  Jus- 
tice investigation  show  who  they  saw  or  what  they  found,  or  what 
is  the  report? 
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Mr.  Meehan.  Just  the  report  ? 

The  Chairman.  That  he  looked  into  this  matter,  made  a  thorough 
investigation,  and  concluded  that  those  charges  were  baseless;  that  it 
was  an  attempt  to  blackmail  Mr.  Boiling,  but  there  is  nothing  in  the 
report? 

Mr.  Meehan.  Yes.  sir. 

The  Chairman.  That  is  about  all  that  the  Department  of  Justice 
report  said? 

Mr.  Meehan.  Yes. 

The  Chairman.  Well^  you  have  had  experience  with  Department  of 
Justice  investigations  m  Shipping  Board  matters  before,  haven't 
you,  Mr.  Meehan? 

Mr,  Meehan.  Yes. 

The  Chairman.  You  have  investigated  some  matters  that  were  pre- 
viously investigated  hj  the  Department  of  Justice,  haven't  you? 

Mr.  Meehan.  Yes,  sir. 

The  ^^hairman.  You  found  that  the  Department  of  Justice  inves- 
tiffation  was  not  as  thorough  as  it  might  have  been  in  some  instances? 

^r.  Meehan.  As  affecting  the  Shipping  Board  in  some  cases ;  yes, 
sir;  but  I  think  that  is  easily  explained,  because  certain  things  we 
have  the  records  of  and  they  have  not. 

The  Chairman.  Yes.    In  this  case  you  have  the  records. 

Mr.  Meehan.  No,  no ;  they  have  the  records  in  this  case. 

The  Chairman.  What  is  that? 

Mr.  Meehan.  They  had  the  records  in  this  case. 

The  Chairman.  They  had  the  contracts  and  the  auditors'  reports  ? 

Mr.  Meehan!  Yes;  we  had  the  contra<5ts. 

The  Chairman.  The  Shipping  Board  had  those,  didn't  they? 

Mr.  Meehan.  Yes,  sir. 

The  Chairman.  The  auditor's  report? 

Mr.  Meehan.  Yes,  sir. 

The  Chairman.  Mr.  Boiling's  personal  file? 

Mr.  Meehan.  There  was  nothing  in  that. 

The  Chairman.  No;  but  they  had  it? 

Mr.  Meehan.  Yes. 

The  Chairman.  And  you  had  the  file  of  Mr.  Sisler,  the  secretary  ? 

Mr.  Meehan.  Yes. 

The.  Chairman.  In  the  employ  of  the  Shipping  Board  ? 

Mr.  Meehan.  Yes. 

The  Chairman.  And  Mr.  E.  E.  Gayno  and  Mr.  John  F.  Overend 
were  the  auditors? 

Mr.  Meehan.  As  I  say,  I  had  no  knowledge  at  all  until  to-day, 
that  there  was  any  claim  made  that  they  knew  anything  about  this. 

The  Chairman.  All  this  involved  a  corporation  building  ships  for 
the  Shipping  Board  ? 

Mr.  Meehan.  Yes. 

The  Chairman.  You  knew  that  the  Shipping  Board  presumably 
was  paying  them  money? 

Mr.  Meehan.  Yes. 

The  Chairman.  And  that  the  corporation's  account  was  subject 
to  audit,  insofar  as  the  ship  construction  went,  by  Shipping  Board 
officials  ? 

Mr.  Meehan.  Yes. 
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The  Chairman.  And  vou,  in  spite  of  all  this,  considered  that  after 
you  had  talked  with  Mr.  Boiling,  Mr.  Tweedale,  Mr.  Fisher,  and 
Admiral  Benson,  and  had  seen  the  report  of  the  Department  oi  Jus- 
tice, that  nothing  further  was  necessary  by  way  of  investigation? 

Mr.  !^l£EHAN.  Well,  I  told  you  that  I  never  considered  the  matter 
entirely  closed. 

The  Chairman.  I  see. 

Mr.  Meehan.  It  is  not  so  marked.  It  is  not  an  easy  investigation, 
and  while  I  believe  that  Boiling  was  the  victim  of  attempted  olack- 
mail,  I  am  not  overready  to  give  a  clean  bill  of  health  to  any  man. 
In  fact,  it  is  much  easier  to  convict  a  man  that  it  is  to  give  him  a  clean 
bill  of  health ;  but  we  have  on  more  than  one  occasion,  and  other  de- 
partments of  the  Government  that  had  investigation  work  to  do, 
been  severelv  criticized  because  an  investigator  will  naturally  bring 
to  the  attention  of  a  man's  neighbors,  or  his  bankers,  and  others  asso- 
ciated with  him,  the  very  fact  that  he  is  under  investigation,  and  it 
is  a  matter  that  is  calculated  to  reflect  very  seriously  upon  him,  and 
without  more  definite  information,  and  information  from  people  that 
I  believe  could  be  relied  upon,  I  did  not  feel  that  it  was  the  proper 
thinfi^  to  go  any  further.  As  I  said,  one  of  the  first  investigations 
handled  in  our  department  affected  Mr.  Sands,  in  connection  with 
the  Atlantic  Life  Boat  Co.  I  have  never  seen  Sands,  and  I  got  a 
very  definite  impression  that  time  of  the  character  of  the  man  I  nave 
convinced  myself  that  Sands  is. 

The  Chairman.  Well,  now,  do  you  think  th^at,  from  what  you  knew 
of  Mr.  Sands,  with  reference  to  the  Atlantic  Life  Boat  Co.  transac- 
tion, he  might  perhaps  be  the  kind  of  a  man  who  would  try  to  bribe 
a  Shipping  Board  official  for  the  purpose  of  getting  a  contract? 

Mr.  Meehan.  Yes,  sir;  that  is. 

The  Chairman.  And  he  also  mieht  be  the  kind  of  a  man  that  would 
say  that  he  tried  to  bribe  him  ana  hold  him  up  for  blackmail? 

Mr.  Meehan.  Yes,  sir. 

The  Chairman.  He  being  that  sort  of  a  man  that  might  try  to 
do  one  or  the  other  of  those  two  things,  from  what  knowledge  you 
were  able  to  glean  from  the  matter  you  formed  the  oninion  that  he 
did  not  try  to  bribe  any  Shipping  Board  officer  and  that  he  was 
trying  to  hold  Mr.  Boiling  up  for  blackmail? 

*Mr.  Meehan.  That  was  largely  based  on  these  anonymous  com- 
munications. 

The  Chairman.  Do  you  pay  much  attention  to  anonymous  com- 
munications, Mr.  Meehan? 

Mr.  Meehan.  In  a  case  of  this  kind,  Mr.  Chairman,  Fuller  had 
been  convicted,  Sands  was  under  indictment,  here  was  the  letter  that 
Boiling  had  written  Sands  declining  to  intercede  for  him,  and  this 
letter— this  anonymous  communication  that  I  have — was  addressed 
not  to  the  Attorney  General  as  an  honest  man  might  have  addressed 
it  if  it  was  his  purpose  to  advise  the  Government,  but  it  was  addressed 
to  a  man  whom  the  writer  had  every  reason  to  suspect  would  bring 
it  to  the  attention  of  Mr.  Boiling ;  it  was  addressed  to  Mr.  Mc Adoo, 
who  was  related  by  marrjage  to  Mr.  Boiling. 

The  Chairman.  Well,  now,  when  was  this? 

Mr.  Meehan.  That  was  some  time  in  1918  or  1919;  the  McAdoo 
letter  I  don't  remember,  but  I  can  get  the  letter  for  you ;  and  Tum- 
ulty  
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The  Chairman.  Can  not  you  state  which  year  it  was!  Fix  the 
year  ? 

Mr.  Meehan*  It  was  either  in  the  winter  of  1918  or  early  in  1919 ; 
I  would  like  to  be  more  definite. 

The  Chairman.  Don't  you  know,  as  a  matter  of  fact,  t^at  Mr 
Fuller  had  not  been  indicted  at  that  time  at  all  ? 

Mr.  Meehan.  Mr.  Fuller  was  indicted,  I  believe,  in  October,  1918 — 
no ;  1919, 1  guess  it  was. 

The  Chairman.  So  he  had  not  been  indicted  at  all  at  that  time? 

Mr.  Meehan.  No  ;  that  is  right. 

The  Chairman.  So  this  matter 

Mr.  Meehan.  Mr.  Fuller  was — what  I  was  driving  at  there — ^Mr. 
Fuller  was  the  informant  in  this  so  far  as  McCann  was  concerned, 
and  Fuller  and  Sands  had  had  relations,  and  Mr.  Fuller  had  tried  to 
give  McCann  the  impression,  according  to  McCann's  statement  to 
me,  that  he  had  given  Boiling  something  himself — the  report,  etc. 

The  Chairman.  The  '*etc."  might  have  been  a  can  of  talcum 
powder  or  other  little  toilet  accessories  that  are  put  in  these  com- 
plimentary packages;  you  know  that? 

Mr.  Meehan.  It  might  have  been.  What  is  Mr.  Fuller's  stand 
about  it  ?    I  didn't  hear  all  of  his  testimony. 

The  Chairman.  He  did  not  testify  as  to  that  at  all,  as  I  recall  it. 
As  a  matter  of  fact,  Mr.  Fuller  was  acquitted  on  the  charge  of 
forgery  and  was  found  guilty  on  the  count  of  uttering,  wasn't  he, 
Mr.  Meehan? 

Mr.  Meehan.  I  am  not  sure,  Mr.  Chairman,  just  which  count; 
but  I  know— — 

The  Chairman.  Well,  we  put  that  record  in;  that  shows  in  the 
certified  record  of  the  District  Court  of  the  District  of  Columbia, 
The  matter  was  not  undertaken  by  you  until  this  year,  was  it? 

Mr.  Meehan.  No;  about  April,  1920. 

The  Chairman.  The  transactions  are  alleged  to  have  occurred  in 
1918? 

Mr.  Meehan.  1918 ;  originally  in  1917  we  heard. 

The  Chairman.  In  1917? 

Mr.  Meehan.  Yes,  sir. 

The  Chairman.  Now,  I  think  that  that  is  all  for  the  present. 
Mr.  Kelley,  have  you  some  questions  ? 

Mr.  Kelley.  Mr.  Meehan,  when  did  you  first  come  into  possession 
of  the  information  that  there  were  four  $10,000  notes  involved  in 
this  transaction? 

Mr.  Meehan.  That  was  the  day  that  McCann  and  Schwarzkopf 
had  talked  with  Sands  in  Washington.  I  heard  perhaps  two  weets 
or  three  weeks  before  that  that  Fuller,  in  his  statement  to  McCann, 
made  a  week  before,  had  made  some  reference  to  three  or  four 
notes.  But  I  had  '  no  definite  information  until  the  day  that 
McCann  and  Schwarzkopf  came  in. 

Mr.  Kelley.  On  what  theory,  as  a  professional  man  in  your  capac- 
ity, would  the  Downey  people  give  four  notes  of  $10,000  each  which 
would  get  in  the  hands  of  Mr.  Sands? 

Mr.  Meehan.  Well,  I  expressed  my  opinion  to  the  general  coimsel 
of  the  Shipping  Board  to  the  effect  that  my  impression  was  that 
Downey  had  given  the  notes  to  Sands  for  the  purpose  of  having 
Sands  camouflage  the  standing  of  Downey's  Providence  concern 
and  thereby  mislead  the  Emergency  Fleet  into  believing  that  that 
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concern  had  more  financial  support  than  in  reality  it  had.  That 
was  my  impression,  and  after — ^tnere  is  a  reference  in  that  affidavit 
that  Schwarzkopf  drew  up  that  rather  indicates  that  there  might 
have  been  that  understanding,  and  Sands  was  very  particular  not 
to  have  it  in,  because  he  evidently  knew  the  national  banking  laws 
better  than  he  knew  some  of  the  other  laws.  Of  course,  that  is  only 
an  opinion. 

Mr.  Kelley.  That  would  naturally  lead  you  to  make  an  investiga- 
tion of  the  reports  that  had  been  made  to  the  Fleet  Corporation  by 
different  people  on  this  corporation  at  Providence,  the  Providence 
Engineering  Co.,  and  the  Downey  Shipbuilding  Corporation? 

Mr.  Meehan.  Well,  that  was 

Mr.  Kelley.  Now,  I  am  going  to  ask,  what  investigation  did  you 
make  of  the  reports  in  the  hands  of  the  credit  manager  on  this  corn- 
pan  v? 

Mr.  Meehan.  I  do  not  know  as  I  ever  saw  the  report  in  the  hands 
of  the  credit  manager  on  that,  but  we  have  made  quite  an  extensive 
investigation  of  Downey's  operations. 

Mr.  Kelley.  Starting  in  at  the  basis  of  this,  Mr.  Meehan,  I  do 
not  see  sow  you  could  avoid  trying  to  discover  just  where  the  squeak 
was  here. 

Mr.  Meehan.  Just  where  what  was? 

Mr.  Kelley.  The  squeak.  You  knew  where  the  grease  was  ap- 
plied, by  these  $10,000  notes  being  given  by  Downey.  He  must  have 
given  them  for  something. 

Mr.  Meehan.  Yes. 

Mr.  Kelley.  And  yet  you  did  not  investigate  the  credit  depart- 
ment? 

Mr.  Meehan.  Well,  that  was  in  1918,  when  that  contract  was  let 
down  there  by  the  Shipping  Board,  and  it  did  not  come  to  my  offict 
at  all  until  1920. 

Mr.  Kelley.  Yes.  Now,  when  you  were  called  into  the  case  in 
1920,  it  would  seem  as  though  the  first  thing  you  would  have  done 
would  be  to  inquire  what  would  be  the  necessity  in  the  first  place  for 
Downey  giving  $40,000  to  anybody  to  get  a  contract.  What  1  am  get- 
ting at  is,  did  you  make  that  inquiry  ? 

Mr.  Meehan.  No ;  I  did  not,  because  I  did  not  think  there  was  any 
necessity.  If  $40,000  were  given  to  Sands  for  procuring  a  contract — 
as  a  matter  of  fact,  I  can  not  believe  that,  because  contracts — the 
Emergency  Fleet  Corporation  at  that  time,  Mr.  Kelley,  were  prac- 
tically begging  people  to  take  contracts,  and  Downey  was  already  in 
the  shipbuilding  business^  and  we  let  many  contracts  to  people  who 
never  were  in  the  shipbuilding  business. 

Mr.  Kelley.  And  yet  you  do  not  know  whether  there  was  any 
adverse  report  on  this  corporation  or  not? 

Mr.  Meehan.  No;  but  I  know  one  thing;  I  know  we  let  people 
have  contract's  who  had  no  money  at  all,  many  of  them. 

Mr.  Kelley.  Yes ;  and  I  say  you  do  not  know  from  an  investigation 
whether  there  were  any  adverse  reports  on  this  concern  or  not, 
with  the  credit  department? 

Mr.  MiaBSHAN.  No;  I  do  not. 

Mr.  Kelley.  Do  you  not  think  that  would  have  been  a  very  nat- 
ural place  to  start  your  inquiry,  to  so  into  the  credit  department  and 
see  what  was  the  matter,  what  blocKed  this  contract  ? 
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Mr.  Meehan.  Well,  we  have  independent 

Mr.  Kelley.  As  bearing,  you  understand- 


Mr.  Meehan.  Well,  independent  of  this  question 

'Mr.  Kjslley.  Just  a  moment;  as  bearing  upon  the  question  as  to 
whether  or  not  anybody  had  received  $40,000  ? 

Mr.  Meehan.  Well,  if  Sands  received  $40,000,  it  would  not  be  any 
funeral  of  the  Fleet  Corporation  if  Boiling  did  not  get  any  of  it.  It 
he  did  not^turn  around  and  charge  it  back  up  to  us,  and  that  matter 
was  taken  up  with  the  district  comptroller  here,  and  the  general 
auditor's  office,  and 

Mr.  KELiiEY.  You  would  not  want  the  situation  to  arise,  would  you, 
where  it  would  be  necessary  for  anybody  to  spend  $40,000  to  get  a 
contract  from  the  Fleet  Corporation? 

Mr.  Meehan.  No ;  but,  Mr.  Kelley,  that  is 

Mr.  Kelley.  Now,  there  must  have  been  some  reason  why  they 
could  not  get  a  contract,  if  they  paid  $40,000  to  get  one ;  is  that  not 
true  ? 

Mr.  Meehan.  Well,  there  is  no  allegation  that  Mr.  Downey  paid 
anything  to  get  his  $15,000,000  contract,  the  first  one. 

Mr.  I&LLEY.   No. 

Mr.  Meehan.  But  there  are  a  great  many  shipbuilding  corpora- 
tions who  had  lawyers  and  other  representatives  in  Washington  to 
whom  they  paid  money  for  looking  out  for  their  interests  there. 

Mr.  Kelley.  But  after  Mr.  Downey  had  taken  one  contract  from 
the  Government  he  did  not  need  this? 

Mr.  Meehan.  No  ;  that  is  the  reason  I  do  not  believe  he  paid  Sands 
$40,000  for  procuring  a  contract. 

•Mr.  Kelley.  Well,  here  is  evidence  here,  is  there  not,  that  these 
notes  were  paid  ? 

Mr.  Meehan.  Well,  Sands  is  not  very  definite  as  to  whether  it  was 
altogether  for  procuring  the  contract. 

Mr.  Kelley.  Well,  you  knew  it  was  paid  by  Downey  for  some- 
thing? 

Mr.  Meehan.  Yes. 

Mr.  KJELLEY.  And  Downey  was  a  shipbuilder? 

Mr.  'Meehan.  Yes. 

Mr.  Kelley.  And  Sands  was  a  crooked  banker  in  Washington? 

Mr.  Meehan.  Yes. 

Mr.  Kelley.  You  knew  all  that? 

Mr.  Meehan.  Yes. 

Mr.  Kelijey.  And  still  you  did  not  inquire,  although  Mr.  Sands' 
report  to  the  board,  to  the  credit  man,  was  made  upon  the  day  that 
this  contract  was  granted,  or  was  signed? 

Mr.  Meehan.  Well,  I  did  not  know. 

Mr.  Kelley.  You  could  have  found  that  out  if  you  consulted  the 
filesj  could  you  not,  of  the  credit  department  ? 

Mr.  Meehan.  Yes ;  but  I  never  heard  until  to-day  that  Sands  had 
written  any  such  letter. 

Mr.  Kelley.  Why  did  you  not  go  to  the  credit  department  and 
see  what  w.as  the  matter  with  this  contract  of  the  Downey  people? 

Mr.  Meehan.  Well,  I  didn't 

Mr.  Kelley.  Then  you  would  have  found  Sands'  letter  there, 
would  you  not? 
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Mr.  Meehak.  I  had  no  reason  to  think  there  was  anything  wrong 
with  the  letting  of  a  contract  to  Downey,  therefore  I  did  not  go  ta 
the  credit  department,  because 

Mr.  EjiLLET.  Although  you  knew  that  Downey  had  paid  Sands,  a 
broker  on  the  outside,  ^W),000  in  notes  ? 

Mr.  Meehan.  Well,  I  knew  that  the  allegation  was  made  to  that 
effect,  yes. 

Mr.  *Kei4Lby.  Well,  that  was  the  basis  of  all  this  discussion,  was 
it  not? 

Mr.  Meehan.  Yes. 

Mr.  Kelley.  You  knew  that  was  a  fact? 

Mr.  Meehan.  I  knew  that  the  charge  was  made. 

Mr.  Ket.t.ey.  Well,  did  you  not  know  these  notes  were  in  ex- 
istence? 

Mr.  Meehan.  Yes;  I  knew  that — ^I  believed  they  were  in  exist- 
ence. 

Mr.  Kelley.  At  least  you  could  easily  have  found  that  out  from 
Mr.  Fisher,  could  you  not  ? 

Mr.  Meehan.  Yes ;  I  did  not  doubt  that  at  all.  •  I  believed  they 
were  in  existence,  but  unless  that  was  charged  up  to  us  it  would  not 
affect  the  Fleet  Corporation  at  all. 

Mr.  Kelley.  Well,  it  would  make  a  great  difference  whether  the 
credit  man  in  your  Fleet  Corporation  was  requiring  Mr.  Sands  to 
furnish  a  letter  on  the  day  the  contract  was  written  ? 

Mr.  Mesehan.  But  I  did  not  know  that  until  to-day. 

Mr.  Kelley.  That  is  what  I  am  getting  at.  Why  did. you  not  50 
to  the  credit  department  to  find  out  what  was  the  matter  with  thia 
contract? 

Mr.  Meehan.  Well,  but,  Mr.  Kelley,  it  was  not  customary  to  do- 
that. 

Mr.  Kelley.  This  was  a  different  sort  of  a  case. 

Mr.  Meehan.  There  were  hundreds  of  contracts  let  to  people  who 
had  no  money,  people  who  had  no  credit  at  all.  If  they  were  struc- 
tural iron  contractors  and  could  get  together  an  organization  that 
the  Fleet  Corporation  though  might  build  ships,  why,  they  got  the 
contract. 

Mr.  Kelley.  I  do  not  know  as  we  quite  come  together  on  this,  Mr. 
Meehan,  because  you  are  an  experienced  man  in  this  line  and  1  am 

a  novice  at  it. 

Mr.  Meehan.  I  know  what  you  are  driving  at,  and  here  is  the 
point:  If  it  had  been  customary  to  let  no  contract  until  after  the 
credit  department  had  been  satisfied  of  the  fii^p^ncial  standing  or  the- 
man  who  desired  a  contract,  then  it  mi^ht  have  been  an  easy  and  a 
natural  thing  for  me  to  go  to  the  credit  department;  but  that  was 
not  the  ordinary  procedure.  Contracts  were  let  to  people  who  had  no 
financial  standing,  and  I  do  not  think  I  went  to  the  credit  depart- 
ment very  often  on  anything. 

Mr.  Kelley.  Well,  suppose  these  reports  in  the  credit  department 
were  all  favorable  to  the  Downey  people;  then  on  what  theory 
would  Mr.  Downey  pay  $40,000  to  Mr.  Sands  to  help  him  get  the 
contracts  or  help  him  bolster  up  his  credit? 

Mr.  Meehan.  Well,  my  theory  is  that  the  $40,000  was  paid  to 
Sands  for  giving  him  that  standing  in  his  bank,  letting  him  have 
$100,000  apparently  on  deposit  when  he  did  not  have  it. 
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Mr.  Kelley.  Did  you  inquire  at  the  bank  to  find  out  when  that 
credit  was  placed  there  to  the  credit  of  the  Downey  people? 
Mr.  Meehan.  Yes,  sir. 
Mr.  Keluey.  When  was  that? 
Mr.  Meehan.  About  the  time  the  contract  was  let. 
Mr.  Kelley.  Did  you  not  hear  Mr.  Sands  testify  here  to-day  that 
it  was  in  July? 
Mr.  Meehan.  Something  like  that 

Mr.  Kelley.  And  this  contract  was  let  on  the  14th  of  March? 
Mr.  Meehan.  Yes. 

Mr.  KjELLEY.  Well,  how  do  you  explain  that? 

Mr'  Meehan.  Well,  he  had  agreed  to  go  into  the  deal  with  him, 
and  when  the  notes  were  given,  1  do  not  think — ^the  notes  were  dated 
in  March. 
Mr.  Kelley.  March  15  ? 
Mr.  Meehan.  March  16. 

Mr.  Kelley.  The  day  after  the  contract  was  awarded  ? 
Mr.  Meehan.  Yes.    Well,  Sands  had  not  collected  the  money  at 
that  time,  and  it  takes  some  little  time  to  put  a  deal  through.    Of 
course,  I  am  testi^ng  here  to  a  lot  of  opinion. 

Mr.  Kelley.  What  I  am  getting  at  is,  why  you  did  not  inquire  into 
this  thing  from  the  very  source  of  the  trouble  ? 
Mr.  Meehan.  The  credit  department — I  have  tried  to  explain  to 

you  that  we  practically  had  no  credit  department,  Mr.  Kelley,  and 

Mr.  Kelley.  Well,  here  are  reports,  Mr.  Meehan. 
Mr.  Meehan.  Yes ;  I  know. 

Mr.  Kelley.  Here  are  reports  that  they  sent  out.    Mr.  Radford  was 
at  the  head  of  the  contract  division,  was  he  not,  at  that  time?    Do  you 
remember  Mr.  Radford  ? 
Mr.  Meehan.  No. 

Mr.  Kelley.  You  do  not  know  him  at  all? 
Mr.  Meehan.  No. 

Mr.  Kelley.  You  do  not  know  where  he  is  now  ? 
Mr.  Meehan.  No.    He  was  the  head  of  the  contract  department  ? 
Mr.  Kelley.  He  was  at  the  head  of  the  contract  department. 
Mr.  Meehan.  Of  the  Shipping  Board  or  the  Fleet  Corporation  ? 
Mr.  Kelley.  Well,  whoever  let  the  contract. 

Mr.  Meehan.  The  Shipping  Board,  I  guess.  It  was  let  in  Wash- 
ington. Not  the  head  of  our  contract  department ;  I,  was  with  the 
Fleet  Corporation  at  Philadelphia  until  1920. 

Mr.  Kelley.  No  ;  this  was  the  Fleet  Corporation ;  he  was  with  the 
Fleet  Corporation.       « 

Mr.  Meehan.  A  man  named  Ferris  was  head  of  the  contract  de- 
partment of  the  Fleet  Corporation. 
The  Chairman.  Mr.  Kelley,  will  you  permit  a  question  here  ? 
Mr.  Kelley.  Yes. 

The  Chairman.  You  say  that  contracts  were  awarded  to  men  who 
had  no  money,  no  financial  resources  ? 
Mr.  Meehan.  Yes,  sir. 

The  Chairman.  And  also  to  men  who  had  no  money,  no  financial 
resources,  and  no  shipyards,  no  plants? 
Mr.  Meehan.  Yes,  sir. 

The  Chairman.  And  in  such  cases  the  Fleet  Corporation  financed 
the  operation  ? 
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Mr.  Meehan.  Yes,  sir ;  in  nearly  all  cases.  Nearly  all  the  ship- 
building operations  were  financed  by  the  Fleet  Corporation.  Even 
corporations  that  have  money,  that  have  financial  standing,  they 
really  had  their  shipbuilding  operations  financed  directly  by  the 
Fleet  Corporation. 

The  Chairman.  Well,  it  was  necessary  owing  to  the  emergency, 
was  it  not  ? 

Mr.  Meehan.  I  think  so ;  yes,  sir. 

The  Chairman.  There  perhaps  might  have  been  a  little  more  dis- 
cretion used,  in  your  judgment? 

Mr.  Meehan.  In  peace  times  I  am  sure  there  would  have  been, 
but  the  cry  then  was  for  ships.  A  man  who  had  a  reputation  for 
building  big  buildings  in  Baltimore,  for  instance,  we  would  give  a 
contract  for  building  wood  ships;  and  take  a  structural-steel  man, 
an  erector  in  Chicago,  he  could  get  a  contract  for  building  steel  ships, 
because  we  had  very  few  shipbuilders  in  those  days.  But  I  know  we 
had  scores  of  contractors  who  had  no  finances  at  all. 

The  Chairman.  There  is  just  one  further  question.  Do  you  know 
of  any  contract  that  was  let  in  1918  that  was  not  first  investigated  by 
the  credit  department  of  the  Shipping  Board  ? 

Mr.  Meehan.  I  could  not  say,  because  I  had  no  connection  with 
the  Shipping  Board  in  1918. 

The  Chairman.  Well,  the  credit  department  of  the  Fleet  Corpora- 
tion in  1918 ;  do  you  know  of  a  single  contract  that  was  made  during 
that  year,  or  since,  that  was  not  first  looked  into  by  the  credit  depart- 
ment of  the  Fleet  Corporation  or  the  Shipping  Board  ? 

Mr.  Meehan.  Well,  I  was  not  in  Washin^n  in  1918.  I  do  not 
know  what  the  Shipping  Board  did. 

The  Chairman.  Well,  then,  confine  it  to  the  Fleet  Corporation? 

Mr.  Meehan.  But  my  impression,  Mr.  Chairman,  is  that  undoubt- 
edly they  did  not  make  such  investigations,  because  if  a  contract 
were  not  let  unless  a  man  applying  for  the  contract  had  certain 
financial  standing,  there  would  have  been  a  good  many  of  them 
never  would  have  gotten  contracts. 

The  Chairman.  I  mean  since  1918.  Mr.  Meehan  ? 

Mr.  Meehan.  Well,  in  1919  and  otner  years ;  yes* 

The  Chairman.  You  do  not  think  they  were  first  investigated  by 
the  credit  department  ? 

Mr.  Meehan.  I  do  not  think  so.  In  some  cases  I  know  they  were, 
Mr.  Chairman.  We  conducted  some  investigations,  and  I  know  that 
on  our  reports  some  contractors  wesfi  turned  down. 

The  Chairman.  Just  a  further  question.  Do  you  not  know  that 
there  are  instances  of  concerns  that  were  financially  able,  properly 
organized  and  equipped  to  build  ships  and  engines  that  were  unable 
to  secure  contracts  with  the  Shipping  Board? 

Mr.  Meehan.  Charges  have  been  made  to  that  effect ;  yes,  sir. 

The  Chairman.  You  do  not  know,  you  have  never  investigated  that 
to  find  out  if  that  is  so  ? 

Mr.  Meehan.  Well,  I  never  investigated  them  where  they  did  not 
get  a  contract,  no ;  unless  the  Shipping  Board  referred  it  to  me,  and 
we  made  an  investigation,  and  then  they  would  turn  them  down  on 
the  investigation. 
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The  Chairman.  That  is  all,  Mr.  Kelley.  Have  you  anything 
further? 

Mr.  Kelley.  Here  is  a  telegram  dated  the  12th  of  February,  1918, 
signed  by  Radford,  sent  from  Washington,  D.  C,  addressed  to  C.  S» 
Bookwalter,  115  Broadway,  New  Yonc: 

Home  office  Is  In  receipt  of  proposal  from  Providence  Engineering  Corpora- 
tion of  Providence,  R.  I.,  covering  construction  of  six  ocean-going  steel  tugs» 
150  feet  in  lengtii,  the  hulls  to  be  built  at  the  Kyle  &  Purdy  plant  at  City  Island, 
New  York,  the  engines  in  their  own  plant.  Please  investigate  both  these  plants 
and  report  by  wire  of  equipnien:,  organization,  etc.,  with  recommendation  as  to 
their  ability  to  carry  out  the  proposed  work. 

Hadfobd. 

That  was  on  the  12th  of  February  ? 
Mr.  Meehan.  Yes. 

Mr.  Kelley.  And  I  quote  this  paragraph,  which  is  the  gist  of  the 
answer : 

The  Providence  Engineering  Corporation  is  admirably  situated,  and  no 
doubt  will  be  equipi)ed  to  do  the  class  of  work  that  will  be  required  if  they 
receive  the  contracts,  and  the  writer  believes  that  they  will  be  in  a  position 
to  make  excellent  deliveries,  and  that  their  tools  and  equipment  is  far  above 
the  average.  The  shipping  facilities  are  excellent.  They  have  as  before  stated, 
a  siding  of  the  New  Haven  Koad,  and  there  are  three  steamship  lines  running 
to  New  York,  which  leaves  their  docks  near  this  plant.  There  is  no  doubt  In 
the  mind  of  the  writer  that  if  they  receive  the  contracts,  they  will  be  able  to 
give  them  prompt  attention,  and  that  they  will  give  satisfactory  i)erformance. 

Now,  after  receiving  that,  what  was  the  necessity,  in  your  judg- 
ment, of  Mr.  Downey  paying  $40,000  to  anybody  to  get  a  contract 
for  those  tugs? 

Mr.  Meehan.  I  do  not  believe  there  was  any  necessity,  and  I  do 
not  believe  yet  that  it  was  done  for  that  purpose. 

Mr.  Kelley.  Did  you  see  Mr.  Downey  and  find  out  what  those 
notes  were  given  for? 

Mr.  Meehan.  No,  sir. 

Mr.  Kelley.  Really,  Mr.  Meehan,  you  have  not  investigated  this 
case  at  all,  have  you  ? 

Mr.  Meehan.  Well,  I  have  told  you  exactly  what  I  did. 

Mr.  Kelley.  I  know ;  you  have  told  me.  what  you  have  done,  but 
really  now,  to  be  f)*ank  with  the  committee 

Mr.  Meehan.  It  is  iip  to  you,  Mr.  Kelley,  to  express  your  opinion. 
1  have  told  you  what  1  have  done.  I  am  informed  the  Department 
of  Justice  made  a  thorough  investigation  of  it  and  reached  a  con- 
clusion which  jibed  with  the  conclusion  that  I  had  reached,  knowing 
something  about  Mr.  Sands  and* something  about  Mr.  Fuller  from 
the  records. 

Mr.  Kelley.  Did  jou  inquire  into  the  question  of  loans  from  Mr. 
Sands  by  Mr.  BoUmg;  whether  Mr.  Boiling  made  any  loans,  so 
called,  from  itr.  Sands? 

Mr.^  Meehan.  That  Sands  loaned  Boiling  money? 

Mr.  Kjbllby.  Yes. 

Mr.  Meehan.  No.  I  told  you  what  Boiling  told  me.  The  only 
money  that  Boiling,  pardon  me,  stated  to  me  that  he  ever  got  out  of 
Sands  is  in  connection  with  the  payments  on  his  house.  I  think  Boil- 
ing did  say  that  he  had  from  time  to  time  borrowed  small  sums  from 
Sands,  said  that  he  had  known  Sands  for  years,  they  lived  near  each 
other. 
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Mr.  Kelley.  That  was  outside  of  the  Question  of  the  house? 

Mr.  Meehan.  I  think  he  said  that  he  nad  borrowed  small  sums  at 
various  times. 

Mr.  Kelley.  Mr.  Boiling  told  you  that  ? 

Mr.  Meehan.  I  think  so.  I  am  quite  sure  he  did ;  yes.  The  only 
thing  in  Boiling's  statement  that  he  had  not  told  me  was  the  $500 
proposition. 

Mr.  Kelley.  Well,  now,  why  did  vou  not  go  over  to  Mr.  Sands's 
office  and  ask  to  see  his  book,  to  see  now  much  those  loans  were  and 
when  they  were  made? 

Mr.  Meehan.  Well,  I  told  you  awhile  ago  that  my  reasons 

Mr.  Kelley.  If  you  really  wanted  to  connect  this  up  closely,  Mr. 
Meehan,  that  is  what  vou  ought  to  have  done,  is  it  not? 

Mr.  Meehan.  Well,  I  told  you  of  a  case  the  other  day  where  we 
were  criticized  by  Congressmen  because  we  investigated  a  man  in 
Boston. 

Mr.  Kelley.  Well,  we  criticized  both  ways,  I  admit  that. 

Mr.  Meehan.  Yes;  I  believe  you  are  right  on  that. 

Mr.  Kelley.  But  you  were  there,  of  course,  to  perform  your  duty, 
undoubtedly,  to  the  best  of  your  ability  ? 

Mr.  Meehan.  Well,  I  felt,  with  the  character  of  the  men  making 
the  allegations,  that  1  went  quite  as  far  as  you  or  anyone  else  in  a 
position  similar  to  Boiling  would  feel  that  a  public  investigator  had 
a  right  to  go. 

Mr.  Kelley.  Well,  now,  did  you  inquire  into  the  personal  relations 
between  this  very  desperate  man  that  you  speak  of  as  Mr.  Sands,  and 
your  very  estimable  man,  Mr.  Boiling;  whether  they  were  great 
friends  or  not? 

Mr.  Meehan.  I  was  so  informed  by  Mr.  Boiling  that  they  had  been 
close  friends  until  Sands  had  tried  to  get  him  to  go  to  the  President 
and  have  the  Attorney  General  call  off  the  indictment,  and  that  after 
that  thev  were  not  so  cordial. 

Mr.  Kelley.  Well,  now,  having  been  ^eat  friends,  these  two  men, 
and  one  of  them  a  crooked  man,  would  it  not  have  been  the  part  of 
prudence,  don't  vou  think,  on  your  part,  to  have  checked  over  these 
loans  that  Mr.  feolling  admitted  having  made  from  Mr.  Sands,  to 
see  what  they  were,  and  when  they  were  made,  and  whether  they 
corresponded  with  the  dates  of  the  cashing  of  these  notes? 

Mr.  Meehan.  Well,  I  may  not  be  as  good  a  judge  of  human  nature 
as  yourself  and  othere,  but  I  rather  felt,  as  I  said  before — Admiral 
Benson,  Mr.  Gillen,  and,  I  think,  Judge  Payne,  too,  felt — that  these 
stories  were  unfounded;  and  I  think  those  men  are  men  of  very 
calm  judgment.    I  think 

Mr.  Kelley.  Really,  what  your  investigation  was,  then,  was  this, 
that  Mr.  Boiling  is  a  high-type  man  and  Mr.  Sands  is  a  man  of 
questionable  probity? 

Mr.  Meehan.  No;  that  is  not  the  fact. 

Mr.  Kelley.  And  therefore  we  believe  that  Mr.  Boiling  had  noth- 
ing to  do   with  this  matter? 

Mr.  Meehan.  No  ;  I  have  not  said  that  at  all.  I  told  you  that  as 
far  as 

Mr.  Kelley.  And  Admiral  Benson  felt  the  same  way  ? 

Mr.  Meehan.  Admiral  Benson  felt,  and  so  told  me,  that  he  felt 
that  Mr.  Boiling  was  the  victim  of  attempted  blackmail. 
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Mr.  Kelley.  Well,  now,  he  got  that  probably  from  you,  did  he  not  ? 

Mr.  Meehan.  No. 

Mr.  Kelley.  Where  did  he  get  that? 

Mr.  Meehan.  Mr.  Boiling,  he  said,  went  to  him  when  he  was  first 
named  chairman  of  the  board  and  voluntarily  told  him  the  whole 
thing. 

Mr.  Kelley.  Then  he  got  it  from  Mr.  Boiling,  which  would  be 
one  step  nearer  the  source  of  information.  That  would  not  be  really 
sufficient^  would  it,  to  form  an  opinion  upon? 

Mr.  Meehan.  Well 

Mr.  Kelley.  One  might  have  that  view,  and  it  may  be  the  cor- 
rect view ;  I  am  not  saying  that  it  is  not. 

Mr.  Meehan.  It  may  be. 

Mr.  Kelley.  But  I  am  just  wondering  if  you  really  did  apply 
yourself  real  diligently,  with  all  the  avenues  that  are  open  to  you, 
to  find  out  whether  your  opinion  was  well  founded? 

Mr.  Meehan.  Well,  I  can  only  have  my  opinion,  Mr.  Kelley.  We 
had  a  good  many  other  things  besides  the  Boiling  ihatter  to  look 
into. 

Mr.  Kelley.  Oh,  yes,  no  doubt  of  that  ? 

Mr.  Meehan.  And  even  if  this  allegation  is  true,  I  think  some 
worse  crooks 

Mr.  Kelley.  Oh,  yes. 

Mr.  Meehan.  Aiid.  other  matters  to  go  into- 


Mr.  Keli^y.  It  very  often  happens  that  way — ^that  the  least  of 
the  offending  gets  the  hardest  treatment. 

Mr.  Meehan.  Yes. 

Mr.  Kelley.  And  I  presume  you  might  be  in  a  position  to  verify 
that,  even  still  more  than  the  committee. 

Mr.  Meehan.  I  believe  that  is  true. 

Mr.  Kelley.  So  you  did  not  attempt  to  check  up  the  question  of 
the  loans,  to  see  how  much  they  were,  to  Mr.  Boiling? 

Mr.  Meehan.  No. 

Mr.  Kelley.  And  you  do  not  know  now  whether  it  is  the  amount 
that  Mr.  Sands  says,  $1,800,  or  not? 

Mr.  Meehan.  I  do  not. 

Mr.  Kelley.  You  heard  Mr.  Sands's  testimony,  that  this  was  the 
method  of  handling  this  account :  He  credited  it  up  to  Mr.  Boiling, 
and  then  the  amounts  paid  out  was  in  the  nature  of  a  loan? 

Mr. I  Meehan.  Yes,  sir. 

Mr.  Kelley.  But  charged  against  the  proceeds  of  these  notes  ? 

Mr.  Meehan.  Yes,  sir. 

Mr.  Kelley.  You  did  not  ask  Mr.  Boiling  how  much  the  aggregate 
of  the  loans  was? 

Mr.  Meehan.  I  do  not  recall. 

Mr.  Kelley.  Then,  from  anything  that  you  might  have  obtained 
from  Mr.  Boiling,  even,  the  charges  of  Mr.  Sands — the  statement  of 
Mr.  Sands — might  be  true,  that  the  amounts  that  he  did  pay  on  this 
division  were  in  the  nature  of  loans,  Mr.  Boiling  having  admitted 
that  he  did  receive  loans? 

Mr.  Meehan.  Yes;  it  is  perfectly  plausible  that  Sands  may  be  tell- 
ing the  truth  and  Boiling  a  lie. 

Mr.  Blelley.  Well,  Boiling  told  you  the  same  thing,  did  he  not  ? 
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Mr.  Meehan.  Well,  no.  BoUinff  told  me — he  denied  that  he  ever 
had  any  talk  or  conversation  with  Sands  about  the  getting  of  the 
Downey  contract. 

Mr.  Kelley.  Oh,  yes. 

Mr.  Meehan.  And  I  think  he  told  me  at  that  time  his  relations  were 
not  extremely  cordial  or  intimate  with  Mr.  Sisler,  and  that  he  had 
known  Sands  for  years,  he  built  a  house  for  him,  and  that  Sands  gave 
him  a  note  for  it,  and  the  note  was  still  in  the  bank  there,  I  think, 
with  something  over  $1,000  due.  and  that  Sands  had  from  time  to  time, 
since  he  was  in  the  Shipping  I3oard  and  before  that,  made  payments 
on  the  notes,  and  during  the  period  of  years  that  he  had  known  Sands 
he  had  from  time  to  time  borrowed  money  from  Sands ;  that  he  had 
always  done  business,  or  for  a  number  of  years,  with  that  bank. 

Mr.  Kelley.  You  did  not  inquire  from  Mr.  Boiling  whether  these 
loans  had  been  p^id  back? 

Mr.  Meehan.  Yes ;  Boiling — I  imagine  that  Boiling  said  there  was 
still  an  outstanding  account  between  them,  I  think  something  over 
$1,000,  due  by  Sands,  which  I  think  Sands  admits;  that  is,  to  the 
extent  of  $900. 

Mr.  Kelley.  Well,  that  is  a  note. 

The  Chairman.  That  is  on  the  house. 

Mr.  Meehan.  That  is  on  the  house  matter;  yes. 

Mr.  Kelley.  That  is  not  due  now  until  next  December. 

Mr.  Meehan.  For  instance,  I  imagine  that  if  Boiling  borrowed 
$500,  when  a  payment  of  like  amount  came  due  on  the  note  it  would 
be  a  natural  thing,  if  Boiling  did  not  pay  it  back,  to  credit  it  on  the 
note.    I  don't  know. 

Mr.  Kelley.  Did  Boiling  tell  you  what  you  are  saying  now  ? 

Mr.  Meehan.  No. 

Mr.  Kelley.  You  are  just  saying  what  might  have  happened? 

Mr.  Meehan.  Yes;  but  I  say  that  he  borrowed  money  at  various 

times.  ...  ^ 

Mr.  Kelley.  As  to  the  Secretary  of  the  Shipping  Board,  Mr. 
Sisler,  when  did  he  leave  the  Shipping  Board  ? 

Mr.  Meehan.  About  a  year  before  1  went  to  Washington. 

Mr.  Kelley.  What  was  that  date  ? 

Mr.  Meehan.  I  went  to  Washington  in  February,  1920,  and  I 
think  he  left  there  in  the  spring  of  1919. 

Mr.  Kelley.  Yes. ,  Now,  of  course,  as  an  investigator  of  the  sit- 
uation, you  have  thoroughly  looked  up  all  the  papers  in  the  depart- 
ment bearing  in  any  way  upon  Mr.  Sisler's  leaving  the  board  and 
leaving  the  service  of  the  board  ? 

Mr.  aIeehan.  No  ;  I  have  not. 

Mr.  Kelley.  You  do  not  know  whether  he  was  discharged  or  not  ? 

Mr.  Meehan.  No. 

Mr.  Kelley.  Well,  I  should  have  thought  you  would  have  done 
that,  Mr.  Meehan. 

Mr.  Meehan.  Well,  the  same  thing  applies  to  that  as  to  what  I 
told  you  applied  to  Boiling.    I  had  no  information— — 

Mr.  Kelley.  You  do  not  know  but  what  he  was  discharged  ? 

Mr.  Meehan.  I  had  no  information  alleging  anything  against 
these  men  except  from  men  that  I  considered  to  be  crooks,  and  I 
thought  I  had  gone  as  far  as  a  man  was  justified  in  going. 
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Mr.  Kelley.  But  I  sav,  you  do  not  know  but  what  you  could  have 
found  in  the  records  or  the  Shipping  Board  evidence  that  he  had 
been  discharged,  maybe  for  some  offense ;  you  never  looked  up  to  see  ? 

Mr.  Meehan.  I  rather  think  if  he  was  1  would  have  heard  it. 

Mr.  Kelley.  But  you  did  not  look  it  up  to  see? 

Mr.  Meehan.  No  ;  he  was  out  a  long  time  before  I  got^there. 

Mr.  Kelley.  And  do  you  know  whether  he  resigned  voluntarily  or 
not? 

Mr.  Meehan.  I  do  not ;  no,  sir. 

Mr.  Kelley.  Never  inquired  into  that  ? 

Mr.  Meehan.  No,  sir. 

Mr.  Kelley.  Well,  as  to  Mr.  Sisler  you  did  not  make  any  investi- 
gation at  all  ? 

Mr.  Meehan.  No,  sir. 

Mr.  Kelley.  I  was  just  trying  to  get  into  the  record  who  signed 
this  report  that  I  read  from.  This  is  a  copy,  and  it  does  not  bear 
the  signature:  but  the  initials  in  the  comer  are  "A.  C.  W.,"  and  the 
title  is  "Assistant  district  officer." 

Mr.  Meehan.  That  was  Mr.  A.  C.  Wilkie. 

The  Chairman.  Mr.  Meehan,  do  I  understand  you  to  say  that 
Judge  Payne  seemed  to  be  satisfied  that  no  further 

Mr.  Meehan.  No  ;  I  said  that  I  rather  thought  Judge  Payne  had 
been  advised  of  this,  but  I  talked  with  Gillen  about  it,  and  with 
Admiral  Benson. 

The  Chairman.  Well,  I  am  asking  about  Judge  Payne  now.  Did 
you  ever  talk  with  him  about  it  ? 

Mr.  Meehan.  I  am  not  sure,  Mr.  Chairman. 

The  Chairman.  Did  you  talk  with  Mr.  Gillen  while  he  was  Judge 
Payne's  assistant? 

Mr.  Meehan.  Yes,  sir. 

The  Chairman.  And  did  you  get  the  impression,  from  what  Mr. 
Gillen  said,  that  there  was  no  necessity  of  making  any  further  in- 
vestigation ? 

Mr.  Meehan.  Well,  I  would  not  want  to  give  the  idea  that  Mr. 
Gillen  would  have  me  lay  off  the  investigation,  because  Mr.  Gillen 
is  not  that  type ;  but  I  ffot  the  impression 

The  Chairman.  Well,  when  you  talked  to  him,  what  was  it? 

Mr.  Meehan.  I  got  the  impression  that  Gillen  was  satisfied  that 
Boiling  was  straight. 

The  Chairman.  Well,  now,  did  you  get  any  suggestion  or  directions 
from  Mr.  Gillen  not  to  proceed  with  the  investigation? 

Mr.  Meehan.  No,  sir;  I  did  not. 

The  Chairman.  But  you  gained  the  impression  from  Mr.  Gillen 
that  Mr.  Boiling  was  all  right,  so  far  as  this  transaction  went? 

Mr.  Meehan.  Yes:  that  he  had  gone  over  it. 

The  Chairman.  Nothing  to  it? 

Mr.  Meehan.  Yes. 

The  Chairman.  That  he  had  gone  over  the  Department  of  Justice 

reports  ? 
Mr.  Meehan.  No  ;  he  did  not  say  that ;  that  he  had  gone  into  the 

matter. 
The  Chairman.  He  had  gone  into  it? 
Mr.  Meehan.  And  believed  Boiling  was  straight. 
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• 

The  Chaibman.  Boiling  was  all  rieht? 

Mr.  Meehan.  But  I  would  like  to  nave  it  appear  on  the  record,  if 
there  is  an^  criticistm  on  account  of  the  failure,  any  failure  to  in- 
vestigate this  thing  as  the  committee  feels  it  should  have  been  inves- 
tigated, it  is  not  because  of  anv  difection  or  intimation  or  suggestion 
that  came  from  anybody,  high  up  or  anywhere,  that  we  lay  off  the 
matter,  because  we  never  had  that. 

The  Chairmax.  All  right,  that  is  very  maoiaminous  of  you  Mr. 
Meehan;  but  we  will  ask  the  questions  and  m^e  up  our  conclusions, 
of  course. 

Mr.  Meehan.  Well,  I  wanted  that  to  so  in  the  record. 
'  The  Chairman.  Mr.  Gillen  had  a  talk  with  you  about  this  story, 
about  the  investigation  that  was  made,  did  he  not? 

Mr.  Meehan.  x  es,  sir. 

The  Chairman.  And  he  knew  that  the  Department  of  Justice  had 
investigated  it,  did  he  not? 

Mr.  Meehan.  He  had  been  informed ;  yes,  sir. 

The  Chairman.  Now,  did  Admiral  Benson  know  that  the  Depart- 
ment of  Justice  had  investigated  it?         ^ 

Mr.  Meehan.  He  had  been  informed  of  it ;  yes,  sir. 

The  Chairman.  By  whom? 

Mr.  Meehan.  I  do  not  know,  but 

The  Chairman.  Did  you  tell  him  so? 

Mr.  Meehan.  No;  he  knew  it. 

The  Chairman.  Well,  he  told  you  that  he  had  information  ? 

Mr.  Meehan.  Yes. 

The  Chairman.  Now,  did  he  suggest  that  no  further  investigation 
was  necessary? 

Mr.  Meehan.  No,  sir. 

The  Chairman.  Did  he  state  to  you  that  he  was  satisfied  that  Mr. 
Boiling  was  all  right  ? 

Mr.  Meehan.  les,  sir. 

The  Chairman.  Now,  when  you  first  looked  into  this  matter  Mr. 
Fuller  had  not  been  indicted,  had  he? 

Mr.  M^han.  Oh,  yes.  I  never  looked  into  it  at  all  until  March, 
1920,  and  I  believe  Fuller 

The  Chairman.  Never? 

Mr.  Meehan.  No ;  I  did  not  go  to  Washington  until  it  was  either 
February  or  March,  1920,  and  I  believe  Fuller  was  convicted  in  1919. 
I  never  heard  of  Fuller,  as  I  testified  here,  until  the  matter  came  to 
my  attention  of  McCann's  preparations  to  print  this  story  on  Boiling 
on  information  furnished  by  a  man  named  Fuller.  I  had  never  heard 
Fuller's  name  mentioned  up  to  that  time. 

The  Chairman.  Oh,  I  see.  Well,  now,  at  the  time  these  transactions 
were  alleged  to  have  taken  place  neither  Mr.  Fuller  nor  Mr.  Sands 
had  been  indicted,  had  they? 

Mr.  Meehan.  if o,  sir. 

The  Chairman.  Have  you  had  any  talk  with  Commander  Clements 
about  this  matter? 

Mr.  Meehan.  Yes,  sir. 

The  Chairman.  Was  there  any  suggestion  on  his  part  that  further 
investigation  was  unnecessary? 

Mr.  Meehan.  No  ;  I  do  not  think  anything  Commander  Clements 
said  would  be  interpreted  that  way. 
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The  Chairman.  Have  you  had  any  talk  with  Mr.  Bailey? 

Mr.  Meehan.  No  ;  we  do  not  take  matters  up  with  Mr.  Bailey.  We 
go  direct  to  the  chairman  or  the  executive  assistant  to  the  chairman. 

The  Chairman.  You  have  not  talked  with  Mr.  Bailey  about  this 
matter? 

Mr.  Meehan.  I  do  not  think  I  have.  If  I  have  ever  talked  to 
Bailey  about  it,  it  would  only  be  incidentally  and  because  Bailey 
spoke  to  me  about  it;  but  we  never  make  reports  to  Mr.  Bailey  on 
these  investigations. 

The  Chairman.  Well,  have  you  had  any  talk  with  Mr.  Boilings 
about  this  matter  since  the  committee  began  its  inquiry? 

Mr.  Meehan.  No,  sir. 

The  Chairman.  Have  you  had  any  talk  with  Mr.  Boiling  about 
any  matter  since  the  committee  began  this  inquiry? 

Mr.  IM^HAN.  No,  sir;  I  have  not  seen  Mr.  Bomng. 

The  Chairman.  Did  you  have  a  talk  over  the  telephone  with  some 
Shipping  Board  official  recently  from  Washington  and  give  out  an 
interview  ? 

Mr.  Meehan.  Yes,  sir. 

The  Chairman.  With  whom? 

Mr.  Meehan.  Col.  Goff. 

The  Chairman.  Col.  Goff? 

Mr.  Meehan.  Yes.  sir. 

The  Chairman.  Did  you  understand  you  were  talking  for  pub- 
lication? 

Mr.  Meehan.  Well,  I  talked  five  or  six  times  with  Washington, 
and  I  knew  that  the  colonel  was  going  to  get  out  a  statement,  or 
that  a  statement  was  going  to  be  given  out  in  Washington,  and  he 
wanted  information  from  me  because  I  was  at  this  end  of  the  line; 
and  he  said  he  was  getting  some  information  from  Mr.  Burke.  And 
so  I  told  him  in  a  general  way  what  I  had  done  on  it  and  the  im- 
pressions that  I  gained,  etc. 

The  Chairman.  Did  you  understand  that  you  were  talking  for 
publication  ? 

Mr.  Meehan.  Yes,  sir ;  that  it  would  be  used  in  a  statement  to  be 
given  out  in  Washington. 

The  Chairman.  Now,  did  you  state  that  Mr.  Fisher  had  made  a 
false  statement? 

Mr.  Meehan.  Yes,  sir. 

The  Chairman.  What  do  you  consider  as  false  that  Mr.  Fisher 
has  stated  ? 

Mr.  Meehan.  Well,  in  Mr.  Fisher's — in  that  book,  that  was — ^the 
part  you  quoted  the  other  daj^,  you  asked  Mr.  Fisher  what  he  had 
to  support  that.  Mr.  Fisher  nret  referred  to  the  Lake  Elkwood  case 
as  a  matter  that  had  not  been  investigated.  Mr.  Fisher  has  had 
access  to  our  files 

The  Chairman  (interposing).  I  am  asking  you  now  what  in  Mr. 
Fisher's — what  Mr.  Fisher  has  said  that  was  fsase? 

Mr.  Meehan.  That  statement  was  not  true — yes — ^that  we  had 
not  investigated  the  Lake  Elkwood  case  and  that  we  had  not  investi- 
gated this  matter  at  all. 

The  Chairman.  Then,  with  reference  to  this  case,  you  want  the 
committee  to  understand  that  you  have  investigated  the  Boiling 
matter,  do  you? 
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Mr.  Meehan.  I  liave  investigated  it  to  some  extent ;  yes. 

The  Chairman.  Oh,  to  some  extent  ? 

Mr.  Meehan.  Yes,  sir;  and  to  an  extent  that  satisfied  me  and 
Mr.  Fisher,  according  to  a  statement  Mr.  Fisher  made  to  Mr.  Twee- 
dale  and  also  made  to  Admiral  Benson  and  Mr.  Clements  in  my 
presence. 

The  Chairman.  Yes. 

Mr.  Meehan.  That  he  was  satisfied  that  Boiling  was  straight, 
and  I  felt  that  Mr.  Fisher,  in  bringijng  this  matter  up,  should  have 
showed  that  much  and  not  given  the  impression,  as  I  felt  that  his 
testimony  was  intended  to,  that  we  had  not  investigated  Boiling  be- 
cause of  Boiling's  connections. 

The  Chairman.  Did  you  hear  Mr.  Fisher  make  any  statemeint  to 
this  committee  that  this  investigation  had  not  been  made  by  the 
Shipping  Board  because  Mr.  Boiling  was  a  brother-in-law  of  the 
President  ? 

Mr.  Meehan.  No,  sir. 

The  Chairman.  Did  you  hear  him  make  any  statement  that  car- 
ried that  implication  ? 

Mr.  Meehan.  I  said  no ;  he  did  not  make  the  statement  nor  did  I 
put  it  that  way. 

The  Chairman.  Now,  this  transaction  took  place  from  March  to 
August  or  September,  1918  ? 

Mr.  Meehan.  Yes,  sir. 

The  Chairman.  Do  you  kjnow  of  a  single  investigation  that  was 
made  by  the  Shipping  Board  prior  to  192(>— by  the  Snipping  Board, 
I  mean? 

Mr.  Meehan.  No  ;  I  do  not. 

The  Chairman.  Do  you  know  of  any  investigation  that  was  made 
by  the  Department  of  Justice  prior  to  the  fall  of  1919? 

Mr.  Meeel^n.  I  do  not  know  the  date  of  ttie  Department  of  Jus- 
tice's investigation,  but  I  think  it  was  the  latter  part  of  1918  or  1919, 
or  early  part  of  1919. 

The  Chairman.  Did  the  Department  of  Justice  investigate  this? 

Mr.  Meehan.  Yes,  sir,  I  think  so ;  that  is  the  statement  made  by 
Mr.  Houston  Thompson. 

The  Chairman.  He  is  now  a  member  of  the  Federal  Trade  Com- 
mission? 

Mr.  Meehan.  Federal  Trade  Commission;  yes,  sir. 

The  Chairman.  Have  you  got  a  copy  of  his  report  in  your  files? 

Mr.  Meehan.  NojSir. 

The  Chairman.  W  here  is  his  report  ? 

Mr.  Meehan.  In  the  Department  of  Justice,  I  imagine. 

The  Chairman.  Did  you  not  say  he  reported  to  the  Shipping 
Board  ? 

Mr.  Meehan.  No.  The  report  was  signed  by  Mr.  Burke.  Mr, 
Burke  interviewed  Mr.  Thompson,  and  went  over  to  the  Department 
of  Justice  and  made  a  report  of  the  results  of  the  investigation  based 
upon  the  statements  made  to  him  by  Mr.  TTiompson. 

The  Chahiman.  Mr.  Meehan,  it  is  a  fact,  is  it  not,  that  the  investi- 
gation you  made  in  this  case  stopped  with  what  the  Department  of 
Justice  had  found  and  with  your  interview  with  Mr.  Tweedale  and 
Mr.  Boiling? 
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Mr.  Meehan.  And  the  admiral ;  yes,  sir. 

The  Chairman.  The  admiral  was  not  concerned  in  this,  was  he? 

Mr.  Meehan.  I  mean,  I  reported  to  the  admiral  all  the  same. 

The  Chairman.  Well,  it  stopped  then. 

Mr.  Meehan.  I  told  you  it  was  not  closed,  because  it  has  only  been 
recently  that  I  tried  to  get  this  additional  information  out  of  this 
man  Beckerly. 

The  Chairman.  And  Mr.  Beckerly,  so  far  as  you  know,  has  not 
any  more  to  do  with,  this  transaction  than  the  man  in  the  moon, 
has  he  ? 

Mr.  Meehan.  Mr.  Beckerly  is  very  friendly  with  Mr.  Boiling. 

The  Chairman.  Yes. 

Mr.  Meehan.  And  with  Mr.  Robertson. 

The  Chairman.  And  Mr.  Boiling  has  probably  got  a  dozen  other 
men  who  are  very  friendly  with  him,  but  they  do  not  know  anything 
about  this  transaction,  and  Beckerly  does  not,  does  he? 

Mr.  Meehan.  I  do  not  know. 

The  Chairman.  He  has  never  given  you  any  information  about  it, 
has  he  ? 

Mr.  Meehan.  I  got  the  information  from  Beckerly  that  they 
trusted  him  to  the  extent,  Boiling's  own  partner,  Bobertson,  of  turn- 
ing over  the  assets  of  his  brokerage  concern  to  him,  that  he  seen 
Beckerly  in  Boiling's  office  a  number  of  times,  and  Beckerly  has  been 
to  me  to  find  out  what  I  had  on  him,  and  I  thought  that  if  Boiling 
were  wrong  that  his  partner,  Robertson,  mi^ht  know  it;  and  even 
if  his  partner  Robertson  did  know  it,  that  Seckerly  might  be  able 
to  get  the  information  and  give  it  to  me. 

The  Chairman.  Do  you  consider  Mr.  Beckerly  in  the  same  class 
with  these  other  ffentlemen  ? 

Mr.  Meehan.  No,  sir. 

The  Chairman.  You  do  not? 

Mr.  Meehan.  No,  sir. 

The  Chairman.  But  thene  things  you  are  now  stating  are  conclu- 
sions that  you  reached  in  figuring  out  how  you  were  going  to  get  at 
this  thing? 

Mr.  Meehan.  You  have  to  do  that  in  all  these  cases. 

The  Chairman.  Sir? 

Mr.  Meehan.  You  have  to  do  that  in  all  these  cases. 

The  Chairman.  You  have?  • 

Mr.  Meehan.  Yes. 

The  Chairman.  Inquire  as  to  a  man  that  does  not  know  anytliing 
about  the  transaction  at  all  ? 

Mr.  Meehan.  He  is  very  close  to  Mr.  Boiling  and  close  to  Mr. 
Robertson. 

The  Chairman.  That  is  all  right.  Now,  what  about  it?  Did  he 
know  anvthing  about  this  transaction  ? 

Mr.  Meehan.  I  believe  he  does,  perhaps ;  but  I  have  not  got  any- 
thing out  of  him  yet. 

The  Chairman.  You  think  Mr.  Beckerly  knows  something  about 
it? 

Mr.  Meehan.  I  would  not  be  surprised  if  he  does. 

The  Chairman.  Do  you  know  where  he  lives? 

Mr.  Meehan.  He  is  connected  now  with  the  White  Haven  Ship- 
building Co.,  I  believe. 
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The  Chairman.  Where  is  that  ? 

Mr.  Meehan.  Somewhere  in  Maryland ;  I  have  forgotten  the  ad- 
dress. 

The  Chairman.  What  are  his  initials? 

Mr.  Meehan.  George  W»I  believe. 

The  Chairman.  George  W.  Beckerly  ? 

Mr.  Meehan.  Mr.  Fisher  has  his  name. 

The  Chairman.  You  say  the  Lake  Elkwood  matter  was  investi- 
gated by  the  Shipping  Board ! 

Mr.  Meehan.   \^  sir. 

The  Chairman.  By  whom? 

Mr.  Meehan.  Several  men  in  our  department. 

The  Chairman.  When? 

Mr.  Meehan.  Immediately  after  we  got  the  first  report  from 
Buenos  Aires  through  the  wtate  Department:  and  the  matter  was 
called  to  Admiral  Benson's  attention  and  Mr.  Foley's  attention,  and 
we  had  every  reason  up  to  that  time  to  regard  Mr.  Haeberle,  the 
American  consul  there,  as  a  high-type  man.  Mr.  Haeberle  has  as- 
sisted me  in  several  investigations,  but  we  have  had  various  com- 
plaints of  this  kind  down  there.  And  very  shortly  thereafter  Capt. 
Carden,  of  the  United  States  Coast  Survey  service,  was  sent  down  to 
represent  the  Shipping  Board,  and  other  representatives  were  sent 
to  Rio  and  all  those  ports  down  there ;  and  I  think  the  admiral  has 
taken  all  steps  possible  to  correct  the  things  complained  of  by  Capt. 
Chambliss,  if  Capt.  Chambliss  was  telling  the  truth  about  it,  although 
the  captain's  story  varies  considerably  from  the  story  that  came  to 
the  State  Department. 

The  Chairman.  Do  you  know  that  the  State  Department  made  an 
investigation  of  the  conditions  down  there  in  Rio  and  practically 
substantiated  every  charge  that  was  made  as  to  the  collusion  and 
mulcting  of  the  Shipping  Board  for  repairs  and  supplies  ? 

Mr.  Meehan.  It  did  not  substantiate  Capt.  Chambliss's  story. 
There  is  quite  a  divergence  there  between  Haeberle,  the  consul,  and 
Chambliss  on  that. 

The  Chairman.  Did  it  substantiate  the  story  of  Capt.  Elliott,  who 
was  put  into  jail  for  five  days? 

Mr.  Meehan.  I  do  not  recall,  offhand,  that  story. 

The  Chairman.  Did  the  Shipping  Board  investigate  that? 

Mr.  Meehan.  I  do  not  recall  that,  Mr.  Walsh, 

The  Chairman.  No. 

Mr.  Meehan.  We  have  investigated  a  good  many  of  those  things 
down  there,  and  I  believe  we  are  straightening  it  out.  I  do  not  think 
anybody  denies  we  were  just  pretty  generally  robbed  down  there  for 
many,  many  months. 

The  Chairman.  Did  you  make  some  other  statements  with  Refer- 
ence to  this  investigation  to  Col.  Goff  ? 

Mr.  Meehan.  Yes,  sir. 

The  Chairman.  What  did  you  say? 

Mr.  Meehan.  Well,  I  said"  among  other  thing^,  that  one  of  the 
reasons  that  I  had  not  gone  any  further  on  this  thing  was  because  of 
the  connection  of  John  Schwarzkopf  with  him,  and  that  Schwarz- 
kopf— ^I  explained  to  the  colonel  when  I  first  met  Schwarzkopf,  and 
he  came  into  my  office  in  Washington  and  represented  himself  as 
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gathering  information  for  a  committee — a  congressional  investigat- 
ing committee;  and  later  I  ascertained  that  Mr.  Schwarzkopf  was 
connected  in  Washington  with  Ludwig  Martens,  the  Russian  soviet 
ambassador,  and  that  I  had  found  that  not  only  in  the  Shipping 
Board  inquiry,  but  in  connection  with  various  other  matters  in  which 
attacks  have  come  through  the  press  on  various  other  matters  in  which 
ernment,  that  Mr.  Schwarzkopf  usually  appears,  and  that  at  the  time 
that  he  and  McCann  came  there  McCann  was  interested  in  this  matter 
because  of  a  suit  that  was  brought  against  his  paper,  and  that  I 
thought  that  on  account  of  Schwarzkopf's  general  activities  that  there 
might  be  something  sinister  about  this  entire  proposition. 

The  Chairman.  What  do  you  mean  by  "  this  entire  proposition  " — 
the  Sands  matter  and  Boiling? 

Mr.  Meehan.  Yesj^  and  Schwarzkopf's  connection  with  it. 

The  Chairman,  lou  made  no  statement  that  bolshevist  propa- 
ganda was  responsible  for  the  facts  which  were  brought  out  by  this 
committee  ? 

Mr.  Meehan.  Oh,  no ;  that  is  not  in  the  statement.  But  I  said  I 
believed  that  they  were  taking  advantage  of  it. 

The  Chairman.  That  who  were  taking  advantage  of  it? 

Mr.  Meehan.  That  the  bolshevists  were  taking  advantage  of  it 
.  lor  instance,  if  a  matter  involving  the  President's  brother-in-law 
would  be  meat  for  these  men.    I  do  not  doubt  that  it  is  a  matter  that 
is  already  eagerly  grasped  by  them. 

The  Chairman.  And,  for  that  reason,  do  you  not  believe,  Mr. 
Meehan,  that  there  should  be  some  determination  by  somebody,  some- 
where, with  utmost  publicity  given  to  it,  as  to  what  the  actual  facts 
are  with  regard  to  the  transaction  ? 

Mr.  Meehan.  Yes,  sir ;  I  think  1  told  you 

The  Chairman.  Yes,  sir. 

Mr.  Meehan  (continuing).  I  would  like  to  say  here  that  I  advised 
you  the  other  day  that  I  thought  it  was  the  proper  thing  to  hear  Mr. 
Sands;  that  if  Boiling  were  guilty,  I,  for  one,  was  in  favor  of  giving 
Sands  immunity  in  order  to  get  a  man  like  Boiling,  who  would  stoop 
to  a  thin^  like  that,  and  I  feel  that  way  to-day. 

The  Chairman.  And  that  was  in  a  conference  had  in  a  corner  of 
a  room  with  you  and  Mr.  Fisher? 

Mr.  Meehan.  Yes,  sir ;  and  I  would  like  to  say,  Mr.  Walsh,  that 
while  I  did  not  like  Mr.  Schwarzkopf's — a  great  many  of  his  activi- 
ties, I  do  not  want  to  do  him  an  injustice.  1  understand  he  is  going 
to  testify,  and  he  can  explain  better  what  his  relations  with  Mr. 
Martens  is ;  but  he  came  to  me  as  a  representative  of  a  congressional 
committee,  and  attempted  to  get  files  out  of  our  office. 

The  Chairman.  This  committee  ? 

Mr!  Meehan.  When  I  asked  him  point  blank  if  it  was  this  com- 
mittee, he  was  not  very  definite  about  it,  and  finally  it  looked  as  if  it 
might  be  anything  between  your  committee  and  the  Republican  na- 
tional committee.  And  finally  I  asked  him  what  connection  he  had 
with  Mr.  Hearst.  Schwarzkopf  professes  to  be  a  man  who  is  in- 
terested, in  addition  to  his  relations  with  Ludwig  Martens,  a  good 
Government  in  this  country,  and  I  am,  too ;  and  while  I  think  it  is 
w^ell  to  watch  men  that  are  hobnobbing  too  closely  with  these  men 
like  Martens,  I  would  not  say  anything  or  do  anything  that  would 
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for  one  instant  deter  the  committee  in  going  to  the  very  limit  in  show- 
ting  up  any  men  of  Boiling's  type,  and  even  higher  than  that,  because 
if  men  of  that  kind  are  guilty  they  are  the  ones  who  are  responsible 
for  bolshevism  in  the  country,  and  it  has  got  to  be  cleared  up. 

The  Chairman.  You  have  been  connected  with  this  department 
and  doing  work  of  this  character  lon^  enough  so  that,  in  the  language 
of  the  street,  you  are  "  from  Missouri."  AATien  a  charge  is  made,  you 
want  the  facts  before  jrou  make  a  finding. 

Mr.  Meehan.  Yes,  sir. 

The  Chairman.  And  when  you  find  facts  pointing  to  a  certain  con- 
clusion, before  you  are  satisfied  the  charge  is  ill  founded,  you  want  a 
prettj^  substantial  preponderance  of  the  evidence  shown  to  you  before 
you  come  to  a  different  conclusion  ? 

Mr.  Meehan.  Yes,  sir.  The  way  I  felt  about  this  matter  the  other 
day  was,  that  I  think  Alfred  McCann  will  publish  most  anything  of 
that  kind  that  he  gets  in  his  hands  if  he  is  nearly  within  the  law.  I 
think  Mr.  McCann  was  very  anxious  to  publish  that  because  of  this 
I>ending  Downey  suit,  and  I  felt  that  he  knew,  and  Mr.  Fisher,  too, 
that  it  was  quite  a  stab  at  the  reputation  of  a  man  who  generally  was 
respected  in  the  country,  and  a  stab,  almost,  at  the  President  himself, 
based  on  a  proposition  which  would  not  have  any  standing  in  a  court ; 
and  I  thought  it  was  a  matter  that  ought  to  be  further  investigated 
quietly,  in  order  to  get  some  corroborated  evidence. 

The  Chairman.  1l  ou  feel  that  perhaps  the  inquiry  which  this  com- 
mittee has  undertaken  has  precluded  the  ascertainment  cf  the  real 
facts  in  the  case? 

Mr.  Meehan.  No  ;  I  do  not. 

The  Chairman.  You  said  "quietly."    I  did  not  know  but  what 

Mr.  Meehan.  Yes ;  that  is  the  way  I  felt.  But  since  the  matter  has 
€ome  out  and  Mr.  Boiling  says  he  wants  an  investigation,  and  since 
it  has  come  out  I  have  rather  changed  my  opinion,  and  I  think  you 
will  be  able  to  either  disprove  it  or  establish  the  fact. 

The  Chairman.  You  have  given  your  statement  as  to  what  this 
payment  might  have  been  for.  I  want,  at  the  risk  of  repetition,  be- 
cause I  think  Mr.  Kelley  propounded  a  similar  inquiry,  to. ask  this: 
Assuming  that  there  was  no  question  as  to  the  financial  standing  of 
the  Downey  Shipbuilding  Corporation,  and  that  everythinjjr  was  sat- 
isfactory as  far  as  the  Shipping  Board  went  with  them,  the  reports 
they  had  got;  assuming  they  had  already  had  a  large  contract  for 
steel  cargo  ships,  and  assuming  that  there  was  no  need  to  canioufl  ige 
to  theextent  of  $100,000  bank  standing,  what  is  your  judgment  as  to 
why  this  $40,000  was  paid  through  notes  to  Tucker  Sands?  Will  you 
give  the  committee  the  benefit  of  your  judgment  on  that,  your 
opinion  ? 

Mr.  Meehan.  Well,  T  have  told  vou,  Mr.  Chairman,  what  1  was  led 
to  believe  by  information  that  T  had  obtained. 

The  Chairman.  I  am  assuming  that  that  is  all  wiped  aside:  that 

that  is  not  so. 

Mr.  Meehan.  In  view  of  the  present  proceedings.  I  would  prefer 

to  wait  to  pass  judgment. 

1  he  Chairman.  Very  well. 

Mr.  Keli^et.  Just  one  (juestion,  Mr.  ^leehan :  I  do  not  know  that 
i  oucrht  to  ask  you  this  question,  but,  in  view  of  your  opinion  of 
Mr.  Fuller 
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Mr.  Mebhan  (interposing).  I  never  saw  Mr.  Fuller  until  to-day. 

Mr.  Kblley.  I  judge  your  opinion  of  him  was  not  good • 

Mr.  Meehan  (interposing).  jBased  only  on  the  records  of  the  court 
and  my  talk  with  this  man  in  Washington  the  president  of  the  Wash- 
ington Hotel  Co. 

Mr.  Kelley  (continuing).  How  do  you  explain  his  reemployment 
by  the  Department  of  Justice  after  conviction  by  that  same  depart- 
ment ? 

Mr.  Meehan.  I  did  not  know  that  he  was  reemployed. 

Mr.  Kellby.  Did  you  not  know  that  four  months  after  he  was  con- 
victed that  he  went  back  and  worked  for  the  Department  of  Justice? 

Mr.  Meehan.  I  did  not  know  that  imtil  two  or  three  days  ago. 

Mr.  KEiiLBY.  Knowing  it  now,  what  is  your  opinion  ?  Does  that 
change  your  opinion  of  Mr.  Fuller? 

Mr.  Meehan.  My  attitude  on  that  would  be  just  like  it  was  ex- 
pressed to  you  and  the  chainnan  the  other  day  about  Mr.  Sands,  giv- 
ing him  immunity :  If  you  can  get  bigger  crooks  by  using  Mr.  Fuller, 
why,  I  say,  "  get  them  and  turn  him  loose."  That  is  what  I  would 
do.  It  has  been  done  a  good  deal,  and  I  think  it  is  the  right  way  to  do. 
I  hate  to  go  after  these  little  fellows  anyway  in  this  case. 

I  would  like  to  say  here  that  Mr.  Fuller  has  an  appeal,  and  while 
my  opinion  is  that  Mr.  Fuller  was  a  crook  was  based  on  the  fact 
that  he  was  convicted  of  a  crooked  deal  in  a  court  in  the  District  of 
Columbia,  and  I  had  no  reason  to  believe  but  what  the  conviction  was 
a  proper  one,  he  is  out  on  appeal  and  he  is  entitled  to 

Mr.  Kelley  (interposing).  You  do  not  know  from  investigation 
whether  or  not  the  Department  of  Justice  possibly  feels  that  there 
is  a  very  great  likelihood  of  a  reversal  in  the  higher  courts? 

Mr.  Meehan.  I  do  not  know  that. 

Mr.  Kelley.  You  did  not  inquire  into  that  to  determine  why  thev 
reemployed  him,  because  you  did  not  know  that  he  was  reemployed. 

Mr.  Meehan.  I  did  not  know  it. 

Mr.  Kelley.  But  if  you  had  been  looking  him  up  very  carefully 
you  would  have  ascertained  that  fact? 

Mr.  Meehan.  He  was  employed,  I  believe  he  said,  in  July. 

Mr.  Kelley.  Well,  for  several  months  after  he  was  convicted. 

Mr.  Meehan.  I  investigated  Mr.  Fuller,  I  think,  in  April  or  May, 
and,  as  I  said,  in  addition  to  this  indictment  I  went  to  a  man  in 
Washington  that  I  have  every  confidence  in,  Mr.  Robert  Downs,  of 
the  WaSiington  Hotel. 

Mr.  Kelley.  Still,  they  might  have  had  some  business  trouble 
which  would  have  led  to  an  adverse  report.  You  often  find  that 
among  business  men  who  have  trouble  in  business. 

Mr.  Meehan.  That  is  true. 

Mr.  Kelley.  Did  you  go  to  the  Department  of  Justice  to  find  out 
he  was  taken  back  because 

Mr.  Meehan.  He  had  not  been  taken  back  at  that  time.  I  believe 
he  said  he  was  employed  in  July. 

Mr.  Kelley.  July,  1920? 

Mr.  Meehan.  1920 — that  was  my  understanding.  My  investiga- 
tion was  made  in  April  or  May,  1920. 

Mr.  Kelley.  You  have  not  made  any  investigation  of  his  case 
lately  ? 

Mr.  Meehan.  No,  sir. 
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Mr.  Kelley.  And  when  was  he  convicted,  do  you  know  ? 

Mr.  Meehan.  I  believe  in  December,  1918. 

Mr.  Kelley.  Did  you  inquire  of  Mr.  Downs  whether  or  not  he  had 
had  some  financial  difficulties  or  disagreements  with  Mr.  Fuller? 

Mr.  Meehan.  That  was  what  I  got  from  Downs.  Downs  told  me 
that  Fuller  was  a  director  in  his  bank,  representing  P.  D.  Armour, 
who  had  invested  $100,000  in  the  construction  of  that  hotel. 

Mr.  Kelley.  What  bank  is  this,  Mr.  Meehan,  that  you  are  S{)eaking 
.of?    You  say  Mr.  Fuller  was  a  director  in  his  bank? 

Mr.  Meehan.  I  mean  hotel. 

Mr.  Kelley.  Oh,  yes. 

Mr.  Meehan.  And  that  Fuller  came  to  him  and  wanted  him  to 
discount  a  note  of  P.  D.  Armour,  jr.,  for  $10,000.  He  discounted  it, 
and  the  note  came  due,  and  much  to  his  surprise  young  Armour  did 
not  take  it  up  and  Fuller,  as  I  recall  it,  paid  $2,000  on  it  and  extended 
it,  and  later  it  became  due  again,  and,  I  believe,  was  renewed,  and 
Downs  told  me  that  Fuller  explained  that  he  had  to  go  down  to  some 
Army  camp  in  Virginia,  or  some  place  near  Washington,  to  see  young 
Armour  and  get  the  renewed  note,  and  the  following  morning  after 
telling  that  he  showed  up  with  the  renewal  and  that  he.  Downs,  had 
later  ascertained  that  it  was  an  impossibility  for  Fuller  to  have  seen 
P.  D.  Armour,  because  he  found  out  from  him  that  morning  that  he 
was  not  there  where  Fuller  claimed  he  was,  and  he  got  suspicious  and 
took  the  matter  up  with  his  bank. 

When  the  note  came  due  again  he  said  he  had  to  pay  it,  and  he 
lost  $8,000  on  it.  He  took  the  matter  up  with  P.  D.  Armour,  and 
Armour  denounced  it  as  a  forgerv  and  refused  to  pay  it.  Young 
Phil  Armour  so  denounced  it,  and  i)owns  said  at  that  time  he  found 
there  were  several  of  those  alleged  Armour  notes  in  banks  in  Wash- 
ington, and  I  believe  it  was  Downs  that  called  the  matter  to  the 
attention  of  the  Comptroller  of  the  Currency. 

Mr.  Kelley.  But  just  who  forged  these  notes  has  not  yet  appeared? 

Mr.  Meehan.  Not  that  note.  I  believe  they  tried  Mr.  Fuller  on  a 
charge  of  forging  and  uttering  forged  instruments  in  Washington, 
but  the  chairman  explained  that  he  was  acquitted  on  the  forgery 
charge. 

Mr.  Kelley.  And  found  guilty  only  of  uttering  a  forged  note  ? 

Mr.  Meehan.  Yes. 

Mr.  Kelley.  Has  the  information  which  has  come  to  you  through 
this  hearing  modified  your  attitude  to  such  an  extent  that  you  feel 
you  ought  to  inquire  into  the  Fuller  matter  more  to  determine  whether 
or  not  his  testimony  would  be  worthy  of  credence  ? 

Mr.  IMbxHAN.  les;  in  view  of  the  fact  that  the  Department  of 
Justice  saw  fit  to  reemploy  him,  and  it  was  the  Department  of  Jus- 
tice that  prosecuted  him,  1  would  be  inclined  to  believe  that  they  had 
reason  for  doing  that. 

Mr.  Kelley.   lou  would  want  to  know  what  that  was? 

Mr.  Meehan.  Yes. 

Mr.  Kelley.  You  do  not  know  now  ? 

Mr.  Meeha^^ .  No ;  I  do  not. 

The  CnAHtMAN.  The  committee  will  now  suspend  until  9.30  o'clock 
to-morrow  morning. 

(Whereupon,  at  5.57  o'clock  p.  m.,  the  committee  adjourned  until 
to-morrow,  Saturday,  November  27, 1920,  at  9.30  o'clock  a.  m.) 
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Select  Committee  on  United  States 

Shipping  Board  Operations, 

House  of  Representatives, 
New  York,  November  27, 1920. 

The  committee  met  in  room  401,  United  States  post-office  building, 
at  9 :45  o'clock  a.  m.,  Hon.  Joseph  Walsh  (chairman)  presiding. 
Present  also :  Hon.  Patrick  H.  Kelley,  member  of  committee. 

TESTIMOmr  OF  ME.^  HABOLD  F.  HANES. 

The  witness  was  duly  sworn  by  the  chairman. 

The  Chairman.  What  is  your  name? 

Mr.  Hanes.  Harold  F.  Hanes. 

The  Chairman.  What  is  your  business  or  occupation  ? 

Mr.  Hanes.  I  am  employed  by  the  Emergency  Fleet  Corporation 
as  a  junior  examiner. 

The  Chairman.  Where? 

Mr.  Hanes.  At  the  present  time  in  New  York. 

The  Chairman.  In  what  department? 

Mr.  Hanes.  The  general  comptroller. 

The  Chairman.  Who  is  the  general  comptroller? 

Mr.  Hanes.  Mr.  A.  Tweedale. 

The  Chairman.  Do  you  report  to  him  directly  ? 

Mr.  Hanes.  Yes,  sir. 

The  Chairman.  And  of  what  do  your  duties  consist? 

Mr.  Hanes.  At  the  present  time  I  have  charge  of  the  investigation 
of  personnel  iin  the  repair  cost  audit  bureau  in  New  York,  particu- 
larly with  reference  to  the  time  and  material  checking. 

The  Chairman.  That  is,  you  are  in  charge  of  the  repair  cost  audit 
bureau  ? 

Mr.  Hanes.  I  am  in  charge  of  the  checkers,  the  time  and  material 
checkers. 

The  Chairman.  Do  you  know  anything  with  reference  to  the  com- 
mercial rates  here  in  ^lew  York  as  compared  with  previous  cost-plus 
rates? 

Mr.  Hanes.  I  have  information  from  auditors  in  the  repair  cost 
audit  bureau,  with  whom  I  have  talked,  that  the  commercial  rates  at 
present  in  vogue  in  the  port  of  New  York  are  higher  thajn  the  cost- 
plus  rates.  For  instance,  a  machinist  who  was  paid  by  the  repair 
company  80  cents  per  hour,  is  paid  for  by  the  ohipping  Board  at 
$1.87  or  $1,875  per  hour,  that  being  greater  than  the  50  per  cent  over 

the  cost  plus. 

The  Chairman.  Do  you  know  whether  that  is  confined  to  Shipping 

Board  work  or  |not  ? 

Mr.  Hanes.  I  do  not ;  no,  sir. 

The  Chairman.  It  may  be  that  repairs  done  on  privately  owned 
and  operated  ships  are  charged  for  at  the  same  rates? 

Mr.  Hanes.  It  may  be ;  yes,  sir. 

The  Chairman.  And  if  it  is,  of  course  the  Shipping  Board  are  not 
beinjr  discriminated  against? 

Mr.  Hanes.  No;  if  that  is  the  case,  why,  they  are  not;  no,  sir. 

The  Chairman.  Have  you  any  instances  in  mind  where  that  prac- 
tice has  prevailed  ? 

Mr.  Hanks.  The  practice  of  charging  $1,875? 
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The  Chairman.  Yes. 

Mr.  Hanes.  It  prevails  in  practically  all  the  repair  yards  in  the 
port  of  New  York.  I  understand.  I  have  information  that  it  pre- 
vails in  the  case  ot  Shewam  &  Co.,  Crane  &  Co.,  Morse  &  Co.,  the 
Atlantic  Basin,  Tietjen  &  Lang — practically  all  of  the  repair  yards, 
in  fact. 

The  Chairman.  Do  you  have  to  go  aboard  ships  ? 

Mr.  Hanes.  Yes,  sir. 

The  Chairman.  How  long  have  you  been  with  the  Shipping 
Board  ? 

Mr.  Hanes.  Since  June  5, 1919. 

The  Chairman.  And  \^ho  is  your  superior  officer  here  in  New 
York? 

Mr.  Hanes.  At  the  present  time  I  report  to  Mr.  M.  M.  McLaughlin, 
auditor  of  repairs. 

The  Chairman.  Do  you  know  anvthing  about  overcharges? 

Mr.  Hanes.  In  what  sense,  Mr.  Chairman  ? 

The  Chairman.  Well,  have  you  seen  a  copy  of  this  report  that  Mr. 
Fisher  and  Mr.  Eichardson  made  to  the  committee? 

Mr.  Hanes.  Yes,  sir. 

The  Chairman.  Will  you  turn  to  page  14,  subparagraph  (c),  as 
to  whether  under  the  new  agreement  overcharges  are  common  ? 

Mr.  Hanes.  Recently,  on  board  a  tug,  the  name  of  which  I  can  not 
recall,  at  Shewam  &  Co.'s  yard,  I  saw  about  eigbt  men  endeavoring 
to  work  in  a  room  which  was  about  4  by  4.  This  was  the  wireless 
room  of  the  tug,  and  they  were  trying  to  do  some  carpenter  work  in 
there,  and  they  were  in  each  other's  way:  in  fact,  there  were  only 
about  two  of  them  that  could  work  at  one  time.  In  addition  to  that,  1 
have  had  information  from  Mr.  Dalby — ^ — 

The  Chairman.  Who  is  he? 

Mr.  Hanes.  He  was  previously  a  time  checker  in  the  port  of  Nor- 
folk, and  also  was  sending  in  confidential  repofts  to  the  general  comp- 
troller as  to  the  repair  situation  in  that  port. 

The  Chairman.  What  is  he  now  ? 

Mr.  Hanes.  He  has  left  the  Shipping  Board.  The  information  I 
have  had  is  to  the  effect  that  he  li»d  seen  instances,  one  instance  any- 
way, where  the  Union  Iron  Works  at  Norfolk  had  12  men  hoisting 
ashes  out  of  a  hold;  that  is,  12  men  were  on  the  job,  only  three  or 
them  were  working. 

When  I  was  at  Norfolk,  doing  some  investigation  work  down  there, 
I  saw  a  bill  by  the  Burton  Machine  Works  for  $47.95,  which  was  for 
installing  a  hinge  on  a  galley  door  of  the  Steamship  Lake  Ontario. 
I  took  the  matter  up  with  Mr.  Blair,  chief  inspector  of  the  construc- 
tion and  repair  division  in  Norfolk,  and  he  told  me  that  the  hinge 
itself  was  worth  approximately  50  cents  and  that  it  should  not  have 
cost  more  than  $3  to  install  the  hinge.  What  they  had  charged  for 
was  for  the  work  of  a  machinist  and  helper,  and  they  had  taken  a 
piece  of  rough  steel  and  cut  this  hinge  out  instead  of  buying  it  at 
one  of  the  hardware  stores. 

Mr.  Kelley.  Is  that  the  $161  hinge  we  have  heard  about  before  ? 

The  Chairman.  That  is  another  steamer.  Do  you  know  anything 
about  charges  for  overtime  upon  the  Woya/^a  at  the  Union  Iron 
Works? 
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Mr.  Hanes.  The  steamship  Woyaca  was  in  the  port  of  Norfolk  ap- 
proximately three  months  during  the  winter  of  1919  and  1920.  Prac- 
tically the  whole  time  she  was  in  the  port  she  was  undergoing  some 
kind  of-  repairs.  The  work  was  let  to  the  Union  Iron  Works  on  a 
time  and  material  basis,  with  additional  supplementary  requisitions 
for  repairs  from  time  to  time.  One  particular  bill  was  a  charge  for, 
if  I  recall  correctly,  about  25  men  which  they  had  taken  to  the 
Woyaca^  which  was  laying  down  in  the  harbor,  on  one  Monday  morn- 
ing, starting  to  work  at  7.30  a.  m.  They  had  not  taken  these  men  off 
until  7.30  a.  m.  the  following  Monday  morning.  In  that  time  they 
had  charged  for  eight  hours  per  day  straight  time,  and  15|  hours  per 
day  at  double  time,  making  a  grand  total  of  39  hours  per  day  for  all 
of  the  men  for  the  seven  days. 

I  called  in  the  secretary  of  the  president  of  the  Union  Iron  Works, 
and  also  the  general  manager,  and  they  admitted  to  me,  in  the  pres- 
ence of  witnesses,  that  they  realized  that  it  was  impossible  for  these 
men  to  work  seven  days  straight,  working  straight  time  at  28J  hours 
per  day ;  that  they  knew  that  the  men  had  slept  on  the  job,  and  they 
.  realized  that  they  had  to  sleep,  but  that  they  understood,  from  their 
dealings  with  the  Shipping  Board,  that  that  was  the  custom  in  the 
port  of  Norfolk,  to  charge  that  way. 

The  Chaikman.  Well,  was  that  paid  for  at  that  rate? 

Mr.  Hanes.  It  had  already  been  paid. 

The  Chairman.  Do  vou  know  whether  any  refund  was  secured  t 

Mr.  Hanes.  Not  so  far  as  I  know. 

The  Chairman.  Do  you  know  anything  about  employees  or  offi- 
cers of  the  Shipping  Board  receiving  gifts,  presents,  bonuses,  com- 
missions, or  bribes  from  firms  that  were  doing  work  for  the  Ship- 
ping Board  or  the  Emergeflcy  Fleet  Corporation? 

Mr.  Hanes.  I  heard  Mr.  (5.  L.  Short,  an  officer  and  director  of 
the  Union  Iron  Work^  in  Norfolk,  admit  under  examination  by  Mr. 
W.  R.  Morton,  that  he  and  the  president  of  the  Union  Iron  Works 
has  presented  five  shares  of  stock,  of  a  par  value  of  $500,  to  Mr. 
Lester  George,  at  that  time  assistant  chief  inspector  of  the  Emergency 
Fleet  Corporation,  at  Norfolk. 

The  Chairman.  Five  shares  of  stock  of  what  ? 

Mr.  Hanes.  Of  the  Union  Iron  Works,  in  the  company.  Mr. 
Short  contended  that  these  five  shares  of  stock  were  given  to  Mr. 
George  in  recognition  of  past  services,  and  not  with  a  thought  of 
anything  for  the  future.  Mr.  Short  signed  an  affidavit  to  this  effect, 
as  did  also  the  president  of  the  company,  they  stating  that  they  had 
discussed  this  matter  previously  and  given  these  five  shares  of  stock 
as  a  result  of  a  conference. 

I  further  heard  Mr.  J.  Q.  H.  Smith,  the  president  of  the  Virginia 
Iron  Works,  admit  to  Mr.  Morton 

The  Chairman.  Is  that  at  Norfolk,  too? 

Mr.  Hanes.  Yes,  sir ;  admit  to  Mr.  Morton  on  examination  that  he 
had  presented  this  same  Mr.  Lester  George  with  a  Waltham  watch 
which  had  cost  him  approximately  $92  as  a  Christmas  present.  He, 
too,  contended  that  this  was  in  recognition  for  past  favors.  At  the 
same  time  Mr.  Smith  admitted  that  he  had  given  the  resident  auditor, 
at  that  time  located  in  his  plant,  $50  as  a  Christmas  present.  He  had 
also  presented  two  Emergency  Fleet  checkers,  whose  names  I  can 
not  recall,  with  $25  each  as  a  Christmas  present. 
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The  Chairman.  Do  you  know  of  anybody  receiving  anything  by 
way  of  pay  or  compensation  for  assisting  any  concern  to  make  up 
its  bill  or  account! 

Mr.  Hanes.  An  auditor,  in  Norfolk,  employed  by  the  Emergency 
Fleet  Corporation,  admitted  to  me,  and  signed  an  affidavit  to  that 
effect^that  he  had  received,  I  think  it  was  $5,  for  assisting  the  Union 
Iron  Works  in  making  up  a  bill  against  the  Emergency  Fleet  Cor- 
poration, which  he  had  at  that  time  expected  to  later  audit,  inasmuch 
as  he'was  at  that  time  auditing  their  bill.  I,  however,  Ixad  Mr. — 
I  can  not  recall  his  name — witharawn  from  the  audit  of  that  bill. 

The  Chairman.  Do  you  know  anvthing  about  any  persons  having 
been  attacked  while  performing  tneir  duties  or  having  had  iron 
dropped  on  them! 

Mr.  Hanes.  I  had  information  from  this  same  Mr.  Dalby,  for- 
merly special  agent  and  time  and  material  checker  at  Norfolk,  that 
several  times  after  it  became  known  in  Norfolk  that  he  was  connected 
with  the  investigation  then  being  made  he  liad  had  pieces  of  steel 
bars,  etc.,  dropped  down  in  the  hold  of  ships  where  he  was  working, 
and  they  had  fallen  pretty  close  to  him. 

The  Chairman.  Well,  that  is  what  he  told  you, 

Mr.  Hanes.  Yes,  sir ;  that  is  on  information  and  belief. 

The  Chairman.  You  did  not  investigate  the  instances  to  find  out 
if  they  might  have  been  accidents? 

Mr.  Hanes.  No,  sir. 

The  Chairman.  Of  course,  in  constructing  a  ship  there  are  a 
great  many  pieces  of  steel  and  other  materials  that  are  constantly 
aroppinff  around  in  various  places,  are  there  not? 

Mr.  ILlnes.  Well,  to  some  extent  when  repairs  are  going  on ;  yes, 
sir.  . 

The  Chairman.  Yes,  sir;  and  if  a  man  happens  to  get  in  the 
vicinity  of  where  they  are  being  dropped,  if  he  has  not  got  his  eyes 
open,  he  is  liable  to  get  hit  ? 

Mr.  Hanes.  Yes,  sir. 

The  Chairman.  You  do  not  know  whether  there  was  anything 
deliberate  about  this  or  not  ? 

Mr.  Hanes.  No,  sir ;  I  can  not  say  as  to  that. 

The  Chairman.  Did  Mr.  Dalby  say  anything  to  you  to  the  effect 
that  he  had  information  that  it  was  deliberate  or  that  he  thought 
somebody  was  trying  to  get  him  out  of  the  way  ? 

Mr.  Hanes.  I  understood  he  felt  that  that  was  the  reason  these 
things  fell  so  close  to  him.    I  do  not  think  he  knew. 

The  Chairman.  Sir? 

Mr.  Hanes.  I  understood  that  he  thought  that  that  was  the  pur- 
pose of  it,  but  I  do  not  think  that  he  knew. 

Tl^  Chairman.  Did  you  know  a  Mr.  Sherwood  down  there? 

Mr.  Hanes.  Yes,  sir. 

The  Chairman.  What  was  his  attitude  toward  Shipping  Board 
employees  or  officials? 

Mr.  Hanes.  In  what  way? 

The  Chairman.  With  reference  to  cooperating  with  them? 

Mr.  Hanes.  So  long  as  I  was  in  Norfolk — I  was  withdrawn  from 
there  before  the  investigation  was  completed — ^Mr.  Sherwood  gave 
me  all  the  assistance  he  could. 


2772  SHIPPING  BOARD  OPERATIONS. 

The  Chairman.  Did  Mr.  Sherwood  ever  say  anything  to  you  with 
reference  to  dismissing  or  getting  rid  of  any  men  in  the  department 
of  investigation  who  were  down  there  inspecting  work? 

Mr.  Hanes.  Not  that  I  recall;  no,  sir. 

The  Chairman.  Do  you  know  whether  or  not  in  the  port  of  New 
York  vessels  are  repaired  and  sailed  upon  their  voyages  before  a 
copy  of  the  requisition  showing  the  work  required  to  be  done  has 
been  received  in  the  office  of  the  Shipping  Board  ? 

Mr.  Hanes.  Since  I  have  been  here^  the  chief  timekeepers  *at  the 
different  yards  keep  a  record  of  the  tmie  the  work  is  completed  on 
the  vessel  and  the  time  the  requisitions  for  the  work  are  received, 
and  as  a  general  average  I  should  say  that  the  vessels  have  been 
repaired  and  have  sailed  in  at  least  50  per  cent  of  the  time  before 
the  requisition  is  received. 

The  Chairman.  Do  I  understand  you  that  when  a  Shipping  Board 
vessel  is  being  repaired,  there  is  a  requisition  made  outf 

Mr.  Hanes.  Yes,  sir. 

The  Chairman.  And  before  that  requisition  is  received  at  the 
Shipping  Board  office,  the  proper  department 

Mr.  ILlnes.  No;  at  the  yards,  Mr.  Chairman.  You  see,  in  each 
of  the  yards 

The  Chairman.  Before  the  requisition  is  received  at  the  yards? 

Mr.  Hanes.  Yes,  sir ;  in  each  of  the  yards  at  the  port  of  New  York 
that  do  Emergency  Fleet  work,  we  have  a  system  of  timekeepers, 
which  is  headed  by  a  chief  timekeeper  for  that  yard.  That  time- 
keeping department  located  in  the  yard,  but  employees  of  thq 
Emergency  Fleet  Corporation,  is  supposed  to  receive  that  requisi- 
tion. Now,  I  say  that  in  at  least  50  per  cent  of  the  times  the  vessel 
has  sailed  before  the  chief  checker  in  that  yard  where  the  work 
is  ffoing  on  receives  the  requisition. 

The  Chairman.  Well,  can  he  check  the  work  up  before  he  gets  the 
requisition  ? 

Mr.  Hanes.  They  endeavor  to  do  so  by  getting  copies  of  the  work 
orders  of  the  yard,  but  in  that  way  we  have  to  depend  upon  the 
integrity  of  the  yard. 

The  Chairman.  What  is  the  reason  for  that,  do  you  know  ? 

Mr.  Hanes.  No,  sir;  I  do  not. 

The  Chairman.  You  think 'in  the  other  50  per  cent  of  the  cases 
the  requisitions  are  received  in  regular  course,  and  the  time  and 
materials  are  properly  checked  up? 

Mr.  Hanes.  No,  sir ;  I  would  not  say  that.  I  would  not  say  in  the 
other  50  per  cent  of  the  times  the  requisition  is  received  beiore  the 
work  is  started,  but  I  will  say  that  in  the  other  50  per  cent  of  the 
times  the  requisition  is  received  before  the  work  is  completed ;  in  the 
other  50  per  cent  of  times  they  are  received  at  various  stages  df  the 
repairs. 

The  Chairman.  Have  you  made  any  examination  or  do  you  know 
of  any  examination  having  been  made  in  New  York,  of  the  pay  roll 
credits  of  the  repair  companies  in  order  to  determine  the  rate  of 
pay  which  should  be  allowed  to  contractors? 

Mr.  Hanes.  Yes,  sir. 

The  Chairman.  When  was  that  done? 

Mr.  Hanes.  The  last  instance  I  saw  of  that  was  in  the  Morse  Dry 
Dock  Co.,  about  a  week  ago.    The  system  in  vogue  there  is  for  the 
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resident  auditors  or  field  auditors,  as  they  call  them  in  New  York, 
to  examine  the  time  cards  of  the  employees,  which  show  the  base  rate 
of  pay,  in  order  to  determine  the  rate  of  pay  which  should  be  paid 
by  the  Fleet  Corporation.  I  understand  that  that  is  done  in  practi- 
cally all  of  the  repair  yards  in  the  port  of  New  York. 

TTie  Chairman.  So  it  is  a  general  custom  ? 

Mr.  Hanes.  Yes,  sir. 

The  Chairman.  And  it  is  not  Jimited  to  Shipping  Board  work? 

Mr.  Hanes.  Well,  that  is,  it  is  a  general  custom  so  far  as  Shipping 
Board  work  is  concerned.  What  the  commercial  practice  is  I  do 
not  know. 

The  Chairman.  What  have  you  found  with  reference  to  supple- 
mental bids  or  subsidiary  companies  taking  contracts  for  part  of  the 
work  which  has  been  awarded  to  one  concern  ? 

Mr.  Hanes.  As  to  supplemental  bids,  I  had  a  long  conversation 
with  Mr.  Blair,  who  was  appointed  chief  inspector  of  the  construc- 
tion and  repair  department  in  Norfolk,  some  time  in  April,  and  he 
told  me  that  the  principal  trouble  he  had  with  construction  and 
repair  work  in  the  port  of  Norfolk  was  the  letting  of  supplemental 
bids;  that  is,  he  found  that  his  inspectors  or  the  engineers  aboard 
ships  would  not  make  a  thorough  survey  of  the  ships  in  the  first 
instance,  but  would  send  in  only  a  partial  requisition;  that  the  ship 
would  then  be  towed  to  a  particular  pier  of  the  repair  company  or 
to  a  dry  dock  for  repairs,  the  contract  usually  being  let  at  a  very 
low  figure.  After  they  got  there  it  suddenly  developed  that  more 
extensive  repairs  were  necessary,  and  that  in  order  to  keep  the  vessel 
from  being  moved  from  one  place  to  another  and  delayed,  he  very 
often  had  to  let  the  contract  for  the  supplemental  work  at  an  ex- 
orbitant figure. 

The  Chairman.  Well,  does  that  frequently  happen,  Mr.  Hanes, 
that  they  make  a  survey  of  a  ship,  it  may  be  a  thorough  survey, 
but  after  they  get  under  way  in  making  the  repairs  they  find  condi- 
tions which  were  not  ascertained  by  the  survey,  or  which  possibly 
could  not  have  been  ascertained  by  the  survey,  which  disclosed  the 
necessity  for  much  more  extensive  repairs  ? 

Mr.  Hanes.  Mr.  Chairman,  I  am  not  sufficiently  acquainted  with 
engineering  principles  to  say  that.  I  can  say  that  such  appears  to 
be  the  case,  from  the  number  of  supplemental  requisitions.  I  ^th- 
ered,  however,  from  Mr.  Blair's  conversation  that  he,  as  an  engineer, 
felt  that  additional  requisitions  were  too  prevalent  to  be  caused  by 
necessary  faults  of  not  finding  it  in  the  original  survey. 

The  Chairman.  Was  this  confined  to  any  one  particular  port? 

Mr.  Hanes.  What  I  had  reference  to  was  in  the  port  of  Norfolk. 
Mr.  Blair  only  had  charge  of  that  port. 

The  Chairman.  At  J^rfolk? 

Mr.  Hanes.  Yes. 

The  Chairman.  Have  you  ascertained  the  prevalence  of  any  such 
condition  as  that  here  in  New  York  ? 

Mr.  Hanes.  I  have  not  talked  to  any  engineers  about  it. 

The  Chairman.  In  the  repair  cost  audit  bureau  you  have  not  run 
across  anything  that  leads  you  to  think  that  that  practice  prevails 
here  ? 

Mr.  Hanes.  I  have  seen  in  the  repair  cost  audit  bureau  in  New 
York  that  it  seems  to  be  prevalent  to  issue  supplemental  requisitions. 
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Whether  or  not  that  is  necessary,  or  whether  or  not  the  engineers  in 
charge  think  that  that  is  a  result  of  fault  in  the  initial  survey  or  the 
result  of  necessary  work,  things  that  they  could  not  find,  I  do  not 
know. 

The  Chairman.  Do  you  know  of  any  instances  where  material  has 
been  taken  off  ships  under  repair  or  reconditioning  and  been  disposed 
of  and  no  account  made  to  the  Shipping  Board? 

Mr.  Hanes.  While  in  the  port  oi»New  York,  during  the  investiga- 
tion there,  I  received  information  to  the  effect  that  about  25  tons  of 
brass  and  copper  was  stripped  from  an  old  German  ship  which  was 
taken  over  at  the  outbreak  of  the  war,  and  sold  as  junk  by  the  con- 
tractor. That  case  was  never  gone  into  and  thoroughly  investigated, 
because  the  ship  had  sailed  and  it  was  impossible  to  get  hold  of  th« 
officers  or  any  of  the  crew. 

The  Chairman.  Well,  did  you  see  the  contract? 

Mr.  Hanes.  Did  I  see  the  contract?    No,  sir. 

The  Chairman.  You  do  not  know  whether  it  was  part  of  the  terms 
of  the  contract,  that  the  contractor  should  be  permitted  to  do  that  as 
part  compensation? 

Mr.  Hanes.  No,  sir;  I  do  not. 

The  Chairman.  So  if  that  was  one  of  the  terms,  there  was  nothing 
improper  or  imusual  about  that,  was  there? 

Mr.  Hanes.  Only  that  my  information  was  to  the  effect  that  the 
contractor  tore  out  good  copper  and  brass  pipe  and  brass  and  copper 
fittings,  that  it  was  not  necessary  to  tear  out,  and  installed  in  the  place 
of  them  cast-iron  fittings  and  steel  fittings,  and  scrapped  the  copper 
and  brass. 

The  Chairman.  Have  you  ever  investigated  any  instance  of  where 
an  operating  company  is  making  a  profit  on  coal  furnished  to  a  Ship- 
ping Board  ship? 

Mr.  Hanes.  Yes,  sir.  Some  time  in  February,  1920, 1  received  in- 
formation from  Mr.  Dunlop,  assistant  chief  of  the  supply  division  in 
Washhigton,  to  the  effect  that  a  Mr.  McGuire,  in  charge  of  bunker 
coal  activities  of  the  Fleet,  had  heard  of  an  operating  company  in 
the  port  of  Norfolk  receiving  a  commission  of  25  cents  per  ton  on  all 
coal  which  they  purchased  on  account  of  the  Fleet  Corporation.  I 
talked  to  Mr.  McGuire  about  this  matter,  and  he  told  me  that  his 
information  had  been  received  from  the  vice  president  of  Harris, 
McGill  &  Co.,  whose  name  I  can  not  recall. 

Howevoj,  I  talked  to  this  gentleman  and  he  admitted  that  his  com- 
pany had  been  receiving  from  the  West  Virginia  Coal  Co.  a  commis- 
sion of  25  cents  per  ton  on  all  coal  that  they  purchased  on  account 
of  the  fleet  vessels,  and  that  his  company  stood  willing  and  ready  to 
make  a  refund  of  this  25  cents  per  ton  commission. 

I  went  to  Norfolk  and  had  a  statement  made  up  from  the  books  of 
Harris,  McGill  &  Co.j  which  showed  that  they  had  received  in  all,  as 
commissions,  approximately  $2,500,  and  the  Fleet  Corporation  re- 
ceived a  refund  check  for  that  amount  from  Harris,  McGill  &  Co. 

I  started  in  to  make  an  investigation  of  further  coal  activities  of 
the  Fleet  in  Norfolk  and  went  into  the  firm  of  Robert  Hasler  &  Co. 
in  Norfolk.  I  started  to  go  into  the  books,  when  Mr.  Hasler  told  me 
that  if  I  would  tell  him  just  what  I  wanted  he  would  give  me  the  in- 
formation.  I  told  him  what  I  wanted,  and  he  admitted  to  me  that  his 
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company,  the  same  corporation,  maintained  a  branch  which  was  de- 
voted to  the  purchase  and  sale  of  coal,  which  they  contracted  for 
yearly  from  the  mines  in  West  Virginia;  that  he  brought  this  coal 
into  Norfolk  and  put  it  in  a  pool ;  and  that  he  had  been  in  the  habit 
of  selling  coal  to  Shipping  Board  ships  or  Emergency  Fleet  ships . 
which  he  operated  at  a  net  profit  of  approximately  8  cents  a  ton. 

I  sent  a  statement  of  this  matter  to  the  general  comptroller  of  the 
Shipping  Board,  who  is  Col.  Abadie,  for  the  attention  of  Mr.  John  K. 
Keenan,  Col.  Abadie's  assistant,  and  received  a  reply  that  although 
the  managing  and  operating  agreement  which  Hasler  &  Co.  had  with'  * 
the  Emergency  lleet  Corporation  provided  that  Hasler  &  Co.  should 
give  the  Fleet  Corporation  the  benefit  of  all  existing  and  future  con- 
tracts, there  was  nothing  they  could  do  in  this  case  and  to  discontinue 
the  investigation. 

The  Chairman.  How  much  did  it  involve  ? 

Mr.  Hanes.  I  do  not  know. 

The  Chairman.  How  many  ships  did  they  operate  ? 

Mr.  Hanes.  I  think  approximately  18  or  20. 

The  Chairman.  And  they  were  furnishing  coal  for  all  those  ships  ? 

Mr.  Hanes.  AVell,  I  imagine  they  were — I  do  not  know  whether 
they  were  furnishing  coal  for  all  of  them  or  not. 

The  Chairman.  Do  you  know  whether  any  of  them  were  oil-burn- 
ing ships  or  not  ? 

Mr.  Hanes.  No,  sir;  I  do  not  know.  I  simply  know  that  Mr. 
Hasler  told  me  that  he  had  made  approximately  8. cents  per  ton  net, 
and  before  I  could  receive  instructions  as  to  continuing  on  this 
matter-I  did  not  feel  it  necessary  to  determine  just  how  much  it  in- 
Tolved. 

The  Chairman.  Do  you  know  of  any  instance  where  the  port 
steward  of  the  Shipping  Board  has  been  in  the  supply  business  fur- 
nishing  eoods  from^islwn  firm  to  Shipping  Board  sfitips? 

Mr.  ILiNES.  In  February,  1920,  I  made  an  investigation  of  the 
Sparrows  Point  Stores  Co.  at  Baltimore,  Md. ;  and  in  a  conversa- 
tion had  with  Mr.  Hpnry  Clay  Walman,  aTthat  time  manager  of  the 
company,  he  told  me  that  a  port  steward  in  the  port  of  Baltimore  had 
been  set  up  in  an  office  building  across  the  street  from  his  company  by 
the  steamship  company  with  which  the  port  steward  was  employed ; 
that  this  port  steward  was  buying  supplies  from  the  Sparrows  Point 
Stores  Co.  and  having  them  billed  to  himself,  and  that  he  was  re- 
billing  them  to  the  steamship  company  on  account  of  the  Emergency 
Fleet  Corporation  at  about  50  per  cent  extra  profit.  Mr.  Walman 
mentioned  the  name  of  the  steamship  company,  and  at  the  time  the 
conversation  took  place  there  was  no  one  present  but  the  two  of  us. 

The  Chairman.  Well,  did  you  make  any  investigation  of  it  further 
than  that? 

Mr.  Hanes.  No,  sir. 

The  Chairman.  Why  not? 

Mr.  Hanes.  At  that  time  I  was  instructed  to  investigate  the  Spar- 
rows Point  Stores  Co.,  and  my  instructions  did  not  cover  anything 
else. 

The  Chairman.  Did  you  investigate  the  Sparrows  Point  Stores 
Co.? 

Mr.  Hanes.  Yes,  sir. 
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The  Chairman.  Did  you  find  out  where  they  were  selling  any 
goods  to  a  port  steward? 

Mr.  Hanes.  No,  sir. 

The  Chairman.  Didn't  find  anything  on  their  books? 

Mr.  Hanes.  No,  sir;  I  am  not  an  accountant,  and  I  did  not  go 
into  the  books  very  carefully. 

The   Chair^ian.  What   investigation  were  you   making  of  the 
Sparrows  Point  Stores  Co.? 
,    Mr.  Hanes.  I  was  looking  for  overcharges  and  excess  charges. 

The  Chairman.  Did  you  find  any  ? 

Mr.  Hanes.  Yes,  sir ;  that  i%  I  did  not  personally  find  them,  but 
the  auditors  whom  I  had  employed  on  the  books  reported  to  me  that 
they  had  discovered  them. 

The  Chairman.  Was  any  refund  made? 

Mr.  Hanes.  I  understood  that  there  was  later ;  I  don't  know  just 
how  much. 

The  Chairman.  Do  you  know  how  general  the  practice  is  here  in 
New  York  for  repairs  to  be  done  upon  the  time  and  material  basis? 
How  many  ships? 

Mr.  Hanes.  Recently  there  were  51  ships  in  the  port  of  New  York 
belonging  to  the  Fleet  Corporation,  undergoing  repairs;  of  that 
number % 

The  Chairman.  At  one  time  ? 

Mr.  Hanes.  Yes,  sir. 

The  Chairman,  Fifty-one? 

Mr.  Hanes.  Fifty-two. 

The  Chairman.  Fifty-two? 

Mr.  Hanes.  Yes ;  at  that  time,  I  believe  on  information  which  I 
received,  there  were  31  time  and  material  jobs  going  on  on  those 
ships. 

The  Chairman.  Will  you  just  explain  what  this  "  time-and-ma- 
terial-job"  agreement  is? 

Mr.  Hanes.  In  the  port  of  New  York  and  elsewhere,  when  a  con- 
tract or  repair  company  desires  to  do  commercial  or  time  and  mate- 
rial work  for  the  Shipping  Board  they  file  a  schedule  of  rates  show- 
ing the  amount  per  hour  which  they  will  charge  for  the  different 
classifications  of  labor.  If  that  rate  is  approved  this  particular  re- 
pair company  is  put  on  the  approved  list  of  the  Emergency  Fleet 
Corporation.'  When  a  vessel  comes  into  the  port  of  New  York  need- 
ing repairs,  and  a  requisition  is  made  up  and  issued  to  the  repair 
company  which  the  officials  or  engineers  feel  is  capable  of  doing  the 
class  of  work  called  for,  they  then  start  to  work  on  this  requisition 
and  make  the  repairs  and  bill  the  Shipping  Board  at  so  much  per 
hour  for  the  time  and  material  expended  in  accordance  with  the 
rates  which  they  have  previously  filed. 

The  Chairman.  Well,  now,  you  say  there  were  31  of  those  on  that 
basis  ? 

Mr.  Hanes.  Yes,  sir. 

The  Chairman.  Out  of  52? 

Mr.  Hanes.  Yes. 

The  Chairman.  What  were  the  other  contracts,  the  other  21  ? 

Mr.  Hanes.  Some  of  them  were  lump-sum  contracts,  and  some 
competitive  bids. 
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The  Chairman.  Do  you  know  how  many  ships  operated  out  of  the 
port  of  New  York? 

Mr.  Hanes.  No,  sir;  I  do  not. 

The  Chairman.  When  you  investigated  this  Sparrows  Point 
Stores  Co..  you  say  you  found  some  excess  charges  or  overcharges  ? 

Mr.  Hanes.  Yes,  sir. 

The  Chairman.  What  were  they? 

Mr.  Hanes.  There  were  a  number  of  them.  One  in  particular  the 
auditors  working  on  the  books  reported  to  me,  that  they  had  dis- 
covered that  the  Sparrows  Point  Stores  Co.  had  been  charging  the 
Emergency  Fleet  Corporation  for  beef  hinds  for  which  they  paid 
18  cents 

The  Chairman.  For  what? 

Mr.  Hanes.  Beef  hinds — ^hindquarters. 

The  Chairman.  Oh,  hindquarters  ? 

Mr.  Hanes.  Yes.  The  market  price  of  which  was  approximately 
18  cents  and  as  a  matter  of  fact,  that  they  had  been  delivering  to  the 
ship  a  great  many  beef  fronts  of  which  the  market  price  was  about 
11  cents ;  further,  that  deliveries  in  this  particular  case  which  I  have 
been  referring  to  was  about  1,000  pounas  short. 

The  Chairman.  What  were  they  charging  for  these  beef  fores  ? 

Mr.  Hanes.  I  think  aboift  24  cents  a  poimd. 

The  Chairman.  And  the  market  price  was  11  cents? 

Mr.  Hanes.  That  is  the  wholesale  price.  In  other  words,  when 
they  bought  beef  fores  they  paid  Swift  &  Co.  or  whatever  whole- 
saler they  purchased  it  from,  11  cents,  whereas  had  they  purchased 
beef  hin^s  they  would  have  had  to  pay  the  wholesaler  18  cents. 

The  Chairman.  Do  you  know  anything  about  any  commission  be- 
ing paid  by  any  concern  to  a  captain  oy  any  company  in  Port- 
land, Me.  ? 

Mr.  Hanes.  During  the  fall  of  1919  and  the  spring  of  1920  I 
worked  in  cooperation  with  an  examiner  of  the  Federal  Trade  Com- 
mission, who  was  examining  the  various  ship  chandlery  concerns  on 
the  Atlantic  coast  in  order  to  determine  how  much  commission  they 
had  paid  to  captains  and  stewards  of  ships.  This  examiner  and  the 
records  of  the  Federal  Trade  Commission  show  that  the  Flitner- 
Atwood  Co.  of  Portland,  Me. — that  is,  they  have  a  purchasing  office 
in  Portland,  but  their  main  office  is  in  Boston — had  paid  $1,000  com- 
mission money  among  others  to  the  captain  of  a  vessel. 

The  Chairman.  What  was  that  a  commission  on? 

Mr.  Hanes.  That  was  a  commission  on  a  $4,000  order,  or  approxi- 
mately $4,000. 

The  Chairman.  For  what  ? 

Mr.  Hanes.  For  ship  chandlery,  ship  supplies,  etc. 

The  Chairman.  Do  you  know  whether  the  Federal  Trade  Commis- 
sion has  a  list  of  the  ship  chandlery  concerns  who  have  paid  com- 
missions? 

Mr.  Hanes.  I  have  seen  a  list  of  the  Federal  Trade  Commission 
showing  commissions  which  have  been  paid  by  iSrms  which  they 
have  investigated ;  that  is,  auite  a  number  of  them. 

The  Chairman.  Do  you  know  how  many  ? 

Mr.  Hanes.  Well,  I  should  say  approximately  80  or  100. 

The  Chairman.  Do  you  know  whether  there  was  any  refund  in 
this  case  ? 
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Mr.  Hanes.  So  far  as  I  know  there  was  not. 

The  Chairman.  You  are  quite  sure  that  that  was  $1,000  commis- 
mission  paid  to  the  captain  on  an  order  of  approximately  of  $4,000? 

Mr.  PiANER.  To  the  best  of  my  knowledge  that  was  as  shown  by 
the  records  of  the  Federal  Trade  Commission. 

The  Chairman.  And  what  was  the  material  furnished?  • 

Mr.  Hanes.  Ship  supplies. 

The  Chairman.  What  kind  of  supplies? 

Mr.  Hanes.  I  do  not  know. 

The  Chairman.  Did  not  the  records  of  the  Federal  Trade  Commis- 
sion show  the  kind  of  supplies? 

Mr.  Hanes.  No,  sir. 

The  Chairman.  Well,  then,  how  do  you  know  that  there  was  any- 
thing made  ? 

Mr.  Hanes.  Their  list  shows  the  date  of  the  giving  of  the  commis- 
sion, the  ship  on  which  the  commission  was  given,  the  amount  of  the 
commission,  and  to  whom  it  was  paid,  whether  the  captain,  steward, 
first  officer,  etc.,  and  whether  it  was  for  ship  supplies,  anchors,  or 
hardware. 

The  Chairman.  Do  you  know  of  any  instance  where  operators 
have  protested  against  the  size  of  the  bill  and  secured  a  reduction? 

Mr.  Hanes.  Yes,  sir;  in  the  early  parUof  1920  the  general  comp- 
troller and  Col.  Abadie  at  that  time  received  a  communication  from 
the  district  auditor  at  Norfolk  inclosing  the  bills  and  correspondence 
with  reference  to  supplies  on  three  ships.  One  was  a  ship  which  was 
operated  by  A.  D.  Cummings  &  Co.,  the  supplies  on  which  had  been 
furnished  by  W.  P.  Wilkin  &  Co.,  ship  chandlers,  in  Norfolk.  The 
bills  seemed  to  be  exorbitant,  and  from  an  investigation  the  district 
auditor  at  Norfolk  reported  it  was  impossible — for  instance,  it  was 
impossible  to  get  the  amount  of  meat  which  they  had  charged  for 
into  the  ice  box  of  the  ship.  Then  followed  a  course  of  correspond- 
ence between  the  district  auditor  and  the  general  comptroller  and 
the  district  auditor  and  A.  D.  Cumings  &  Co.  A.  D.  Cummings  & 
Co.  finally  wrote  to  W.  P.  Wilkin  &  Co.  and  demanded  a  rerand 
of  $5,000  on  approximately  an  $11,000  order.  This  Wilkin  &  Co. 
agreed  to,  and  the  letter  was  forwarded  by  A.  D.  Cummings  &  Co. 
to  the  district  auditor  at  Norfolk.  Whether  or  not  that  refund  has 
been  collected  I  don't  know. 

The  Chairman.  Do  you  know  of  any  instance  where  stewards  re- 
ceived commissions  on  stocks  for  five  ships,  and  never  sailed  with 
any  or  either  of  them  ?  ' 

Mr.  Hanes.  What  is  that,  sir? 

The  Chairman.  And  did  not  sail  with  either  of  the  ships? 

Mr.  Hanes.  Well,  in  Norfolk  I  heard  from  Mr.  Dalby  that  a  par- 
ticular steward  in  that  port  of  Norfolk,  which  had  been  termed  a 
"  land  steward,"  had  bought  and  stocked  five  ships  of  the  Emergency 
Fleet  Corporation,  and  after  receiving  the  commission  on  the  sup- 
plies purchased  had  refused  to  sail,  and  after  they  had  gotten  onto 
him  in  Norfolk,  he  had  gone  to  Philadelphia  to  continue  his  opera- 
tions there. 
The  Chairman.  Is  he  still  with  the  Shipping  Board  ? 
Mr.  Hanes.  I  don't  know. 

The  Chairman.  Have  you  ever  received  any  information  from 
any  official  or  employee  of  the  Shipping  Board  as  to  property  of  the 
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Shipping  Board  being  used  in  private  houses  or  hotels,  or  being  sold 
to  the  public? 

Mr.  Hanes.  In  August  of  1920  the  Emergency  Fleet  Corporation 
sent  an  engineer  whose  name  I  can  not  recall,  either,  to  the  Orient 
to  make  certain  investigations.  This  engineer  stated  to  Mr.  W.  K. 
Morton  and  myself  that  some  time  previous  to  that  while  in  Yoko- 
hama, in  the  Hotel  de  France,  he  had  noticed  that  all,  or  practically 
all,  of  the  linen  and  silverware  in  the  hotel  was  stamped  with  the 
mark  of  the  United  States  Shipping  Board. 

Mr.  C.  B.  Dalby,  referred  to  before  as  checker  at  Norfolk,  told 
me  that  in  La  Police  he  had  seen  vendors  and  persons  employed 
aboard  the  ships — ^sailors  and  officers,  oilers,  etc. — selling  Shipping 
Board  linen  and  supplies  to  the  public  in  that  town. 

The  Chairman.  Do  you  know  whether  any  further  investigation 
was  made  of  that  matter? 

Mr.  Hanes.  So  far  as  I  know,  there  was  not. 

The  Chairman.  To  whom  didyou  report  it? 

Mr.  Hanes.  I  reported  it  to — ^1  don't  think  I  had  reported  it,  be- 
cause it  had  previously  been  reported  hj  Mr.  Dalby  before  I  went 
to  Norfolk ;  and  I  think  it  is  contained  in  the  reports  of  the  special 
agent,  which  is  now  in  the  hands  of  Mr.  John  J.  Keenan. 

The  Chairman.  You  don't  know  whether  it  was  lawfully  sold  or 
not,  do  you  ? 

Mr.  IlANES.  No,  sir.  * 

The  Chairman.  It  may  have  been? 

Mr.  Hanes.  I  mav  have  been. 

The  Chairman.  If  it  was,  there  was  nothing  to  criticize  about  it  ? 

Mr.  Hai«bs^  Nothing  to  criticize. 

The  Chairman.  You  think  an  investigation  has  been  made  of  the 
matter? 

Mr.  Hanes.  So  far  as  I  know,  there  has  not ;  no,  sir. 

The  Chairman.  You  don't  know  whether  there  has  or  not? 

Mr.  Hanes.  No,  sir. 

The  Chairman.  If  they  were  lawfully  sold  by  the  Shipping  Board, 
do  vou  know  whether  or  not  there  was  any  reason  for  their  sale? 

Mr.  Hanes.  No,  sir;  I  do  not. 

The  Chairman.  Do  you  know  whether  they  could  have  been  used 
by  the  Shipping  Board  instead  of  being  sold? 

Mr.  Hanes.  Why,  Mr.  Dalby  left  me  with  the  impression  that  the 
stuff  was  perfectly  good,  and  that  it  was  just  taken  oflf  the  ship  pro- 
miscuously. 

The  Chairman.  Do  you  know  anything  about  the  Shipping  Board 
or  its  officials  purchasing  typewriters  when  they  would  have  a  store 
on  hand  that  might  have  been  used? 

Mr.  Hanes.  In  the  port  of  Norfolk,  this  spring,  a  special  agent 
rei)orted  to  me  that  in  the  storeroom  at  that  port  there  were  36  type- 
writers, of  various  makes,  in  good  condition;  and  that  at  the  same 
time  the  Shipping  Board  was  purchasing  typewriters  for  the  ships 
*  operating  out  of  that  port. 

The  Chairman.  Did  you  make  any  further  investigation  of  that  ? 

Mr.  Hanes.  No,  sir ;  1  made  a  report  of  it 

The  Chairman.  Who  to? 

Mr.  Hanes.  Mr.  Meehan,  deputy  chief  of  the  department  of  inves- 
tigation. 
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The  Chairman.  Do  you  know  of  any  instance  where  a  ship  was 
improperly  repaired,  laiown  to  be  improperly  repaired  at  the  time, 
and  later  got  into  difficulties  after  it  had  sailed? 

Mr.  Hanes.  About  January  15,  1920,  I  received  a  report  from  a 
special  agent  of  the  comptroller's  department  in  Philadelphia — this 
man  was  on  the  outside,  known  as  a  time  and  materifll  checker,  and 
was  performing  those  duties  and  making  special  reports — ^to  the  effect 
that  a  ship  of  the  Emergency  Fleet,. undergoing  repairs  at  Cramp  & 
Co.,  at  Philadelphia,  was  improperly  repaired,  and  that  the  crew  had 
signed  a  sealed  statement  to  the  efiect  that  she  was  improperly  re- 
paired, and  this  statement  was  to  be  opened  if  anything  happened  to 
this  ship  at  sea. 

The  Chairman.  Who  told  you  all  this  ? 

Mr.  Hanes.  This  was  contained  in  a  report  from  a  special  agent  in 
Philadelphia. 

The  Chairmman.  Yes ;  but  whom  ? 

Mr.  Hanes.  I  don't  know  what  his  name  was;  they  all  went  by 
numbers. 

The  Chairman.  This  report  did  not  identify  the  man  by  name? 

Mr.  Hanes.  No,  sir ;  they  came  in  by  numbers.  I  made  a  report  of 
this  matter  to  Mr.  Keenan,  who  at  that  time  was  my  superior,  and  he 
told  me  that  he  had  reported  that  matter  to  Mr.  Dunning. 

The  Chairman.  Who  was  Mr.  Dunning? 

Mr.  Hanes.  I  believe  at  that  time  he  was  assistant  to  the  chief  of 
construction  and  repair,  Mr.  Haig;  whether  or  not  anything  was 
done  I  don't  know.    But  I  noticed  in  the  newspaper  report  about  a 
week  later  that  the  ship  had  become  disabled  about  400  miles  out  of. 
Philadelphia.  , 

The  Chairman.  What  was  the  name  of  that  ship  ? 

Mr.  Hanes.  I  don't  remember  the  ship. 

The  Chairman.  How  do  you  know  that  fact,  then,  when  you  say 
you  noticed  it  in  the  newspaper  that  the  ship  had  become  disabled? 

Mr.  Hanes.  At  that  time  I  remembered  the  name  of  the  ship. 

The  Chairman.  Now,  when  was  this? 

Mr.  Hanes.  About  January  15, 1920. 

The  Chairman.  Was  the  sealed  statement  opened  ? 

Mr.  Hanes.  So  far  as  I  know  it  was  not. 

The  Chairman.  Who  was  it  left  with  ? 

Mr.  Hanes.  I  imagine  it  was  left  with  the  port  authorities  at  Phila- 
delphia :  I  don't  know  who  it  was  left  with. 

The  Chairman.  Don't  vou  know? 

Mr.  Hanes.  No,  sir ;  I  do  not. 

The  Chairman.  Didn't  this  report  state  what  had  become  of  it? 

Mr.  Hanes.  No,  sir:  simplv  stated  that  the  sealed  statement  had 
been  prepared.       '       '        ^ ^ 

The  Chairman.  To  the  effect  that  the  repairs  were  being  improp- 
erly done? 

Mr.  Hanes.  Yes,  sir. 

The  Chairman.  And  that  statement  was  to  be  opened  if  anything 
happened  to  the  ship  ? 

Mr.  Hanes.  Yes,  sir. 

The  Chairman.  And  later  you  saw  the  newspaper  report  that  some- 
thing had  happened  to  the  snip  ? 
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Mr.  Hanes.  Yes,  sir. 

The  Chairman.  Have  you  ever  looked  into  that  since? 

Mr.  Hane8.  No,  sir. 

The  Chairman.  You  don't  know  whether  something  actually  did 
happen  to  the  ship  or  not  ? 

Mr.  Hanes.  No,  sir ;  I  do  not. 

The  Chairman.  You  don't  know  whether  this  sealed  statement  was 
opened  ? 

Mr.  Hanes.  No,  sir. 

The  Chairman.  And  you  don't  know  whether  the  repairs  were  im- 
properly done? 

Mr.  Hanes.  No,  sir ;  my  duty  ended 

The  Chairman.  Can  you  find  out  who  that  man  is  that  made  that 
report  to  you  by  number? 

Mr.  Hanes.  Could  I  ?  ^ 

The  Chairman.  Yes. 

Mr.  Hanes.  I  don't  think  I  could,  not  in  that  office. 

The  Chairman.  Who  can  find  out  ? 

Mr.  Hanes.  I  think  Mr.  Keenan  could  tell  you  who  the  man  was. 

The  Chairman.  Who  is  he? 

Mr.  Hanes.  He  was — he  was  assistant  to  the  general  comptroller 
at  that  time;  I  was  working  under  him. 

The  Chairman.  Where  is  he? 

Mr.  Hanes.  In  Washington. 

The  Chairman.  Mr.  Keenan?    Do  you  know  his  .initials? 

Mr.  Hanes.  J.  J. 

The  Chairman.  J.  J.  Keenan  ? 

Mr.  Hanes.  Yes,  sir. 

The  Chairman.  Were  you  ever  threatened  witji  the  loss  of  your 
position  by  anybody  while  you  were  in  performance  of  your  duties 
at  Norfolk? 

Mr.  Hanes.  In  March,  1920, 1  was  assigned  by  the  general  comp- 
troller to  work  in  cooperation  with  the  department  of  investigation 
in  the  investigation  to  be  made  at  Norfolk.  This  investigation  inci- 
dentally was  being  made  at  the  instance  of  the  general  comptroller's 
department.  Shortlv  after  going  to  Norfolk  I  went  into  the  office  of 
the  International  Mercantile  Marine  in  Norfolk  with  reference  to 
this  coal  investigation  that  I  referred  to  before.  While  there  I 
noticed  a  bill  of  the  Marine  Equipment  Co.  Previous  to  that  time 
I  had  received  information  to  the  effect  that  Mr.  Norman  Hamilton, 
collector  of  customs  in  the  port  of  Norfolk,  was  interested  financially 
in  this  concern ;  and  I  inquired  of  one  of  the  attendants  or  one  of  the 
clerks  there  as  to  who  tiie  officers  of  the  International  Mercantile 
Marine — of  the  Marine  Equipment  Co. —  were.  He  told,  me — named 
two  or  three  men  that  were  interested  in  the  Marine  Equipment  Co., 
and  later  I  was  called  in  by  a  Mr.  E.  B.  Wood,  at  that  time  district 
auditor  for  the  Emergency  Fleet  in  Norfolk  and  a  brother-in-law  of 
Mr.  Hamilton,  and  asked  if  I  had  been  making  inc[uiries  about  Mr. 
Hamilton.  I  replied  that  I  had  not,  all  the  inquiries  I  had  made 
were  as  to  who  the  officers  and  stockholders  of  the  Marine  Equipment 
Co.  were.  "  Well,"  he  said,  "  I  want  to  tell  you  if  you  are  making 
any  inquiries  about  Mr.  Hamilton,  you  better  lay  off,  because  Mr. 
Hamilton  is  the  closest  man  in  the  State  of  Virginia  to  Presidei^ 
Wilson." 
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The  Chairman.  Who  was  Wood? 

Mr.  Hanes.  He  was  at  that  time  district  auditor  for  the  Emer^ 
gency  Fleet  Corporation  in  Norfolk. 

The  Chairman.  He  was  just  conveying  a  ffQutle  hint  to  you  that 
Mr.  Hamilton  was  politically  powerftd  ui  \^ginia,  and  you  to  be 
careful  about  your  investigation^  wasn't  he? 

Mr.  Hanes.  He  was  a  brother-in-law  of  Mr.  Hamilton,  and  I  did 
not  take  it  that  way. 

The  Chairman.  He  was  Mr.  Hamilton's  brother-in-law? 

Mr.  Hanes.  Yes,  sir. 

The  Chairman.  Did  you  "  lay  oflf "  your  investigation  ? 

Mr.  Hanes.  No,  sir. 

The  Chairman.  Did  you  continue  it? 

Mr.  Hanes.  Yes,  sir. 

The  Chairman.  Did  you  complete  it? 

Mr.  Hanes.  I  received  an  affidavit  from  the  president  of  the  com- 
pany— ^the  Marine  Equipment  Co. — ^not  an  affiaavit  but  a  stat^nent 
made  in  the  presence  of  witnesses  that  Mr.  Hamilton  was  interested 
to  the  extent  of  $10,000  worth  of  stock  in  the  Marine  Equipment  Co^ 

The  Chairman.  And  he  was  collector  of  the  port? 

Mr.  Hanes.  Yes,  sir. 

The  Chairman.  Did  you  make  any  inquiry  as  to  any  overpay- 
ments  for  lunch  time  at  Norfolk? 

Mr.  Hanes.  "  Launch  time  "  ? 

The  Chairman.  Lunch  time. 

Mr.  Hanes.  I  think  that  is  a  typographical  error,  Mr.  Chairman^ 
it  means  launch  time.  Two  or  three  of  the  traveling  auditors  work- 
ing on  the  audit  of  the  district  at  Norfolk  reported  to  me  that  they 
had  discovered  an  overcharge  of  approximately  $1,000,  maybe  a- 
little  more,  of  duplicate  launch  time.  That  is,  one  of  the  repair 
companies  would  send  out  a  launch  with,  we  will  say,  60  men  aboard 
to  go  to  three  different  ships  in  the  stream.  They  would  go  to  each 
one  of  them  on  the  same  trip.  But  the  captain  or  steward  or  checker 
on  each  one  of  these  ships  would  give  the  men  in  charge  of  the 
launch  a  receipt,  showing  that  he  had  visited  that  ship,  and  show- 
ing where  the  ship  lay,  and  the  approximate  running  time  from  the 
repair  company's  yard  to  the  ship.  Then  when  the  bills  were  made 
up,  they  were  made  up  separately  for  each  ship,  and  they  would 
charge  for  a  separate  trip  to  each  ship  instead  oi  for  the  total  time 
elapsed. 

The  Chairman.  How  much? 

Mr.  Hanes.  It  ran  about  $5  an  hour,  and  the  total  amount  of  the 
overcharge  approximately  $1,000. 

The  Chairman.  Any  refund  ? 

Mr.  Hanes.  So  far  as  I  know  there  has  been  no  refund  made.  . 

The  Chairman.  To  whom  did  you  report? 

Mr.  Hanes.  That  was  reported  by  auditors  to  Mr.  Twccdale,  the 
assistant  comptroller. 

The  Chairman.  How  long  ago  did  that  occur? 

Mr.  Hanes.  That  was  last  April  or  May. 

The  Chairman.  Any  questions,  Mr.  Kelley? 

Mr.  Kelley.  Yes.  Now,  as  to  the  rates  of  pay  in  these  repair 
schedules.  My  understanding  of  your  testimony  is  that  it  is  the 
only  rate  plus  the  profits  included  in  one  item. 
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Mr.  Hanes.  Yes,  sir.  At  the  present  time  I  believe  that  the  rate  is 
even  a  little  higher  than  under  the  previous  cost  plus. 

Mr.  Kellet.  That  is,  if  under  the  old  rate  it  was  80  cents  an  hour, 
and  plus  50  per  cent  profit,  that  would  be  on  the  basis  of  $1.20  an 
hour  under  this  arrangement. 

Mr.  Hanes.  Yes,  sir. 

Mr.  Kellet.  But  you  thing  that  this  is  a  little  better  for  the  re- 
pair company  than  the  old  contract? 

Mr.  Hanes.  Yes,  sir.    That  is,  their  rates  seem  to  be  higher. 

Mr.  Kellet.  Then  the  Government  really  is  not  making  anything 
by  abandoning  the  cost-plus  policy  so  far  as  the  repair  bills  are 
concerned? 

Mr.  Hanes.  Well,  there  may  be  savings  iji  other  ways  of  which  I 
don't  know. 

Mr.  Kellet.  But  not  as  to  labor? 

Mr.  Hanes.  Not  as  to  the  particular  amount  of  the  rates. 

Mr.  Kellet.  What  do  you  mean,  now,  by  that  ? 

Mr.  Hanes.  The  rates  appear  to  be  somewhat  higher,  but  there 
may  be  a  saving  in  other  lines. 

Mr.  Kellet.  As  to  the  rate  of  pay  of  the  jnew  schedule  in  that  it 
provides  for  a  higher  rate  than  the  old  schedule  actually? 

Mr.  Hanes.  Yes,  sir. 

Mr.  Kellet.  What  is  the  total  monthly  repair  bill  in  the  port  of 
New  York? 

Mr.  Hanes.  I  saw  an  estimate  submitted  by  the  auditor  of  repairs 
recently  covering,  I  believe,  the  month  of  October,  which  was 
$2,500,000  for  tlie  mobth. 

Mr.  Kellet.  For  what? 
•     Mr.  Hanes.  $2,500,000  for  the  month. 

Mr.  Kellet.  And  that  is  approximately  one-half  the  ships  that 
are  operated  and  controlled  by  the  Emergency  Fleet  Corporation? 

Mr.  Hanes.  I  don't  know. 

Mr.  Kellet.  I  think  the  testimony  here  has  been  that  there  was 
about  600  ships  operating  out  of  the  New  York  ports.  So  that  we 
have  got  a  repair  bill  of  approximately  $5,000,000  per  month. 

Mr.  Hanes.  You  must  realize  that  a  number  of  these  ships  that 
are  operating  out  of  the  port  of  New  York  have  repairs  done  in  for- 
eign coujntries. 

Mr.  Kellet.  Oh.,  yes;  this  does  not  include  the  whole  repair,  of 
course. 

Mr.  Hanes.  No,  sir;  that  does  not  include  the  whole  repairs  to  the 
ships  operating  out  of  this  port. 

Mr.  Kellet.  Now,  have  you  any  figures  to  show  about  what  the 
renairs  would  be  relatively,  made  in  foreign  ports? 

Mr.  Hanes.  No,  sir ;  I  have  not. 

Mr.  Kellet.  Have  you  any  estimate  of  that  at  all  that  would  be 
of  any  help  to  anybody  ? 

Mr.  Haitos.  No,  sir. 

Mr.  Kelij2t.  So  that  the  best  that  we  could  say  right  now  is  that 
it  costs  the  United  States  Government  $5,000,000  a  month  to  repair 
ships? 
Mr.  Hanes.  I  could  not  even  say  that. 
Mr.  Kellet.  Based  upon  the  month  of  October  in  New  York  ? 
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Mr.  Hanes.  Well,  if  your  conclusions  are  correct. 

Mr.  Kelley.  Well,  half  the  tonnage — for  the  ships  that  are  sailing 
out  of  New  York? 

Mr.  Hanes.  Yes. 

Mr.  Kelli:y.  The  information  that  has  been  supplied  is  that  there 
are  550  ships  sailing  out  of  the  port  of  New  York  in  October. 
Probably  many  of  them  were  of  the  larger  size  which  would  sail  out 
of  this  poii;. 

Mr.  Hanes.  The  faster  lines. 

Mr.  Kelley.  So  that  about  half  the  tonnage,  if  there  are  1,200 
ships  in  all,  would  be  out  of  New  York? 

Mr.  Hanes.  I  have  nothing  on  which  to  base  that  estimate. 

Mr.  Kelley.  That  is  $60,000,000  a  year  in  repairs  in  American 
ports,  probably? 

Mr.  Hanes.  If  your  estimates  are  true,  that  would  be  the  conclu- 
sion ;  yes,  sir. 

Mr.  Kelley.  Can  you  not  give  us  some  sort  of  an  estimate  as  to 
what  the  repairs  would  be  in  foreign  ports? 

Mr.  Hanes.  No,  sir. 

Mr.  Kelley.  Who  could  give  that  information? 

Mr.  Hanes.  Well,  for  the  ships  operating  out  of  the  port  of  New 
York,  the  district  comptroller,  Mr.  Meegan,  should  be  able  to  give 
that  information. 

Mr.  Kelley.  From  your  information,  is  it  a  proper  supervision  of 
a  repair  business  on  the  part  of  the  Government  running  into  $60,000 
or  $70,000  a  year? 

Mr.  Hanes.  Well,  as  to  the  time  and  material  checkers  in  the  port 
of  New  York,  there  is  proper  supervision,  with  the  exception  of  the 
fact  that  they  do  not  receive  the  requisitions  in  time  to  make  the 
supervision  which  they  would  otherwise  be  enabled  to  do. 

Mr.  Kelley.  In  other  words,  the  checkers  would  be  all  right  if 
they  knew  what  repairs  had  been  ordered  by  the  Government  before 
the  ships  had  sailed? 

Mr.  Hanes.  Yes,  sir;  and  the  checkers  at  the  present  time  are 
doing  the  best  they  can  under  the  circumstances, 

Mr.  Kelley.  But  not  knowing  that,  they  are  not  able  to  tell 
whether  the  repairs  ordered  by  the  Government  are  actually  being 
made  or  not? 

Mr.  Hanes.  In  some  cases  they  are  not. 

Mr.  Kelley.  Fifty  cases,  you  testified? 

Mr.  Hanes.  No;  I  testified  that  in  50  per  cent  they  did  not  re- 
ceive the  requisition,  or  approximatelj^  50  per  cent  of  the  cases,  until 
after  the  ship  had  sailed.  But  I  testified  they  had  been  depending 
upon  the  contractors  and  getting  the  contractors'  work  order  on 
which  this  work  was  done,  and  in  a  number  of  cases  that  the  con- 
tractors' work  order  is  correct. 

Mr.  Kelley.  I  know.  But  is  that  a  proper  system  under  which 
to  do  $50,000,000  worth  of  repairs  on  ships  per  year? 

Mr.  Hanes.  Well,  as  to  the  system,  I  do  not  know.  I  can  only 
say 

Mr.  Kelley  (interposing).  You  only  know  how  it  works  out. 

Mr.  Hanes.  I  can  only  say  that  where  they  do  not  receive  the 
requisition  or  even  the  work  order,  that  a  number  of  times  they  are 
unable  to  cover  the  ships  at  alL 
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Mr.  Kelley.  Of  course,  with  some  repair  men  you. would  not  need 
any  checkers  or  anybody  to  look  into  it  at  all;  they  are  perfectly 
honest  men  who  would  do  a  good  job  whether  anybody  was  around 
to  supervise  them  or  not.  But  you  would  not  want  to  rely  upon  that 
sort  of  a  policy. 

Mr.  Hanes.  I  would  not ;  no.  sir. 

Mr.  Kelley.  No  ;  are  any  oi  these  ships  assigned  to  the  Brooklyii 
Kavy  Yard  for  repairs? 

Mr.  Haxes.  I  have  never  seen  a  ship  assigned  over  there. 

Mr.  Kelley.,  Do  you  know  why  they  are  not  assigned  over  there? 

Mr.  Hanes.  No,  sir. 

Mr.  Kelley.  They  have  got  a  great  plant  there — the  Government? 

Mr.  IIanes.  I  have  never  been  over  there. 

Mr.  Kelley.  You  do  not  know  of  any  bills  coming  through  from 
the  Brooklyn  yard  at  all ! 

Mr.  Hakes.  No.  sir;  I  have  never  seen  one. 

Mr.  Kelley.  Whose  business  is  it  to  know  what  supplies  are  on 
board  a  ship? 

Mr.  Hanes.  What  supplies  are  needed — ^what  supplies  are  on 
board  and  what  supplies  are  needed  ? 

Mr.  Kelley.  Yes;  the  property  of  the  Government  on  board  a 
ship.  Whose  business  is  it  to  know  when  it  is  taken  and  when  it  is 
not  taken;  how  can  they  tellj  and  whose  business  is  it  to  find  out? 

Mr.  Hanes.  The  steward  is  supposed  to  determine  what  supplies 
are  needed.  That  determination  is,  of  course,  based  upon  the  amount 
he  has  left  on  hand  when  he  comes  to  a  port. 

Mr.  Kelley.  Well,  take  the  linen.  You  have  testified  here  that 
it  is  possible  that  linen  has  been  peddled  by  the  boys  of  ships  on  the 
streets  of  some  town  in  France.  How  could  that  happen  without  the 
boys  being  apprehended  for  it? 

Mr.  Hanes.  I  do  not  know  whose  business  it  is  to  check  up  on  the 
supplies  on  board. 

Mr.  Kelley.  That  is  what  I  am  trying  to  get  at. 

Mr.  Hanes.  I  do  not  know  of  a  check  ever  having  been  made  so 
long  as  I  have  been  connected  with  the  board. 

Mr.  Kelley.  Whose  office  in  the  United  States  Government  on 
shore  has  a  record  of  the  supplies  on  board  ships  ? 

Mr.  Hanes.  I  do  not  know  of  any  such  records. 

Mr.  Kelley,  You  do  not  know  how  many  table  cloths  or  how 
much  linen  or  how  much  silver  or  anything  of  that  kind  there  is  oh 
any  ship? 

Mr.  Hanes.  I  do  not  know  of  any  record. 

Mr.  Kelley.  You  do  not  believe  there  is  any  record  anywhere? 

Mr.  Hanes.  I  do  not  know  of  it. 

Mr.  Kelley.  It  is  just  on  the  records  of  the  ship,  you  think? 

Mr.  Hanes.  Well,  that  is  all  I  know  about. 

Mr.  Kelley.  You  would  not  be  sure  about  that,  would  you  ? 

Mr.  Hanes.  No,  sir. 

Mr.  Kelley.  It  does  not  seem  possible  that  you  could  be  right 
about  that? 

Mr.  Hanes.  Well,  I  do  not  know.  I  have  never  heard  of  any 
such  record,  and  I  could  not  state  positively  that  there  is  none,  sir. 
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Mr.  Relley:  Are  you  prepared  to  say  how  much  you  think  that 
a  ffood  business  man  could  reduce  these  repairs  and  percentages 

Mr.  Hanes.  No,  sir. 

Mr.  Kelley  (continuing).  If  he  were  given  authority  to  have 
ships  repaired? 

Mr.  Hanes.  No,  sir;  that  is  something  that  would  take  a  man 
with  a  knowledge  of  engineering. 

Mr.  Kelley.  You  are  certain  that  the  Government  is  paying  quite 
a  percentage  more  for  its  repairs  than  need  be  paid? 

Mr.  Hanes.  I  do  not  think  I  testified  to  that.  I  testified  to  some 
instances  where  they  had  paid  more  than  I  thought  was  necessary. 

Mr.  Kelley.  And  that  the  system  of  checking  is  such  that  those 
overcharges  are  easily  practiced  upon  the  Government? 

Mr.  Hanes.  You  mean  the  system  in  the  construction  and  repair 
department  ? 

Mr.  Kelley.  No  ;  the  system  of  checking  repairs  and  ordering  the 
work  done,  and  determining  whether  it  has  been  done  or  not,  and 
what  the  proper  rate  is,  and  how  many  men  are  being  employed 
upon  a  job,  for  instance,  where  you  have  six  men  doing  the  work 
when  there  is  only  room  for  two,  and  that  kind  of  thing  that  you 
have  testified  here  about  this  morning.  That  all  runs  into  money. 
Now,  what  I  am  getting  at  is,  how  much  is  the  Government  losing 
by  this  slipshod  method  of  handling  its  business  on  repairs. 

Mr.  Hakes.  I  am  unable  to  give  you  any  estimate.  I  can  only  say 
there  have  been  several  instances  I  have  seen  and  heard  of  that  make 
it  appear  they  are  losing,  but  how  much  I  can  not  say. 

Mr.  Kelley.  You  would  not  want  to  have  any  stock  in  a  cor- 
poration, would  you,  that  ordered  $50,000,000  worth  of  repairs  on 
ships  under  the  system  that  you  have  detailed  here  this  morning? 

Mr,  Hanes.  I  do  not  believe  I  would. 

Mr.  Kelley.  What  was  this  concern  down  at  Baltimore^  a  whole- 
sale or  a  retail  house  that  you  spoke  of,  that  Sparrows  Pomt? 

Mr.  Hanes.  It  was  a  ship  chandler  store,  and  the  majority  of  ship 
chandler  stores  are  rather  a  mixture  between  wholesalers  and  re- 
tailers. 

Mr.  Kelley.  When  they  supplied  meat  to  the  Government,  did 
they  sell  it  at  wholesale  or  retail? 

Mr.  Hanes.  They  sold  it  at  a  profit  over  wholesale. 

Mr.  Kelley.  That  is  retail,  is  it  not  ? 

Mr.  Hanes.  No,  sir. 

Mr.  Kelley.  Well,  a  profit  over  wholesale  is  retail? 

Mr.  Hanes.  No,  sir.  There  is  a  difference  in  that.  The  retail 
percentage  added  by  regular  retailers  in  small  quantities  is  greater 
than  the  percentage  of  profit  which  was  added  or  is  added  by  ship 
chandlery  concerns. 

Mr.  K!elley.  Can  you  give  me  any  reason  in  the  world  why  the 
Government,  with  1,200  diips  on  the  sea,  should  pay  a  profit  over 
wholesale  for  meats  ? 

Mr.  Hanes.  No,  sir.  On  the  west  coast  the  majority  of  supplies 
are  purchased  directly  from  the  wholesaler. 

Mr.  Kelley.  Do  you  know  of  any  reason  why  it  should  not  be 
done  on  the  east  coast? 

Mr.  ELanes.  No,  sir. 
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Mr.  KeIaLey.  Do  you  know  how  much  the  meat  bill  is  for  all  these 
ships? 

Mr.  Hanes.  No,  sir. 

Mr.  Kelley.  Do  you  know  how  much  it  is  in  the  port  of  New 
York? 

Mr.  Hanes.  No,  sir. 

Mr.  Kei»ley.  Do  you  know  how  much  the  bill  for  food  in  the  port 
of  New  York  is  ? 

Mr.  Hanes.  No,  sir. 

Mr.  Kelley.  Or  is  all  the  food  bought  in  the  same  way  at  thes6 
various  stores  around  at  the  different  towns? 

Me.  Hanes.  All  of  the  ship  supplies  which  I  have  seen  purchased 
on  the  Atlantic  coast. 

Mr.  KIelley.  Where  do  they  get  the  butter? 

Mr.  Hanes.  From  the  ship  chandler. 

Mr.  Kelley.  Do  they  buy  it  at  retail  ? 

Mr.  Hanes.  It  is  not  exactly  retail,  Mr.  Kelley. 

Mr.  Keli.ey.  That  is  to  say,  they  make  a  little  reduction  ? 

Mr.  Hanes.  They  make  a  little  reduction  on  account  of  quantity. 
They  do  to  commercial  ships,  too.  On  account  of  the  large  quantity 
purchased  at  one  time  there  is  a  small  reduction. 

Mr.  Kelley.  What  is  the  profit  that  is  ordinarily  exacted  by  the 
ship  chandler  over  wholesale? 

Mr.  Hanes.  From  investigations  of  ship-chandler  stores  that  I 
have  made,  I  would  say  that  it  runs  in  various  cases  anywhere  from 
33i  to  75  per  cent. 

Mr.  Kelley.  Profit? 

Mr.  Hanes.  Yes,  sir. 

Mr.  Kelley.  Well,  then,  for  every  $100  that  the  Government  puts 
into  beef  and  other  supplies,  from  $33^  to  $75  is  profit  which  could 
be  avoided  had  they  bought  it  wholesale? 

Mr.  Hanes.  I  would  think  so;  yes,  sir.  Of  course,  there  would 
be  some  expense  for  delivery  to  these  ships.  Some  deliveries  are 
made  in  the  stream,  arid  I  would  think  that  under  such  a  system  it 
would  be  necessary  for  the  Government  to  maintain  a  system  of  de- 
liveries, because  the  wholesalers  will  not  make  deliveries,  of  course, 
in  the  stream. 

Mx.  Kelley.  How  much  would  it  cost  the  Government,  probably, 
to  erect  a  sufficient  number  of  storehouses  to  handle  this  and  deliver 
it  to  the  ships  ? 

Mr.  Hanes.  I  do  not  know. 

Mr.  Kelley.  You  are  testifying  of  your  knowledge  now,  are  you 
not,  that  from  33i  to  75  per  cent  of  all  the  Government  pays  out 
for  supplies  in  the  way  of  food 

Mr.  Hanes  (interposing).  Pardon  me,  Mr.  Kelley- 


Mr.  Kelley  (continuing).  Is  profit  which  could  be  avoided  had 
they  bought  at  wholesale? 

Mr.  Hanes.  I  said  that  from  the  investigation  of  the  ship-chandler 
stores  which  I  have  made.  I  do  not  know  that  that  applies  in  all 
cases. 

Mr.  Kelley.  Do  you  know  how  many  men  there  are  who  are  fed 
under  this  system  ? 
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Mr.  Hanes.  No,  sir ;  I  do  not. 

Mr.  Kelley.  And  you  do  not  know  how  much  it  costs  a  day  to 
feed  them? 

Mr.  Hanes.  No,  sir. 

Mr.  Kelley.  Well,  what  you  do  know  is  from  33 J  to  75  per  cent 
of  it  probably  could  be  saved  under  a  different  system? 

Mr.  Hanes.  I  said  that  the  ship-chandler  stores  which  T  had  in- 
vestigated made  a  profit  of  that  much. 

The  Chairman.  How  many  ship-chandler  concerns  have  you  in- 
vestigated? 

Mr.  Hanes.  Well,  I  should  say  from  8  to  10. 

The  Chairman.  In  NeW  York? 

Mr.  Hanes.  No,  sir. 

The  Chairman.  Where? 
\    Mr.  Hanes.  Baltimore  and  Norfolk. 

The  Chairman.  New  York,  Baltimore,  and  Norfolk? 

Mr.  Hanes.  I  have  not  investigated  any  ship-chandler  stores  in 
New  York.  The  only  information  I  have  from  New  York  ship- 
chandler  stores,  is  from  information  given  me  by  an  examiner  of 
the  Federal  Trade  Commission. 

The  Chairman.  Do  you  know  whether  the  Shipping  Board  or  the 
Fleet  Corporation  are  making  or  contemplating  any  changes  in  the 
method  of  furnishing  supplies  to  ships? 

Mr.  Hanes.  No.  sir.  I  have  heard  the  proposition  discussed  by 
minor  employees,  out  I  do  not  know  that  there  is  any  contemplated 
change. 

The  Chairman.  Recently? 

Mr.  Hanes.  Yes,  sir. 

The  Chairman.  How  recently? 

Mr.  Hanes.  Well,  within  the  past  two  months. 

The  Chairman.  About  installing  a  new  system  for  that  ? 

Mr.  Hanes.  Yes,  sir. 

The  Chairman.  The  steward  does  not  have  anything  to  do  with 
the  engine-room  supplies,  does  he? 

Mr.  Hanes.  No,  sir. 

The  Chairman.  So,  when  you  said  that  the  steward  would  have 
possession  of  supplies  furnished  to  ships,  you  meant  only  in  his 
own  department? 

Mr.  Hanes.  Yes,  sir. 

The  Chairman.  When  repairs  are  made  to  a  ship  down  here  at  one 
of  these  yards  in  New  York,  if  the  requisition  is  received  before  the 
repairs  are  started,  men  are  down  there  checking  up  the  materials 
and  the  time  occupied  in  making  the  repairs. 

Mr.  Hanes.  If  it  is  a  time  and  material  job ;  yes,  sir. 

The  Chairman.  Well,  now,  assume  it  is.  The  Fleet  Corporation 
has  men  there  f^hecking  it  up. 

Mr.  Hanes.  Yes,  sir. 

The  Chairman.  Can  cost  of  the  repairs  exceed  the  amount  set  out 
in  the  requisition? 

Mr.  Hanes.  There  is  no  amount  set  out  in  the  requisition. 

The  Chairtvian.  So  they  simply  get  a  requisition  for  these  repairs 
on  this  material? 

Mr.  Hanes.  Yes,  sir. 
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The  Chairman.  Well,  then,  what  difference  does  it  make  if  there 
is  no  amount  set  out  there  as  to  whether  or  not  checking  is  done  with- 
out that  requisition  having  been  received  or  not?  Can  you  not  go 
down  and  check  up  the  material  that  goes  into  those  repairs,  the 
amount  of  time  consumed  on  them,  irrespective  of  whether  you  get 
the  requisition  after  the  ship  sails,  or  whether  you  ever  get  it,  so  long 
as  you-  know  what  actually  went  into  the  ship  and  how  much  time 
was  consumed? 

Mr.  Hanbs.  No,  sir;  because  unless  you  have  that  requisition, 
where  there  is  only  time  and  materials  job  on  a  ship,  it  is  impossible 
for  the  checkers  employed,  unless  they  know  the  kind  of  work  and 
class  of  work  to  be  done,  whether  or  not  it  is  necessary  to  have  the 
particular  class  of  laborers  employed  on  that  ship  that  are  there. 
Again  it  is 

The  Chairman  (interposing).  Wait  just  a  minute.  Just  on  that 
point,  unless  they  have  the  requisition  they  would  be  unable  to  de- 
termine the  particular  class  of  labor  that  would  be  required  to  do  a 
certain  piece  of  repair  work;  is  that  it? 

Mr.  Hanbs.  Yes,  sir. 

The  Chairman.  Is  that  the  kind  of  checkers  who  are  employed  in 
doing  this  work? 

Mr.  Hanbs.  The  checkers  that  the  Shipping  Board  employs  are  in 
the  majority  of  cases  not  engineers. 

The  Chairman.  Don't  they  know  whether  you  need  a  plumber  or 
a  blacksmith  or  a  machinist  to  do  a  particular  piece  of  work  without 
having  to  refer  to  a  requisition  to  find  out? 

Mr.  Hanbs.  Not  unless  they  know  what  work  is  to  be  done. 

The  Chairman.  Do  they  not  know  when  they  go  aboard  the  ship 
at  the  repair  yard  and  see  the  men  working?  Are  they  not  able  to 
tell  whether  they  are  repairing  something  that  really  needs  repairs 
or  not? 

Mr.  Hanes.  No,  sir. 

The  Chairman.  The  checkers  are  there  for  what  purpose? 

Mr.  Haxes.  To  check  the  number  of  men,  the  class  of  men,  the 
amount  and  kind  of  labor. 

The  Chairman.  Yes,  sir. 

Mr.  Hanes.  In  addition,  Mr.  Chairman,  the  reason  for  having 
these  requisitions  arises  particularly  in  this  case:  Where  you  have 
a  contract  job  and  a  tiijie  and  material  job  both  going  on  on  the  ship 
at  the  same  time,  the  particular  job  is  let  and  there  is  a  possibility, 
unless  you  have  the  time  and  material  requisition,  that  you  will  have 
men  working  on  the  contract  job  and  charged  to  the  time  and  ma- 
terial work.    That  is  the  principal  purpose  for  the  requisition. 

The  Chairman.  So  it  is  to  see  that  the  work  being  done  under  con- 
tract is  actually  being  rendered  and  that  the  materials  being  supplied 
under  that  contract  are  actually  being  furnished,  and  that  neither  one 
is  included  in  the  other? 

Mr.  Hanes.  Well,  the  checkers  do  not  check  contract  work.  But 
what  I  meant  to  conv-ey  was  that  the  purpose  of  this  requisition  is  to 
determine  and  guard  against  the  men  working  on  the  contract  job 
not  being  charged  on  the  time  and  materials  job;  for  instance,  a 
checker  will  be  at  the  gangplank,  and  you  have  men  coming  up  the 
gangplank  working  on  the  contract  job,  and  men  coming  up  on  the 
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^ngplank  working  on  the  time  and  materials  job.  Now,  it  is  neces- 
sary for  the  checker  to  determine  from  the  requisition  and  from  the 
class  of  hibor  which  is  time  and  material  and  which  is  contract,  so 
as  not  to  credit  the  contract  on  the  time  and  material  bill  with  men 
who  are  actually  working  on  the  contract  job. 

The  Chairman.  You  do  not  make  any  check  of  work  done  under 
contracts? 

Mr.  Hanes.  No. 

The  Chairman.  Why  ? 

Mr.  Hanes.  Well,  it  is,  T  imagine,  not  thought  necessary. 

The  Chairman.  Why? 

Mr.  Hanes.  You  have  got  to  pay  that  price  anyway ;  that  is,  they 
make  no  check  as  to  the  number  of  hours  that  men  work  or  the  class 
of  labor.  Now,  all  that  the  Shipping  Board  under  a  contract  wants 
to  know  is  that  the  work  which  they  have  contracted  to  do  is  actually 
performed. 

The  Chairman.  They  find  that  out  afterwards,  do  they  ? 

Mr.  Hanes.  Yes,  sir. 

The  Chairman.  So  that  if  they  make  a  contract  for  a  certain 

?[uality  of  material,  and  the  contractor  goes  ahead  and  uses  an  in- 
erior  quality,  the  Shipping  Board  will  not  find  it  out  until  after  the 
contract  has  been  performed. 

Mr.  Hanes.  Well,  under  the  system  there  is  supposed  to  be  a  daily, 
an  almost  twice-dailv,  supervision  by  an  engineer. 

The  Chairman.  Well,  what  engineer  ?     The  engineer  of  the  ship  ? 

Mr.  Hanes.  No,  sir;  the  engineer  of — ^well,  the  situation  is  so 
mixed  up  under  the  present  managing  operating  agreement  that  I 
do  not  believe  I  can  say  just  which  one,  but  either  the  port  engineer 
or  the  Bureau  of  Survey  or  the  Shipping  Board  engineer.  Now, 
which  one,  I  do  not  know. 

Mr.  Keli^t.  Somebody,  anyhow? 

Mr.  Hanes.  Somebody. 

The  Chairman.  Somebody  goes  down  there  twice  a  day 

Mr.  Hanes.  Supposed  to.     [Laughter.] 

The  Chairman  (continuing).  And  inspects  the  work? 

Mr.  Hanes.  Yes,  sir. 

The  Chairman.  So  that  contract  work  is  supervised  but  not 
checked? 

Mr.  Hanes.  Supposed  to  be;  yes,  sir. 

The  Chairman.  1  mean  "  supposed  "  to  be.  [Laughter.]  Do  you 
know  whether  the  Shipping  Board  is  contemplating  making  any 
changes  in  the  operators'  agreement  with  reference  to  the  matter 
of  repairs? 

Mr.  Hanes.  No,  sir;  I  do  not. 

The  Chairman.  Do  you  know  whether  they  are  contemplating 
making  any  changes  with  reference  to  the  time  and  material  con- 
tracts tor  repairs  f 

Mr.  Hanes.  No,  sir.  I  do  not. 

The  Chairman.  What  was  your  business  before  you  went  into  the 
Shipping  Board? 

Mr.  Hanes.  I  was  with  the  Department  of  Justice. 

The  Chairman.  As  an  investigator? 

Mr.  Hanes.  As  an  attorney. 
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The  Chairman.  Here  in  New  York? 

Mr.  Hanes.  Washington. 

The  Chairman.  In  whose  office  f 

Mr.  Hanes.  In  Mr.  John  Lord  O'Briii's. 

The  Chairman.  Was  he  in  the  adimralty  division  of  that  de- 
partment? 

Mr.  Hanes.  No,  sir. 

Mr.  Kelley.  You  said  you  were  not  quite  sure  whether  it  was 
the  engineer  employed  by  the  Shipping  Board  or  by  the  operator 
that  kept  track  of  the  character  of  the  work  put  in  on  repairs? 

Mr.  Hanes.  Or  the  Bureau  of  Survey. 

Mr.  Keli^ey.  In  a  great  many  cases,  or  in  some  cases  at  least,  the 
repairs  are  made  by  the  operator  himself,  are  they  not  ? 

Mr.  Hanes.  I  understand  so ;  yes. 

Mr.  Kelley.  Of  what  value  would  it  be  to  the  Government,  or  what 
protection  to  the  Government,  would  it  be  to  have  the  engineer  or  the 
operator  check  this  thing? 

Mr.  Hanes.  The  operators  are  supposed  to  be  the  agents  of  the 
ijrovernment. 

Mr.  Kelley.  Yes ;  but  they  are  principals  on  the  other  side  of  the 
deal.  They  won  the  yards;  they  are  contracting  with  themselves; 
they  represent  the  Government  as  an  agent,  and  themselves  as  prin- 
cipal. And  which  would  be  apt  to  get  the  better  end  of  the  bargain 
in  such  a  case  as  that? 

Mr.  Hanes.  I  do  not  know  where  any  manager  and  operator  of  a 
Shipping  Board  ship  owns  the  yards  where  such  work  is  done. 

Mr.  Kelley.  There  are  a  great  many  of  those,  are  there  not  ? 

Mr.  Hanes.  I  do  not  know. 

Mr.  Kelley.  Nearly  all  these  larger  operators  have  yards  of  their 
own  in  which  to  repair  ships? 

Mr.  Hanes.  I  do  not  know. 

Mr.  Kelley.  That  has  been  testified  to  here. 

Mr.  Hanes.  I  have  not  heard  it. 

Mr.  Kelley.  In  these  various  yards  where  you  ha vq^ made  investi- 
gations, you  do  not  know  whether  the  operators  really  own  and  con- 
trol the  yards  or  not,  do  you  ? 

Mr.  ILlnes.  No,  sir. 

Mr.  Kelley.  It  would  be  a  very  natural  thing,  would  it  not,  for  the 
operator  of  a  number  of  ships  to  own  the  repair  yards  and  save  the 
profit  to  his  own  concern  rather  than  giving  it  out  to  somebody  else  ? 

Mr.  Hanes.  I  should  think  that  would  be  a  pretty  good  arrange- 
ment. 

Mr.  Kelley.  Why,  yes;  sure.  Now,  the  Government  takes  no 
special  pains  to  protect  itself,  as  you  understand  it,  against  over- 
charges on  behalf  of  repairs  made  in  the  yards  owned  by  operators? 

Mr.  Hanes.  If  they  do,  I  do  not  know  of  it.       "" 

Mr.  Kelley.  You  never  heard  of  any  special  arrangement  being 
made  ? 

Mr.  Hanes.  N(k  sir. 

Mr.  Kelley.  No  provision  by  which  operators  are  forbidden  to 
repair  Government  ships  in  their  own  yards,  is  there? 

Mr.  Hanes.  I  do  not  believe  there  is  any  such  provision  in  the 
managing  and  operating  agreement ;  if  there  is,  I  have  not  seen  it. 
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The  Chairman.  Do  you  know  how  many  ships  the  Shipping  Board 
has  floated  under  the  operators'  agreement  ? 

Mr.  Hanes.  I  have  heard  that  there  were  about  1^00;  I  do  not 

know. 

The  Chairman.  And  the  instances  you  have  given  here  are  con- 
fined to  these  three  ports— New  York,  Baltimore,  and  Norfolk? 

Mr.  Hanes.  Yes,  sir ;  I  have  not  touched  on  the  west  coast  at  all. 

The  Chairman.  You  have  never  made  any  investigation  there  ? 

Mr.  Hanes.  I  was  out  there  for  about  two  months  and  a  half  this 
summer ;  yes. 

The  Chahiman.  Investigating? 

Mr.  Hanes.  Yes,  sir. 

The  Chairman.  What  ? 

Mr.  Hanes.  The  method  of  procedure  in  buying  supplies,  and  I 
believe  I  did  testify  that  in  the  majority  of  the  cases  on  the  west 
coast  they  bought  direct  from  the  wholesaler,  and,  in  some  instances, 
in  personnel,  in  the  Seattle  office,  and  also  in  an  investigation  of  the 
contract  for  the  sale  of  ships  made  to  the  National  Oil  Co.,  an  investi- 
gation of  the  Benson  &  Smith  telemotor  system,  and  a  preliminary 
investigation  of  the  matter  of  placing  some  derricks  on  a  ship. 

The  Chairman.  You  were  working  with  Mr.  Morton? 

Mr.  Hanes.  Under  him ;  yes,  sir. 

The  Chairman.  Under  Mr.  Morton  ? 

Mr.  Hanes.  Yes,  sir. 

The  Chairman.  Did  you  complete  the  investigation  of  this  tele- 
motor  apparatus? 

Mr.  Hanes.  No,  sir. 

The  Chairman.  Do  you  know  what  was  done  about  that? 

Mr.  Hanes.  No,  sir.   : 

The  Chairman,  how  far  did  you  go  with  it  ? 

Mr.  Hanes.  Why,  Mr.  Morton  and  myself  got  so  far  as  getting 
testimony  from  poi-t  captains  and  port  engineers,  managing  opera- 
tors of  Shipping  Board  ships,  who  testified  that  the  system  was  no 
good;  an  investigation  of  the  Citi/  of  Oviaha.^  which  was  damaged 
to  the  extent  of  about  $57,000  as  a  result  of  this  syvStem  having  failed 
to  operate ;  and  also  an  investigation,  of  course,  between  the  home 
office  in  Philadelphia  and  the  district  director,  I  believe  nis  title  is, 
of  construction  and  repair  Jn  San  Francisco,  with  reference  to  the 
installation  of  these  telemotors. 

The  Chairman.  In  any  of  the  investigations  that  you  have  made, 
have  you  ever  inquired  of  private  steamship  companies,  that  is  to  say, 
steamship  companies  that  are  operating  ships  other  than  those  allo- 
cated to  them  by  the  Shipping  Board  or  owned  by  the  Government, 
as  to  how  they  did  their  business? 

Mr.  Hanes.  Which  business  ?  Their  whole  business,  or  with  refer- 
ence to  this  telemotor? 

The  Chairman.  No.  I  mean,  in  other  words,  in  making  jrour  in- 
vestigations that  you  have  made,  all  of  them,  have  you  ever  inquired 
of  private  ship  companies,  that  is,  companies  operating  steamers  other 
than  those  allocated  to  them  by  the- Shipping  Board,  or  owned  by  the 
Government,  as  to  how  they  did  their  business  in  these  particulars 
which  you  were  investigating? 

Mr.  Hanes.  On  the  Sparrows  Point  Stores  Co.,  I  did  not  go  to  the 
Steamship  company,  but  I  questioned  the  manager  of  the  Sparrows 


SHIPPING  BOARD  OPERATIONS.  2793 

Point  Stores  Co.,  who,  of  course,  was  cognizant  of  their  methods  of 
purchasing  supplies,  that  is.  the  method  of  purchasing  supplies  by 
the  private  concerns;  and  I  have  talked  to  mr.  Robert  Hasler,  of 
Robert  Hasler  &  Co.,  as  to  the  methods  he  had  of  purchasing  sup- 
plies, and  I  have  talked  to  the  port  engineer  of  the  Pacific  Mail  Steam- 
ship Co.  with  reference  to  his  particular  system  of  having  repairs 
made. 

The  Chairman.  What  did  you  find  when  you  made  inquiry  of  these 
private  concerns  operating  their  own  ships,  or  ships  other  than  those 
allocated  by  the  Shipping  Board  or  owned  by  the  Government,  as 
to  the  prevalence  of  these  practices  that  you  have  described  as  ap- 
plying to  Shipping  Board  snips  ? 

Mr.  Hanes.  Mr.  Waldman,  the  manager  of  the  Sparrows  Point 
Stores  Co. 

The  Chairman.  Who? 

Mr.  Hanes.  W-a-1-d-m-a-n,  told  me  that  the  system  of  the  steam- 
ship companies  in  the  port  of  Baltimore,  as  to  their  own  private  ships, 
was  to  have  an  inventory  made  of  the  supplies  on  board  ship  as  she 
came  into  port,  check  up  on  that  and  have  the  steward  make  out 
requisition  of  what  he  needed.  Before,  however,  that  was  given,  to 
have  the  port's  steward  of  the  operating  company  approve  the  requisi- 
tion for  supplies.  Mr.  Hasler,  of  Robert  Hasler  &  Co.,  told  me  prac- 
tically the  same  thing;  and,  in  addition  to  that,  Hasler  told  me  that 
their  own  port  engineers  followed  very  carefully  the  work  on  the  re- 
pairs. That  was  told  me  also  by  the  port  engineer  of  the  Pacific  Mail 
Steamship  Co. 

The  Chairman.  So  they  have  a  different  system,  a  closer  super- 
vision ? 

Mr.  Hanes.  Somewhat;  yes,  sir. 

The  Chairman.  And  you  stated,  in  answer  to  a  question  by  Mr. 
Kelley  a  few  moments  ago,  that  the  operators  were  considered  agents 
of  the  Shipping  Board? 

Mr.  Hanes.  i  es,  sir ;  that  is,  I  believe,  the  legal  interpretation  put 
upon  the  managing  and  operating  agreement  by  the  legal  department 
of  the  Shipping  Board. 

■'  The  Chairman.  Have  you  ever  had  occasion  to  investigate  any 
case  or  any  matter  where  a  concern  was  operating  Shipping  Board 
ships  and  at  the  same  time  operating  its  own  ships? 

Mr.  Hanes.  I  believe  some  of  the  companies  to  whom  this  Mr. 
WaldmaYi,  in  Baltimore,  referred  to,  were  doimj  that,  and  it  is  my 
recollection  that  Robert  Hasler  &  Co.,  or  an  affiliated  companv,  the 
Hasler  Steamship  Co.,  in  New  York,  were  doing  that ;  also  the  I^acific 
Mail  Steamship  Co. 

The  Chairman.  Were  they  using  their  own  system  with  their  own 
ships  and  the  Shipping  Board  system,  so  to  speak,  with  the  Shipping 
Board  ships? 

Mr.  Hanes.  They  did  not  come  right  out  and  say  that,  but  they 
left  me  with  that  impression. 

The  Chairman.  Have  you  any  information  as  to  discrimination  by 
an  operator  between  ships  of  his  own  and  ships  operated  imder  the 
agreement  with  the  Shipping  Board  ? 

Mr.  Hanes.  I  testified  that  the  impression  left  upon  me  by  talking 
with  these  three  men  was  that  there  was  discrimination.    I  nave  also 
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information  from  the  Federal  Trade  Commission  examiner  who  in- 
vestigated the  sale  of  supplies  to  the  various  ships  on  the  Atlantic 
coast  that  there  was  discrimination,  and  I  had  information  from 
various  auditors  who  have  made  audits  of  the  different  districts  of 
the  Shipping  Board,  particularly  Mr.  C.  E.  Banhuf  and  Mr.  C.  R. 
Cooper,  that  there  was  such  discrimination,  and  I  have  be«n  told  by 
other  persons  acquainted  with  the  shipping  business  that  there  was 
such  discrimination. 

The  Chairman.  You  were  investigating  this  telemotor  apparatus 
out  there.  Did  you  make  any  inquiry  to  find  out  whether  it  had  been 
installed  on  privately  operated  ships? 

Mr.  Hanes.  The  port  engineer  of  the  Pacific  Mail  Steamship  Co. 
told  me  that  no  private  concern  would  have  them  aboard  their  ships, 
and  I  asked  him  if  the  Pacific  Mail  Steamship  Co.  had  them  aboard 
their  ships,  and  he  replied,  very  sarcastically,  "  Certainly  not." 

The  Chairman.  Did  you  consult  Mr.  Muncaster,  ot  the  Pacific 
Mail  Steamship  Co.  ? 
Mr.  Hanes.  I  believe  that  was  his  name;  yes,  sir. 
The  Chairman.  Is  he  the  port  engineer  or  marine  superintendent  ? 
Mr.  Hanes.  No  ;  I  think  he  was  the  port  engineer. 
The  Chairman.  Is  that  the  only  concern  you  inquired  of  to  find 
out  about  the  telemotor? 
Mr.  Hanes.  Yes,  sir. 

The  Chairman.  There  are  several  companies  operating  on  the 
Pacific  coast  out  of  San  Francisco  and  those  ports,  are  there  not? 
Mr.  Hanes.  Yes,  sir. 

The  Chairman.  You  do  not  know  whether  any  of  the  others  have 
installed  this  apparatus? 

Mr.  Hanes.  The  information  which  I  had  did  not  disclose  that 
any  of  the  other  operating  companies  had  any  ships  on  which  the 
Benson  &  Smith  telemotor  systems  were  installed. 

The  Chairman.  Do  you  know  how  long  this  apparatus  has  been 
on  the  market? 

Mr.  Hanes.  I  have  heard  from  some  one,  but  I  do  not  know  just 
who  it  was,  that  it  had  been  on  the  market  about  7  or  8  jears. 

The  Chairman.  Have  you  made  any  inquiry  on  this  coast  as  to^ 
what  ships  have  it  in  operation? 

Mr.  Hanes.  No,  sir.  When  I  came  back  to  Washington  I  was 
called  off  of  that. 

The  Chairman.  You  do  not  know  whether,  perhaps,  as  a  matter 
of  fact,  that  a  great  many  ships  do  have  this  apparatus  installed  and 
that  it  works  successfully  ?    You  could  not  say  as  to  that? 

Mr.  Hanes.  I  talked  to  a  captain  of  a  ship  last  night,  who  told 
me  that  he  would  not  have  one  of  them  on  his  ship ;  that  he  had  seen 
so  many  cases  where  they  had  failed  to  worik. 

The  Chairman.  So  it  has  been  installed  on  probably  a  great  num- 
ber of  ships? 

Mr.  Hanes.  I  have  had  information  to  the  effect  that  it  was  in- 
stalled on  practically  all  of  the  Emergency  Fleet  ships  on  both  coasts. 
Mr.  Kellet.  There  are  quite  a  number  of  these  operators  of  Ship- 
ping Board  ships  operating  but  one  ship. 
Mr.  Hanes.  Do  quite  a  number  of  them  operate  but  one  ship? 
Mr.  Kellet.  Yes. 
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Mr.  Hanes.  I  do  not  know  of  any  case  where  only  one  ship  is 
operated. 

Mr.  Kelley.  You  do  not  know  of  a  single  case  where  the  operator 
has  only  one  ship? 

Mr.  IIanes.  No,  sir. 

Mr.  Keujsy.  What  is  the  minimum  number  of  ships  that  any  ont> 
operator  has  ? 

Mr.  Hanes.  Why,  I  do  not  know  what  the  minimum  would  be. 

Mr.  Kelley.  I  know,  but  so  far  as  your  investigation  or  informa- 
tion goes 

Mr.  Hanes  (interposing).  I  think  the  minimum  number  of  ships 
I  have  ever  heard  oi  being  operated  by  one  operator  would  be  about 
five. 

Mr.  Kei^ey.  You  think  there  is  no  operator  having  less  than  five 
ships? 

Mr.  Hanes.  I  do  not  know,  as  I  say ;  that  is  as  far  as  my  infor- 
mation reaches. 

Mr.  Kelley.  In  your  investigation  of  the  expense  of  running  the 
ship  and  repairs  to  the  ship,  did  they  run  along  about  uniform  with 
different  operators  or  were  they  much  higher  with  some  operators 
than  others  ? 

Mr.  Hanes.  I  have  never  made  a  comparative  statement  or  seen  a 
comparative  statement  made  of  the  amount  of  repairs  by  the  dif- 
ferent operators. 

Mr.  Kelley.  How  about  the  expenses  of  food  and  all  that  for  the 
different  ships  of  the  same  tonnage  operated  by  different  companies; 
have  you  gone  into  that  any  ? 

Mr.  Hanes.  No,  sir. 

Mr.  Kelley.  Why  would  know  about  that? 

Mr.  Hanes.  So  far  as  I  know,  there  has  never  been  any  compara- 
tive statement  made,  Mr.  Kelley,  of  that  situation. 

Mr.  Kelley.  Is  there  not  somebody  in  the  Shipping  Board  some- 
where along  the  line  who  could  tell  what  the  repairs  and  expenses 
of  each  ship  was  for  a  certain  month? 

Mr.  Hanes.  Yes,  sir.  The  district  auditors  or  the  district  comp- 
trollers would  have  that  in  their  records.  The  bills  for  the  different 
voyages  coming  in  at  the  completion  of  the  voyage  would  show  the 
expenses  of  that  ship  for  that  particular  voyage. 

Mr.  Kelley.  I  understand  that  only  eight  voyage  accounts  have 
been  audited  out  of  8,000  or  9,000. 
'    Mr.  Hanes.  Only  eight  or  nine  voyages? 

Mr.  Ejblley.  Yes. 

Mr.  Hanes.  I  never  heard  that. 

Mr.  Kelley.  I  am  reminded  that  that  was  up  to  a  certain  date, 
up  to  a  few  months  ago.    Perhaps  the  situation  is  different  now. 

Mr.  Hanes.  My  understanding  of  the  accounting  system — I  do  not 
know  that  it  is  correct — but  my  understanding  of  the  accounting  sys- 
tem is  that  the  preliminary  audit  is  made  in  the  different  districts. 
It  may  be  that  that  information  was  that  the  final  audit  had  only  been 
made  on  eight  voyages,  but  I  think  you  will  find  that  the  preliminary 
audit  for  the  district  audits  have  been  made  on  a  great  many  more 
than  that. 
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Mr.  I^LizEY.  Does  each  operator  fix  the  ration  for  a  crew  himself, 
or  is  there  a  uniform  ration  throughout  the  whole  Shipping  Board 
business  ? 

Mr.  Hanes.  So  far  as  I  know  there  is  not  a  uniform  ration  through- 
out the  Shipping  Board  business,  nor  is  there  any  uniform  ration  for 
any  particular  manager  or  operator.  The  evidence  which  I  have  seen 
and  the  information  which  1  have  gathered  has  been  that  they  leave 
the  whole  thing  to  the  staward  aboard  the  ship. 

Mr.  Kelley.  Is  there  anybody  to  check  him  up  at  all  and  say, 
"  You  must  not  have  such  and  such  food  on  the  menu  "  ? 

Mr.  Hanes.  I  should  think  that  the  port  steward  or  the  purchasing 
officer  would. 

Mr.  Kjellby.  If  the  ship  steward  wanted  grapefruit  or  oranges  or 
any  other  fruit  for  breakfast  for  the  men  he  would  be  at  perfect  lib- 
erty to  order  that? 

Mr.  Hanes.  They  seem  to  be,  because  I  have  seen  a  great  many  bills 
where  grapefruit  and  oranges,  ripe  olives,  etc.,  were  included  in  the 
bill  for  supplies. 

Mr.  Kelley.  And  there  is  nobody  who  fixes  the  standard  of  the 
meals  or  rations  ? 

Mr.  Hanes.  So  far  as  I  know  there  is  not ;  no,  sir ;  other  than  the 
steward  aboard  ship. 

Mr.  Kelley.  The  Government  pays  whatever  each  individual  op- 
erator thinks  he  ought  to  feed  his  men  ? 

Mr.  Hanes.  I  do  not  even  know  that  each  individual  operator  fixes 
the  rations  of  the  crew. 

Mr.  Kelley.  He  leaves  that  to  the  steward  of  each  individual  ship  ? 

Mr.  Hanes.  So  far  as  I  have  seen  he  does. 

Mr.  Kelley.  The  fact  is,  the  operator  does  not  care  what  it  costs^ 
does  he  ? 

Mr.  Hanes.  I  have  not  heard  any  of  them  express  their  opinion  as 
caring. 

Mr.  Kelley.  WTiy  not  ? 

Mr.  Hanes.  Well,  I  do  not  know. 

Mr.  Kelley.  Yes  you  do. 

Mr.  Hanes.  The  Shipping  Board  pays  the  bills. 

Mr.  Kelley.  That  is  the  idea ;  and  there  is  no  inducement  or  in- 
centive anywhere  to  economize  or  to  save  money  because  the  Shipping 
Board  "  pays  the  bills  "  ? 

Mr.  Hanes.  This  was  information  given  to  me  by  this  same  Mr. 
Waldman.  who  should  be  in  a  position  to  know,  being  in  the  ship 
chandler  business — his  statement  to  me  was  something  like  this: 
That  under  the  previous  managing  and  operating  agreement,  or  one 
of  the  previous  managing  and  operating  agreements,  the  Shipping 
Board  paid  the  ship  manager  and  operator  a  commission  on  the  net 
proceeds  of  the  voyage,  in  addition  to  a  set  managing  fee.  But,  then, 
under  the  managing  and  operating  agreement  which  was  later 
promulgated,  the  fee  was  paid  on  the  gross  proceeds;  and  that,  con- 
sequently, any  incentive  that  they  had  had  to  economize  was  thereby 
obliterated. 

Mr.  Kelley.  Now,  the  operator  gets  his  percentage  upon  the  gros^ 
receipts  of  his  freight  and  passengers? 

Mr.  Hanes.  I  understand  that  at  the  present  time  that  is  the  prac- 
tice. 
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Mr.  Kelley.  And  the  Government  pays  all  the  expenses  ? 

Mr.  Hanes.  Yes,  sir. 

Mr.  Kelley.  So  that  every  incentive  has  been  removed  for  economy 
in  the  management  of  that  ship,  both  as  to  supplies  and  repairs? 

Mr.  Hanes.  That  is  what  Mr.  Waldman  told  me,  and  from  my 
information  and  investigation  that  would  seem  to  be  the  case. 

Mr.  Kelley.  Do  you  Enow  whether  or  not,  on  the  other  contract, 
these  small  operators  that  had  taken  ships  without  any  capital  to 
speak  of  were  losing  money,  and  that  this  contract  was  changed  to 
help  them  out  ? 

Mr.  Hanes.  No,  sir. 

Mr.  Kelley.  Do  you  know  whether  or  not  the  small  operators  have 
been  losing  money? 

Mr.  Hanes.  No,  sir;  I  do  not. 

Mr.  Kelley.  Or  would  be  if  they  had  to  pay  the  bills? 

Mr.  Hanes.  That  they  would  be  losing  money  on  the  voyages  ? 

Mr.  Kktj.ey.  Yes. 

Mr.  Hanes.  I  have  seen  some  voyages  where  the  cost  of  operating 
the  ship,  together  with  the  depreciation,  was  a  great  deal  more  than 
the  proceeds. 

Mr.  Kelley.  Do  you  know  how  many  corporations  are  operating 
the  Shipping  Board  ships,  where  the  organizers  of  the  corporations, 
or  the  persons  interested  in  the  corporations,  were  formerly  em- 
ployees of  the  Shipping  Board? 

Mr.  Hanes.  You  mean  in  the  managing  and  operating  companies  ? 

Mr.  Kelley.  Yes. 

Mr.  Hanes.  I  do  not  believe  I  do ;  no,  sir. 

Mr.  Kelley.  You  have  never  inquired  into  that,  to  see? 

Mr.  Hanes.  No,  sir;  I  have  not. 

Mr.  Kelley.  You  do  not  know  whether  there  are  any  or  not  ? 

Mr.  Hanes.  No,  sir;  not  in  the  managing  and  operating  companies. 

Mr.  Kelley.  How  about  repair  companies? 

Mr.  Hanes.  Yes,  sir. 

Mr.  Kelley.  What  do  you  know  about  that  ? 

Mr.  Hanes.  The  Edwards  Boiler  Scaling  Co.,  in  Norfolk,  was 
composed  of  a  man  named  Edwards  and  a  man  named  Cleary,  both 
of  whom  had  previously  been  employed  by  the  Emergency  Fleet 
Corporation  as  time  and  material  checkers.  Mr.  Cleary  later  got 
out  of  the  companv  and  is  now  with  the  Shipping  Board  again. 
Mr.  Edwards,  I  understand,  has  sold  out  his  company  and  gone  into 
some  other  business. 

There  is  a  company  in  the  port  of  New  York,  the  Coastwise  Scal- 
ing Co.,  in  which  a  man  named  Martin  is  interested  who  was  pre- 
viously a  Shipping  Board  employee. 

Mr."  Kelley.  Well,  those  companies  that  you  speak  of  were  all 
legitimate  companies ;  they  were  not  merely  brokers  for  handling  the 
business  and  then  turned  it  over  to  somebody  else? 

Mr.  Hanes.  No,  sir ;  they  were  scaling  companies  that  actually  did 
the  work. 

Mr.  Kelley.  Yes.  But  you  do  not  know  how  many  of  these  operat- 
ing companies  were  organized  by  men  who  are  connected  with  the 
Shippim?  Board  ? 

Mr.  Hanes.  No,  sir ;  I  do  not. 


2798  SHIPPING  BOARD  OPERATIONS. 

Mr.  Kelley.  Who  would  know  that?  Who  could  get  that  infor- 
mation? 

Mr.  Hanes.  Why,  the  bureau — I  do  not  know  just  what  the  tech- 
nical name  is — that  has  charge  of  the  allocation  of  ships  I  should 
think  would  have  that. 

Mr.  Kelley.  Is  that  under  the  Bureau  of  Operations,  or  is  that  a 
separate  division  down  there? 

Mr.  Hanes.  That  is  under  the  Division  of  Operations,  I  think. 

Mr.  Kelley.  That  is  to  say,  the  ships  are  allocated  by  a  committee 
or  a  bureau  in  the  Division  of  Operations  ? 

Mr.  Hanes.  Yes,  sir ;  a  component  part  of  it. 

Mr.  Kelley.  And  that  committee,  you  think,  would  know  enough 
about  the  operators  to  get  this  information? 

Mr.  Hanes.  I  should  think  so ;  yes,  sir. 

Mr.  Kelley.  How  many  of  them,  and  which  ones,  were  former 
employees  of  the  Shipping  Board  ? 

Mr.  Hanes.  I  should  think  so. 

Mr.  Kelley.  And  who  do  you  say  could  prepare  the  relative  ex- 
pense of  the  various  compames,  the  operating  expense  of  different 
companies? 

Mr.  Hanes.  I  should  think  that  the  different  district  comptrollers 
or  district  auditors  should  be  able  to  do  that. 

Mr.  Kelley.  Is  there  anybody  in  Washington  that  could  furnish 
that ?    Would  the  information  not  get  down  that  far? 

Mr.  Hanes.  It  might ;  but  whether  or  not  it  is  there  I  do  not  know. 

Mr.  Kelley.  You  think  maybe  they  have  never  thought  of  that 
down  there  vet  ? 

Mr.  Hanes.  Well,  I  don't  know.  I  have  never  seen  any  such  state- 
ment. 

Mr.  Kelley.  Ordinarily  it  would  be  some  advantage,  would  it  not, 
to  the  Government  to  know  which  operators  were  costing  them  a  lot 
of  money  and  which  were  making  monev  for  them?  A  business  man 
would  like  to  know  which  factors,  if  he  nad  a  half  dozen,  were  losing 
money  and  which  making  money. 

Mr.  Hanes.  I  shbuld  think  so. 

Mr.  Keixey.  Why  would  not  the  Government  be  interested  in  the 
same  thing? 

Mr.  Hanes.  They  may  be,  so  far  as  I  know,  Mr.  Kelley;  but  I 
should  say  that  it  would  be  a  good  business  proposition.  I  say  that 
I  do  not  know  whether  they  have  that  or  not. 

The  Chairman.  Have  you  seen  this  managing  operators'  agreement 
No.  3,  or  the  one  that  these  ships  are  being  operated  under? 

Mr.  Hanes.  At  the  present  time?    Yes,  sir. 

The  Chairman.  Do  you  say  there  is  no  incentive  in  that  agreement 
for  the  operators  to  watch  the  expenses  of  operating  the  ships  ? 

Mr.  Hanes.  I  testified,  I  believe,  that  in  a  conversation  with  Mr. 
Waldman,  of  the  Sparrows  Point  Store  Co.,  he  had  told  me  that  such 
was  the  case. 

The  Chairman.  Yes.    Now  I  am  asking  you  if  you  say  so  ? 

Mr.  Hanes.  Well,  I  don't  know.  I  have  not  seen  any  incentive  in 
it  to  save  any  money. 

The  Chairman.  Under  that  agreement  the  Shipping  Board  pavs 
the  expenses  of  operation  and  it  is  deducted  from  the  proceeds  of  tne 
Voyage,  is  it  not? 
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Mr.  Hanes.  You  mean  before  the  commission  is  paid  to  the  man- 
agers and  operators  ? 

The  CHAiR3f  AN.  Yes. 

Mr.  Hanes.  I  do  not  think  it  is ;  no,  sir. 

The  Chairman.  Well,  then,  when  they  come  to  settle  up  on  a 
voyage,  the  expense  of  operating  the  ship  is  deducted  from  the  re- 
ceipts, is  it  not  ?  When  tney  come  k)  settle  up  on  a  voyage,  a  single 
voyage,  do  they  not  deduct  the  expense  of  operating  that  ship  and  the 
fee  paid  to  the  operator  from  the  freight  receipts  for  that  voyage  ? 

Mr.  Hanes.  And  deduct  the  whole  business  s 

The  Chairman.  Yes. 

Mr.  Hanes.  Yes. 

The  Chairman.  They  deduct  that  from  the  receipts  ? 

Mt.  Hanes.  Yes. 

The  Chairman.  And  then  the  surplus  is  divided,  is  it  not,  between 
the  Government  and  the  operator  ? 

Mr.  Hanes.  No,  sir. 

The  Chairman.  It  is  not? 

Mr.  Hanes.  My  understanding  is  that  the  present  system  is  that 
the  manager  and  operator  of  the  ship  pays  the  expenses  of  the 
voyage.  Then  he  adds  to  those  expenses  his  commission  on  the  gross 
revenue.  If  the  expense  of  the  ship,  plus  the  gross  revenue  to  the 
manager  and  operator^  is  more  than  the  total  revenue  of  the  ship, 
the  Shipping  Board  reimburses  the  manager  and  operator. 

Mr.  Kelley.  That  is  out  of  the  Treasury  of  the  United  States. 

Mr.  Hanes.  Or  the  proceeds  from  other  ships. 

The  Chairman.  What  agreement  is  that? 

Mr.  Hanes.  That  is  M.  O.  No.  4. 

The  Chairman.  Has  that  been  put  in  force  ? 

Mr.  Hanes.  I  understand  that  it  is  in  force  at  the  present  time. 
1  am  not  positive. 

The  Chairman.  Do  you  know  any  company  that  is  operating  un- 
der No.  4? 

Mr.  Hanes.  At  the  present  time  ? 

The  Chairman.  Yes. 

Mr.  Hanes.  Mr.  Chairman,  I  have  not  gone  into  the  question  of 
the  managing  and  operating  agreement  very  carefully,  because  it 
does  not  touch  particularly  on  the  work  that  I  am  doing.  The 
only  information  I  have  had  has  been  discussion  with  various  au- 
ditors, who  have  told  me  that  M.  O.  4,  which  was  recently — I  believe 
within  the  last  month  and  a  half — put  into  effect,  was  made  retroac- 
tive to  March  1, 1920. 

The  Chairman.  Then,  under  that,  if  there  was  no  incentive  under 
M.  O.  No.  3  there  certainly  is  no  incentive  under  M.  O.  No.  4. 

Mr.  Hanes.  I  could  not  see  any,  from  a  reading  of  the  agreement. 

The  Chairman.  Have  you  any  further  questions,  Mr.  Kelley  ? 

Mr.  Kellet.  Not  only  has  this  new  contract  that  you  speak  of 
gone  into  effect  but  it  has  been  made  retroactive,  has  it  not? 

Mr.  Hanes.  I  understand  so ;  yes,  sir. 

Mr.  Kelley.  So  that  it  covers  voyages  that  were  iki  effect  even  be- 
fore under  the  old  contract? 

Mr.  Hanes.  That  is  mv  understanding  of  it. 

Mr.  Kelley.  That  is  all. 
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TESTIMONY  OF  ME.  BETHUEL  S.  OAKES. 

(The  witness  was  duly  sworn  by  the  chairman.) 

The  Chairman.  What  is  your  name,  please  ? 

Mr.  Oakes.  Bethuel  S.  Oakes. 

The  Chairman.  Have  you  at  any  time  been,  or  are  you  now,  em- 
ployed by  the  Shipping  Board  or  Fleet  Corporation,  Mr.  Oakes? 

Mr.  Oakes.  I  am ;  yes,  sir. 

The  Chairman.  How  long  have  you  been  employed  ? 

Mr.  Oaioss.  Since  April,  1918,  up  to  May  24,  1920 ;  then  I  was  re- 
instated again  October  25,  1920. 

She  Chairman.  In  what  capacity? 
[r.  Oakes.  My  former  capacity  was  plant  engineer  at  Wilming- 
ton, N.  C;  my  present  capacity  is  in  the  sales  division,  New  YoA 
office. 

The  Chairman.  When  you  were  plant  engineer,  what  do  you  know 
as  to  an  inventory  being  made  of  the  plant  property  on  accoimt  of 
the  Liberty  Shipbuilding  Co.  ? 

Mr.  Oakes.  In  Deceinber,  1918, 1  think  it  was,  or  about  that  time, 
a  physical  plant  inventory  was  taken  of  the  plant  and  property. 
That  was  official,  duly  signed  and  tied  in  with  the  books  of  account 
at  the  plant,  by  the  local  auditor.  Following  that,  some  time  in 
March,  1919,  I  think  it  was,  an  inventory  was  taken  of  the  supplies 
and  materials  at  the  plant,  which  was  also  tied  in,  verified  and  tied 
in  with  the  books  of  account. 

The  Chahiman.  What  do  you  mean  by  "  tied  in  "  with  the  books 
of  account  ? 

Mr.  Oakes.  Well,  reconciled  with  the  books;  that  is,  the  amount 
available  on  hand  compared  with  the  material  account  in  the  books. 

The  Chairman.  Proceed.  Was  there  anything  further  about 
those  two  inventories  ? 

Mr.  Oakes.  Nothing  that  I  think  of. 

The  Chairman.  They  were  both  made  and  they  were  both  tied  in? 

Mr.  Oakes.  Both  made  and  both  tied  in,  and  accepted  and  signed. 

The  Chairman.  Accurate  ? 

Mr.  Oakes.  Accurate ;  yes,  sir. 

The  Chairman.  Made  in  the  usual  way  ? 

Mr.  Oakes.  Made  in  the  usual  manner,  and  in  accordance  with 
the  usual  practices  for  making  inventories. 

The  Chairman.  And  under  proper  authority? 

Mr.  Oakes.  Under  proper  authority ;  yes,  sir. 

The  Chairman.  Were  the  proper  blanks  furnished,  and  every- 
thing, for  the  inventories  to  be  made? 

Mr.  Oakes.  Proper  forms  were  used. 

The  Chairman.  Was  it  made  in  quick  time? 

Mr.  Oakes.  The  first  inventory,  the  plant  property  inventory,  I 
think,  was  accomplished  in  about  a  month.  The  other  one  took  pos- 
sibly a  little  longer,  six  or  eight  weeks. 

The  Chairman.  Who  did  the  active  work? 

Mr.  Oakes.  The  active  work  was  conducted  by  a  representative 
sent  there  by  the  Shipping  Board,  and  the  details  were  carried  out 
by  employees  of  the  shipbuilding  company. 

The  Chairman.  Was  any  other  inventory  made  down  there? 
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Mr.  Oakes.  There  was  another  inventory  made  subsequent  to  that 
time,  but  that  was  for  the  purpose  of  determining  exactly  if  there 
had  been  any  variations  in  the  amount  of  materials  on  hand  between 
the  time  this  one  was  taken  and  the  former ;  that  is,  when  the  plant 
was  in  operation. 

The  Chairman.  This  was  at  the  Liberty  plant? 

Mr.  Oakes.  At  the  Liberty  plant. 

The  Chairman.  Was  any  inventory  made  at  the  plant  of  the  Caro- 
lina Shipbuilding  Co.? 

Mr.  Oakes.  There  was  an  inventory  made  at  the  Carolina  Ship, 
yes,  sir.  That  was  conducted  by  Capt.  Trowbridge,  and  the  details 
were  worked  out  by  employees  of  the  Carolina  Shipbuilding  Corpo- 
ration. 

The  Chairman.  Was  that  made  under  proper  authority  and  in  the 
usual  way? 

Mr.  Oakes.  I  believe  it  was.    I  had  no  jurisdiction  over  that. 

The  Chairman.  Do  you  know  whether  it  was  made  in  the  usual 
time? 

Mr.  Oakes.  It  was  made  in  the  usual  time  and  on  a  regular  form ; 
but.  as  I  say,  I  had  no  jurisdiction  over  it. 

The  Chairman.  Was  it  tied  in  with  the  plant  property  account, 
do  you  know  ? 

Mr.  Oakes.  I  heard  that  it  was. 

The  Chairman.  Do  you  know  what  the  amount  of  that  inventory 
was? 

Mr.  Oakes.  No  ;  I  do  not  recall  the  figures.  The  Carolina  plant, 
however,  I  think  was  about  $50,000  for  plant  property ;  that  is,  plant 
materials  and  supplies.  Of  course,  there  was  a  great  quantity  of 
ship  materials  there  that  did  not  enter  into  that  particular  inventory. 
There  were  two  inventories,  one  for  ship  materials  and  one  for  plant 
materials  and  supplies. 

The  Chairman.  Were  they  both  made? 

Mr.  Oakes.  Yes ;  they  were  both  made. 

The  Chairman.  Do  you  know  whether  that  plant  property  was 
later  sold  ? 

Mr.  Oakes.  At  the  Carolina? 

The  Chairman.  Yes. 

Mr.  Oakes.  That  was  sold  to  the  George  A.  Fuller  Co.,  with  the 
plant. 

The  Chairman.  Do  you  know  for  how  much  ? 
Mr.  Oakes.  They  sold  the  plant  supplies  and  materials  for  100 
per  cent. 

The  Chairman.  $50,000? 

Mr.  Oakes.  That  was  the  agreement.  I  do  not  know  if  it  was  ever 
accomplished,  but  I  presume  it  was ;  I  understand  that  was  the  con- 
tract. 

The  Chairman.  Do  you  know  whether  the  cash  was  paid  ? 

Mr.  Oakes.  I  do  not. 

The  Chairman.  How  much  were  the  ship  supplies  sold  for? 

Mr.  Oakes.  The  ship  materials.  The  original  contract  at  the  Caro- 
lina plant  was  for  the  construction  of  12  vessels.  I  know  this  only 
f^om  association  and  contact  down  there:  I  had  nothing  whatsoever 
to  do  with  it.    Their  contract  was  reduced  to  eight  vessels. 
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The  George  A.  Fuller  Co.,  in  negotiating  the  contract  to  take  over 
the  plant  with  the  Fleet  Corporation,  agreed  to  purchase  the  material 
for  the  remaining  four  ships,  and  construct  them  on  their  own  ac- 
count, and  I  understand  that  the  material  for  these  ships  wfts  sold 
to  them  at  50  per  cent  of  the  invoice  cost. 

The  Chairman.  Fifty  per  cent? 

Mr.  Oakes.  Yes,  sir. 

The  Chairman.  Do  you  know  who  negotiated  the  purchase? 

Mr.  Oakes.  1  think  Mr.  Alonzo  Dilks  and  Mr.  G.  Glass ;  I  think 
his  initial  is  G. 

The  Chairman.  Are  they  officials  of  the  Shipbuilding  Corpora- 
tion ? 

Mr.  Oakes.  Mr.  Dilks  was  president  of  the  Carolina  Shipbuilding 
Corporation,  and  Mr.  Glass  was  assistant  secretary. 

The  Chairman.  With  whom  did  they  deal  on  the  Shipping  Board 
or  Fleet  Corporation? 

Mr.  Oakes.  So  far  as  I  know,  Mr.  Piez. 

The  Chairman.  Mr.  Piez;  when  was  this? 

Mr.  Oakes.  That  was  in  1919,  about  December.  Their  contract 
took  effect,  I  think  it  was  December,  1919. 

The  Chairman.  Do  you  know  what  the  amount  of  the  inventory 
was,  of  the  ship  material  ? 

Mr.  Oakes.  I  do  not,  no ;  I  had  no  way  of  knowing  that. 

The  Chairman.  But  you  understand  that  the  plant  property  and 
material  were  sold  at  100  per  cent  of  its  inventoried  value? 

Mr«  Oakes.  Yes,  sir. 

The  Chairman.  The  ship  material  there,  left  in  the  yard  as  a  result 
of  cancellation  of  these  contracts,  was  sold  at  50  per  cent  of  the 
value  ? 

Mr.  Oakes.  That  is  my  understanding.    I  never  saw  the  contract. 

The  Chairman.  Well,  if  that  was  so,  was  it  not  a  pretty  good  bar- 
gain? 

Mr.  Oakes.  A  good  bargain  for  the  Carolina?  Well,  it  depends 
upon  how  you  look  at  that.    If  the  Fleet  Corporation  were — ^ 

The  Chairman.  A  pretty  good  bargain  for  the  Fleet  Corporation^ 
to  get  rid  of  a  lot  of  fabricated  material? 

Mr.  Oakes.  Very  good,  I  should  say. 

The  Cblairman.  At  50  per  cent  of  its  value  ? 

Mr.  Oakes.  Very  good. 

The  Chairman.  Was  there  anything  during  your  work  as  plant 
engineer  there  that  you  observed  with  reference  to  conditions  which 
you  attempted  to  have  corrected  and  which  you  were  unable  to  ac- 
complish because  of  lack  of  cooperation  on  the  part  of  anybody,  or 
failure  to  accept  your  recommendations? 

Mr.  Oakes.  I  was  operating  first  directly  with  the  home  office,  tKe 
division  of  shipyard  plants,  and  during  the  plant  construction  there 
was  no  lack  of  cooperation  at  all.  There  was  some  tendency  on  the 
part  of  the  contractor  at  different  times  to  construct  a  plant  that 
was  not  called  for  in  the  plans  and  was  not  the  intent  and  purpose^ 
but  those  matters  were  properly  taken  care  of,  and  recommendations 
for  discontinuing  such  operations  were  made  and  carried  out.  That 
was  only  in  slight  instances,  nothing  very  serious. 
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The  Chairman.  Do  you  know  whether  or  not  the  allowance  of  this 
50  per  cent  value  of  the  ship  material  there  may  not  have  been  part 
consideration  on  account  of  the  cancellation  of  these  contracts? 

Mr.  Oakes.  It  may  have  been,  or  it  may  not  have  been ;  I  do  not 
know  anything  about  the  details  of  it,  Mr.  Chairman. 

The  Chairman.  If  it  was,  there  was  nothing  unusual  about  that, 
was  there,  Mr.  Oakes? 

Mr.  Oakes.  Why,  I  should  not  think  so,  because  I  believe  that  is  a 
very  good  sale  for  the  Shipping  Board;  to  get  rid  of  that  surplus 
material,  fabricated  for  ships,  that  would  not  be  utilized  for  any 
other  purposes  except  if  they  could  find  a  buyer. 
The  Chairman.  Did  you  make  any  appraisal  of  that  plant  ? 
Mr.  Oakes.  I  did  not. 
The  Chairman.  As  a  going  concern? 
Mr.  Oakes.  I  did  not. 

The  Chairman.  What  is  your  position  with  the  Shipping  Board 
now? 

Mr.  Oakes.  I  am  head  of  the  sales  and  supply  division  of  the  New 
York  office. 

The  Chairman.  Head  of  the  sales  and  supply  division  under 
whom? 
Mr.  Oakes.  Mr.  Leggren. 
The  Chairman.  Are  you  selling  material  here  ? 
Mr.  Oakes.  Just  came  on  the  25th  of  October ;  yes. 
The  Chairman.  Oh,  I  see ;  did  you  resign  as  plant  engineer? 
Mr.  Oakes.  I  resigned  as  plant  engineer  on  account  of  health.    I 
was  down  in  the  southern  district  and  I  had  to  get  out  of  there. 
The  Chairman.  Did  you  appraise  the  Liberty  plant  ? 
Mr.  Oakes.  I  appraised  the  Liberty  plant ;  yes,  sir ;  and  my  recol- 
lections are  that  it  was  about  $500,000. 
The  Chairman.  Was  that  sold  ? 

Mr.  Oakes.  That  was  sold  to  the  city  of  Wilmington,  I  understand, 
after  I  left  there. 
The  Chairman.  For  how  much,  do  you  know  ? 
Mr.  Oakes.  From  hearsay,  $37,500. 
The  Chairman.  Were  any  of  the  contracts  canceled? 
Mr.  Oakes.  They  canceled  all  of  their  contracts  except  two  vessels. 
The  Chairman.  Do  you  know  whether  or  not  any  allowance  was 
made  to  them  on  account  of  cancellation  ? 

Mr.  Oakes.  Up  to  the  time  that  I  left  there,  so  far  as  I  know,  there 
was  no  adjustment  made,  and  I  have  not  heard  of  any. 
The  Chairman.  Did  the  Fleet  Corporation  own  the  entire  plant? 
Mr.  Oakes.  They  owned  the  entire  plant — property  and  build- 
ings— everything  pertaining  to  it.    The  property  was  deeded  to  the 
Shipping  Board  by  negotiations  through  the  Chamber  of  Commerce 
of  Wilmington,  acquired  from  individuals,  and  turned  over  in  fee 
simple  to  the  Shipping  Board  in  its  entirety. 
The  Chairman.  That  was  a  concrete  yard,  was  it  not? 
Mr.  Oakes.  A  concrete  yard ;  a  concrete  shipyard. 
The  Chairman.  The  concrete  ships,  as  constructed  by  the  Ship- 
ping Board  of  course  were  more  or  less  of  an  experiment,  were  they 
not? 

Mr.  Oakes.  I  would  say  that  it  was  an  experimental  proposi- 
tion ;  yes,  sir. 
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The  Chairman.  This  was  an  experimental  yard? 

Mr.  Oakes.  Decidedly. 

The  Chairman.  And  do  you  know  whether  the  yard  is  being  op- 
erated now? 

Mr.  Oakes.  Only  indirectly.  I  heard  that  the  city  of  Wilmington 
acquired  this  property.  They  in  turn  leased  it,  1  believe,  to  the 
Newport  Shipbuilding  Co.,  and  I  think  that  they  are  operating  the 
yard. 

The  Chairman.  Building  concrete  ships? 

Mr.  Oakes.  Yes,  sir;  I  only  know  this  by  letters — correspondence 
that  I  have  had  with  friends  of  mine  there. 

The  Chairman.  Do  you  know  what  it  cost  the  Fleet  Corpora- 
tion to  make  that  site  available  iqr  a  shipyard  ? 

Mr.  Oakes.  The  cost  of  the  plant,  as  1  recall  it,  was  about  $826,- 
000,  of  which  about  $105,000  was  expended  in  dredging,  filling  the 
site,  and  preparing  the  slips.  These  boats  were  launched  side  wise, 
and  they  had  to  have  slips.  There  was  about  $48,000  of  that  amount, 
I  think,  paid  to  Monks  &  Johnson,  of  Boston,  who  were  architects 
and  engineers,  for  furnishing  the  plans. 

The  cost  of  those  plans  was  rather  exorbitant,  I  think,  but  as  I 
understand  the  arrangement,  Monks  &  Johnson  were  engaged  by 
Mr.  Piez  to  prepare  plans  for  some  other  plant ;  I  think  it  was  the 
Alameda  plant. 

The  Chairman.  Was  there  any  bid  received  for  that  plant  while 
you  were  there,  Mr.  Oakes? 

Mr.  Oakes.  There  were  two  offers,  one  from  the  Aladdin  House 
Building  Co. — the  Aladdin  Co. — who  were  locating  at  Wilmington, 
and  they  offered  $50,000  for  half  of  the  plant,  comprising  the  best 
part  of  it,  with  the  carpenter  shop  and  the  principal  buildings ;  an- 
other offer  was  received,  a  verbal  offer,  from  the  Broadfoot  Iron 
Works,  for  $50,000  for  the  entire  plant. 

The  Chairman.  Did  you  recommend  the  acceptance  of  either  of 
those  bids? 

Mr.  Oakes.  I  recommended  that  they  both  be  rejected. 

The  Chairman.  You  do  not  know  how  much  the  plant  was  really 
sold  for  eventually? 

Mr.  Oakes.  Only  through  hearsay  and  newspaper  reports. 

The  Chairman.  Do  you  know  how  much  that  was? 

Mr.  Oakes.  $37,500. 

The  Chairman.  Do  you  know  how  much  the  Carolina  plant  cost 

to  build  ? 

Mr.  Oakes.  It  is  very  difficult  to  remember  those  figures,  but,  I 
think,  approximately  $2,338,000. 

The  Chairman.  And  how  much  was  that  sold  for? 

Mr.  Oakes.  I  do  not  know  definitely,  but  from  hearsay,  $500,000. 
I  never  saw  the  contract. 

The  Chairman.  Well,  assume  that  it  was  sold  for  $500,000,  a  ship- 
yard down  there  which  the  Government  built  and  owned;  they  could 
not  have  expected  to  sell  it  for  what  it  cost  them,  could  they  ? 

Mr.  Oakes.  Hardly. 

The  Chairman.  Was  that  any  undue  loss,  do  you  think,  that  they 
only  got  a  quarter  of  what  it  cost? 

Mr.  Oakes.  Well,  it  is  entirely  dependent  upon  the  conditions  and 
the  future  of  Wilmington,  and  the  prospects  and  possibilities  of  get- 
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ting  some  one  else  interested.  It  was  a  foregone  conclusion  that  if 
the  local  people  could  buy  that  plant  for  a  reasonable  figure  it  would 
be  continued  as  a  going  shipyard ;  the  Fleet  Corporation  would  then 
realize  something  of  their  investment.  If  their  offer  had  been  re- 
jected, probably  to-day  that  plant  would  have  been  a  junk  proposi- 
tion, and  very  likely  we  could  not  have  realized  more  than  a  small 
percentage  of  $500,000  out  of  it.    That  would  be  my  view. 

The  Chairman.  Do  you  know  whether  these  yards  were  properly 
equipped  to  be  used  as  repair  yards  ? 

Mr.  Oakjes.  They  were  not. 

The  Chairman.  I  think  that  is  all,  Mr.  Oakes.    Mr.  Laggren. 

TESTIMONY  OF  MS.  SOBEET  I.  LAGQEEIT. 

(The  witness  was  duly  sworn  by  the  chairman.) 

The  Chairman.  What  is  your  name? 

Mr.  Lagoren.  Robert  I.  Laggren. 

The  Chairman.  Are  you  employed  by  the  Shipping  Board,  or 
Fleet  Corporation? 

Mr.  Laggren.  Yes,  sir. 

The  Chairman.  In  what  capacity  ? 

Mr.  Laggren.  Director  of  the  supply  and  sales  division  for  the 
eastern  district. 

The  Chairman.  Where  is  your  office  ? 

Mr.  Laggren.  In  Philadelphia. 

The  Chairman.  What  does  the  eastern  district  comprise? 

Mr.  Laggren.  At  the  present  time  it  practically  comprises  every- 
thing east  of  the  Socky  Mountains,  with  the  exception  of  a  small 
district  in  the  South. 

The  Chairman.  What  district  in  the  South. 

Mr.  Laggren.  They  call  it  the  southern  district.  It  is  New  Orleans 
and  the  surrounding  territory,  embracing  the  southern  shipjrards. 

The  Chairman.  And  over  what  property  does  your  jurisdiction 
extend  ? 

Mr.  Laggren.  All  surplus  property,  certified  to  the  Fleet  Corpora- 
tion as  surplus  and  salvage,  exclusive  of  ships. 

The  Chairman.  How  long  have  you  held  this  position  ? 

Mr.  Laggren.  Since  Octooer  1. 

The  Chairman.  Were  you  with  the  Shipping  Board  prior  to  that? 

Mr.  Laggren.  Yes,  sir. 

The  Chairman.  In  what  capacity? 

Mr.  Laggren.  As  secretary  of  the  construction  claims  board. 

The  Chairman.  How  long  had  you  held  that  position  ? 

Mr.  Laggren.  I  was  made  secretary  in  February,  1920.  Prior  to 
that  I  had  been  assistant  secretary  from  July^  1919. 

The  Chairman.  Were  you  with  the  fleet  prior  to  that? 

Mr.  Laggren.  No,  sir. 

The  Chairman.  You  came  in  in  July,  1919,  as  assistant  to  the 
construction  claims  board? 

Mr.  Laggren.  Construction  claims  board,  then  known  as  the  can- 
cellation claims  and  contracts  board. 

The  Chairman.  And  in  February  you  were  made  secretary  to  that 
board? 
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Mr.  Laggken.  Yes,  sir. 

The  Chairman.  And  in  July  of  this  year  you  were  put  at  the  head 
of  the  supply  and  sales  division  of  the  eastern  district? 
Mr.  Laggren.  No  ;  in  October  of  this  year. 

The  Chairman.  In  October.    Were  you  there  while  Mr.  Weaver 
was  on  that  board? 
Mr.  Laggren.  Yes,  sir. 

The  Chairman.  Is  he  still  with  the  Shipping  Board  ? 
Mr.  Laggren.  No,  sir. 

The  Chairman.  Where  is  he,  do  yoii  know  ? 
Mr.  Laggren.  No,  sir.    X)o  you  "mean  where  he  is  now? 
The  Chairman.  Yes. 

Mr.  Laggren.  •No.    I  know  ttiat  he  is  in  Washington ;  that  is  his 
home,  in  Chevy  Chase.  ^ 
The  Chairman.  Is  this  Gen.  Weaver? 
Mr.  Laggren.  No,  sir;  this  is  H.  H.  Weaver.  "* 

The  Chairman.  Do  you  know  whether  he  is  associated  with  the 
Barde  Co.? 
Mr.  Laggren.  Yes,  sir. 
The  Chairman.  In  some  capacity? 
Mr.  Laggren.  Yes,  sir. 

The  Chairman.  How  long  has  he  been  with  them? 
Mr.  Laggren.  Well,  not  very  long.    I  do  not  remember  the  exact 
date  of  his  resignation  from  the  construction  claims  board,  but  not 
ven'^  long  ago. 

The  Chairman.  Since  you  have  been  at  the  head  of  the  supply  and 
sales  division? 

Mr.  Laggren.  No,  it  was  before  that.  Mr.  Weaver  resigned  from 
the  construction  claims  board,  and  then  went  to  the  Pacific  coast. 
It  was  while  he  was  gone  that  I  was  made  director  of  the  supply 
and  sales  division  for  the  eastern  department. 

The  Chairman.  Do  you  know  whether  he  obtained  any  official 
position  with  the  Shipping  Board  after  he  became  associated  with 
the  Barde  Co.  ? 

Mr.  Laggren.  I  understand  that  he  was  requested  by  Admiral 
Benson  to  remain  as  special  advisor  to  the  board. 
The  Chairman.  Upon  what  matters? 
Mr.  Laggren.  Particularly  steel. 
The  Chairman.  Sales? 
Mr.  Laggren.  No,  sir. 
The  Chairman.  Purchases? 

Mr.  Laggren.  I  can  not  define  myself  any  more  accurately  than 

that,  except  that  Mr.  Weaver  was  the  steel  expert  on  the  board,  and 

had  come  from  the  War  Industries  Board  and  knew  steel  in  all  its 

phases. 

The  Chairman.  Well,  what  activities  of  the  Shipping  Board  were 

being  carried  on,  other  than  sales 

Mr.  Laggren.  That  Mr.  Weaver  was  interested  in  ? 
The  Chairman.  No,  just  a  minute;  what  activities  were  carried 
on  by  the  Shipping  Board  other  than  sales  of  steel  which  required 
an  expert  on  steel  ? 

Mr.  Laggren.  The  settling  of  canceled  contracts,  and  the  making 
of  adjustments  with  steel  companies. 
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The  Chairman.  The  settling  of  canceled  contracts? 

Mr.  Laggren.  Yes,  sir. 

The  Chairman.  What  was  the  necessity  for  an  expert  on  steel  in 
those  cases? 

Mr.  Laggren.  In  order  'that  we  might  know  whether  the  claims 
submitted  by  the  steel  companies  were  proper  claims.  It  was  neces- 
sary to  have  a  man  who  knew  the  custom  of  the  steel  trade  and  the 
value  of  steel,  so  that  a  check-up  could  be  made  on  salvage  offers  of 
the  steel  companies,  when  they  offered  to  take  over  the  surplus  due 
to  cancellations.  That  was  one  of  the  things.  And  in  general, 
the  board  could  hardly  act  on  steel  cases  without  knowing  some- 
thing about  the  steel  business.  ' 

The  Chairman.  You  mean  that  where  a  contract  was  canceled  and 
there  was  a  lot  of  steel  ojti  hand,  it  was  necessary  to  have  an  expert 
for  the  Shipping  Board  to  pass  upon  that  steel  to  ascertain  its  quality 
and  how  much  allowance  should  be  made  in  the  settlement  of  the  can- 
celed contracts? 

Mr.  Laggren.  I  think  so,  in  a  general  way ;  yes^  sir. 

The  Chairman.  And  Mr.  Weaver  was  called  in  as  the  expert  to 
pass  upon  that,  you  understand  ? 

Mr.  Laggren.  I  can  not  say  as  to  that.  He  was  there  when  I  came 
there. 

The  Chairman.  Well,  you  understood,  you  said,  that  he  had  been 
asked  by  Admiral  Benson  to  act  as  the  steel  expert  for  the  Shipping 
Board  ? 

Mr.  Laggren.  No,  sir;  I  do  not  think  I  made  that  statement.  I 
believe  1  siM  that  he  had  been  asked  to  remain  with  the  construction 
claims  board  as  a  sort  of  special  adviser. 

The  Chairman.  I  see.    Well,  was  Tie  a  steel  expert? 

Mr.  Laggren.  He  was;  he  must  have  been. 

The  Chairman.  And  you  understood  that  this  special  advice  that 
he  was  to  give  was  with  reference  to  steel? 

Mr.  Laggren.  Not  only ;  no,  sir. 

The  Chairman.  What  else  ? 

Mr.  Laggren.  Everything. 

The  Chairman.  Everything  arising  out  of  the  cancellation  of 
these  contracts? 

Mr.  Laggren.  We  felt  that  we  were  able  to  call  upon  Mr.  Weaver 
for  any  assistance  that  we  might  want,  on  any  claims  of  any  nature, 
due  to  his  wide  business  experience. 

The  Chairman.  Well,  then,  his  knowledge  and  advice  was  not  con- 
fined to  steel? 

Mr.  Laggren.  Not  confined  to  steel ;  no,  sir. 

The  Chairman.  He  would  pass  upon  the  quality  of  materials, 
would  he,  involved 

Mr.  Laggren.  No,  sir ;  he  would  make  no  inspections. 

The  Chairman.  Well,  what  would  he  do  with  relation  to  these 
canceled  contracts?  What  was  there;  what  knowledge  did  he  have 
that  required  his  retention,  if  any? 

Mr.  Laggren.  I  really  do  not  know.  I  think  you  would  have  to 
go  to  Admiral  Benson  and  ask  him  that. 

The  Chairman.  Well,  how  would  you  know  what  knowledge  Mr. 
Weaver  had  about  cancellation  of  contracts? 
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Mr.  Lagoken.  I  know  that  he  was  on  the  cancellation  claims  and 
contracts  board  from — well,  I  do  not  know  when  he  first  began 
there — and  that  therefore  he  must  have  had  a  very  intimate  and 
thorough  knowledge  of  canceled  contracts. 

The  Chairman.  Did  you  not  say  that  he  was  a  steel  expert? 

Mr.  Laggren.  Yes,  sir. 

The  Chairman.  How  do  you  know  that? 

Mr.  Laggren.  Mr.  Weaver  was  general  manager,  I  believe,  of  the 
Cambria  Steel  Co. 

The  Chairman.  But  it  is  your  information,  Mr.  Laggren,  that 
after  he  became  associated  with  the  Barde  Co.  he  remained  in  the 
capacity  of  special  adviser  to  the  cancellation  claims  board? 

Mr.  Laggren.  I  believe  so;  that  is  my  information. 

The  Chairman.  At  the  request  of  Admiral  Benson? 

Mr.  Laggren.  That  is  my  information. 

The  Chairman.  The  cancellation  of  these  contracts  involved  the 
disposition  of  quantities  of  material  of  various  kinds,  did  it  not  ? 

Mr.  Laggren.  Yes,  sir. 

The  Chairman.  Which  later  would  be  declared  surplus? 

Mr.  Laggren.  Yes,  sir. 

The  Chairman.  And  pass  into  your  jurisdiction? 

Mr.  Ijaggren.  Yes,  sir. 

The  Chairman.  And  the  Barde  Co.  were  seeking  to  purchase  some 
of  this  material  ? 

Mr.  Laggren.  Yes,  sir. 

The  Chairman.  Which  might  previously  have  come,  under  Mr. 
Weaver's  jurisdiction  as  special  adviser? 

Mr.  Laggren.  As  a  member  of  the  board.  At  that  time  he  was  a 
member  of  the  board,  with  no  more  standing  that  any  of  the  other 
members. 

The  Chairman.  No  ;  I  am  not  talking  of  while  he  was  a  member  of 
the  board.  He  might  previously,  as  special  adviser,  have  been  asked 
to  pass  upon — I  do  not  say  that  he  was,  but  he  might  have  been 
asked  to  pass  upon  or  classify  some  of  this  material  which  was 
later  declared  surplus  and  which  subsequently  the  Barde  Co.  might 
wish  to  purchase  ? 

Mr.  Laggren.  He  might  have ;  yes,  sir. 

The  Chairman.  Now,  do  you  know  of  any  instance  of  that  ? 

Mr.  Laggren.  No,  sir. 

The  Chairman.  Do  you  know  whether  Mr.  Weaver  was  with  the 
board  when  ihe  question  of  interpretation  of  the  Barde  contract 
came  up? 

Mr.  Laggren.  He  was ;  yes,  sir. 

The  Chairman.  How  soon  after  that  question  was  settled  did  Mr* 
Weaver  become  associated  with  the  Barde  Co.  ? 

Mr.  Laggren.  I  could  not  say.  It  may  have  been  a  month  or 
so — two  months,  somewhere  along  in  there. 

The  Chairman.  Has  there  been  very  much  change  in  the  per- 
sonnel of  the  supply  and  sales  department  during  the  past  two  years, 
if  you  know? 

Mr.  Laggren.  I  can  not  say  during  the  past  two  years.  I  can  only 
speak  during  the  past  two  months. 

The  Chairman.  Well,  how  about  the  last  two  months? 
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Mr.  Laggrbn.  There  have  been  lots  of  changes  in  the  past  two 
months. 

The  Chairman.  Men  getting  better  positions  in  private  employ- 
ment? 

Mr.  Laggren.  »o,  sir ;  I  do  not  know  of  any  cases  of  that  kind. 

The  Chairman.  What  has  been  the  reason  of  the  changes  ? 

Mr.  Laggren.  We  have  been  cutting  down  our  personnel  with  a 
view  to  retaining  the  efficient  and  weeding  out  the  inefficient. 

The  Chairman.  Well,  you  have  found  some  inefficients  in  there? 

Mr.  Laggren.  Yes,  sir. 

The  Chairman.  How  much  has  the  personnel  been  reduced  since 
you  have  been  there,  Mr.  Laggren  ? 

Mr.  LAGGREN.^For  the  entire  supply  and  sales  division  I  can  not 
say.    Since  October  9  I  have  cut  $95,000  off  my  pay  roll. 

The  Chairman.  Well,  how  many  men  would  that  represent? 

Mr.  Laggren.  It  would  represent  almost  50  employees;  that  is^ 
clerks,  stenographers,  and  men  in  executive  capacities. 

The  Chairman.  Of  course,  as  material  is  disposed  of,  gradually 
the  supply  and  sales  organization  will  disappear,  I  suppose  ? 

Mr.  Laggren.  It  will ;  yes,  sir. 

The  Chairman.  Have  you  got  any  list  or  inventory  from  which 
you  can  tell  the  value  of  the  material  that  has  been  declared  surplus, 
which  is  under  your  jurisdiction  for  disposition? 

Mr.  Laggren.  Yes,  sir. 

The  Chairman.  How  much? 

Mr.  Laggren.  I  could  not  state.  That  is  something  that  I  will  have 
to  go  into. 

The  Chairman.  You  mean  you  would  have  to  prepare  a  list  ? 

Mr.  Laggren.  Yes,  sir. 

The  Chairman.  You  have  not  got,  have  you,  a  list  or  an  inventory 
of  all  the  property,  its  location  and  appraised  value,  which  has  been 
declared  surplus,  and  which  you  are  authorized  to  dispose  of  through 
sale  or  otherwise? 

Mr.  Laggren.  Yes,  sir.    As  to  the  exact  accuracy  1  would  not  want 
to  state,  but  we  are  attempting  to  keep  it  as  accurately  as  possible. 
The  moment  anything  comes  to  us  as  surplus  we  know  where  it  is  and. 
what  it  is. 

The  Chairman.  Yes.   Now,  is  there  any  appraised  value  of  it  ? 

Mr.  Laggren.  Yes,  sir;  it  does  not  come  to  us  for  sale  until  the 
appraisal  has  been  put  on  it. 

The  Chairman.  Who  appraises  it  ? 

Mr.  Laggren.  Appraisal  engineers. 

The  Chairman.  Do  you  appraise  it,  your  department  ? 

Mr.  Laggren.  No,  sir. 

The  Chairman.  You  are  bound  by  the  appraisal  put  on  by  the 
appraisal  engineers  ? 

Mr.  Laggren.  We  are  bound,  absolutely. 

The  Chairman.  Well,  if  you  have  a  vast  quantity  of  material  to 
dispose  of,  which  is  just  declared  surplus  and  turned  over  to  you, 
do  you  feel  that  you  can  dispose  of  it  upon  as  advantageous  terms  to 
the  Government,  taking  somebody's  else  appraisal,  as  you  could  if  you 
had  an  appraisal  board  of  your  own  competent  to  make  it  ? 
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Mr.  Laggren.  Yes,  sir;  because  the  appraisal  board  is  under  the 
direct  jurisdiction  of  the  home  office  of  the  supply  and  sales  division, 
under  an  appraisal  engineer  in  charge  of  appraisals,  who  is  in  direct 
contact  with  the  director  of  the  supply  and  sales  division,  so  that 
we  get  the  proper  kind  of  service  on  our  appraisals.  But  the  district 
directors  are  put  in  the  position  of  having  no  authority  over  ap- 
praisal engineers,  as  to  policy,  so  that  no  distict  director  can  influence 
appraisal  engineers  in  making  appraisals  for  sales  purposes. 

The  Chairman.  Then,  these  appraisers  are  independent,  both  of 
you  and  your  department  and  the  district  ? 

Mr.  Laggren.  Well,  I  mean — my  department  is  the  district.  And 
if  you  will  ask  me  a  few  more  questions  I  can  show  it  clearly  to  you. 

The  Chairman.  Whom  do  you  mean  by  the  district  engineer? 

Mr.  Laggren.  The  district  appraisal  engineers? 

The  Chairman.  Yes. 

Mr.  Laggren.  Those  are  the  men  that  do  the  work  on  the  material 
in  my  district,  but  they  are  under  the  direction  and  supervision  of 
the  home  office  appraisal  engineers.  They  are  in  my  office,  yet,  as  I 
say,  under  the  home  office  appraisal  engineers ;  I  have  them  in  New 
York  and  Philadelphia ;  they  are  right  in  my  office. 

The  Chairman.  Right  in  your  office  without  you  exercising  any 
jurisdiction  over  them  whenever  they  are  making  these  appraisals? 

Mr.  Laggren.  No  ;  I  have  only  administrative  control. 

The  Chairman.  And  you  can  not  raise  objection  to  any  question 
as  to  the  values  they  fix  ? 

Mr.  Laggren.  Yes ;  we  can  raise  objection.  We  can  raise  questions 
and  question  their  appraisal,  but  we  have  to  do  with  the  appraisal 
engineers  at  the  home  office  in  this  way,  that  we  say  we  think  the 
appraisal  engineers  have  appraised  something  so  high  that  we  can 
not  use  it. 

The  appraisal  engineer  may  say  this  is  our  appraisal,  and  that  is 
all  that  we  can  say  to  them,  and  we  have  to  refer  to  the  home  office 
and  say  that  we  think  that  the  appraisal  engineer  has  made  a  mistake 
here. 

The  Chairman.  Now,  what  do  you  base  your  conclusion  that  a 
mistake  has  been  made  on,  simply  upon  your  inability  to  sell  it  ? 
"    Mr.  Laggren.  Oh,  no,  sir. 

The  Chairman.  Upon  what  ? 

Mr.  Laggren.  Upon  conditions,  class  of  material,  location,  and 
utility  value. 

The  Chairman.  How  will  you  get  all  that  information  except  by 
personal  inspection  ? 

Mr.  Laggren.  Well,  we  would  not  attempt  to  object  to  any  ap- 
praisals unless  we.  did  have  information  that  would  give  us  some 
grounds. 

The  Chairman.  How  would  you  get  it  ? 

Mr.  Laggren.  Go  and  see  the  material,  or  send  somebody  to  see  it 
that  knew  the  material. 

The  Chairman.  Send  somebody  down  there  to  inspect  the  material 
before  the  appraisal  is  made? 

Mr.  Laggren.  No.  sir ;  never. 

The  Chairman.  After? 

Mr.  Laggren.  Yes. 
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The  Chairman.  And  then  they  would  report  to  you  or  they  would 
reDort  that  the  appraisal  was  too  high  or  was  incorrect  ? 

Mr.  Laggren.  Thev  might ;  yes,  sir. 

The  Chairman.  How  would  they  know? 

Mr.  Laggren.  That  is  their  business. 

The  Chairman.  Would  they  be  experts  ? 

Mr.  Laggren.  Yes,  sir ;  that  is  their  business.  They  are  supposed 
to  be  appraisal  engineers  that  know  material  and  keep  up  with  the 
market. 

The  Chairman.  They  are  the  men  that  make  the  appraisals,  aren't 
they? 

Mr.  Laggren.  Yes,  sir ;  these  men  are. 

The  Chairman.  Now  I  am  talking  about  the  other  people. 

Mr.  Laggren.  Which  other  people? 

The  Chairman.  How  would  you  get  the  information  that  the 
appraisal  was  incorrect  or  too  high  ? 

Mr.  Laggren.  It  might  come  from  a  number  of  sources ;  we  might 
find  it  out. 

The  Chairman.  Name  one,  two,  or  three  of  them. 

Mr.  Laggren.  We  might  find  out  by  an  inspection  of  ours  or  we 
might  find  out  through  the  construction  division  inspection. 

The  Chairman.  Now,  this  inspection.  Do  you  mean  an  inspection 
independent  of  the  appraisal  engineer? 

Mr.  Laggren.  Ordinarily  no,  sir.  Ordinarily  we  have  to  take  what 
the  appraisers  give  us.  As  I  said  before,  I  have  no  jurisdiction  over 
them ;  I  can  not  direct  them ;  I  can  not  tell  them  what  to  appraise  at ; 
I  can  not  question  their  appraisals  except  in  an  offhand  manner;  I 
have  no  authority  over  them  at  all. 

The  Chairman.  I  know,  but  you  say  you  do  firid  circumstances  or 
instances  where  you  question  an  appraisal — that  it  is  too  high  or 
that  you  think  it  is  not  right. 

Mr.  Laggren.  Yes ;  or  I  might  find  it  too  low. 

The  Chairman.  Find  that  it  is  too  low  ? 

Mr.  Laggren.  Yes. 

The  Chairman.  Now,  then,  when  you  do  that  about  what  do  you 
base  that  contention? 

Mr.  Laggren.  That  would  probably  be  based  upon  past  experience. 
You  have  to  know  these  things.  You  have  to  know  what  the  condi- 
tion of  the  material  is  in,  just  what  kind  it  is,  what  it  is  salable  for, 
and  what  its  salable  Value  is. 

The  Chairman.  The  appraisers  would  have  to  know  all  that  in 
order  to  make  a  proper  appraisal? 

Mr.  Laggren.  x  es,  sir ;  that  is  correct ;  but  no  appraisal  engineer 
is  infallible. 

The  Chairman.  No;  I  guess  that  is  right.  But  what  I  am  trying 
to  ascertain,  Mr.  Laggren,  is  when  the  appraisal  is  made  over  which 
you  have  no  control  or  directing  authority,  although  the  appraisal 
engineers  are  in  your  office,  if  you  conclude  that  the  appraisal  is  too 
low  or  too  high  or  is  incorrect  in  any  parti(*ular,  how  do  you  ascer- 
tain that?  Now,  you  may  have  previous  knowledge  of  what  other 
material  of  the  same  class  has  been  sold  for. 

Mr.  Laggren.  Yes,  sir. 
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The  Chairman.  And  the  experience  that  you  had  had  in  handling 
this  amount  of  property,  you  may  base  it  on  that? 

Mr.  Laggren.  Yes. 

The  Chairman.  Now,  do  you  ever  base  it  upon  a  personal  inspec- 
tion made  by  some  of  your  force  to  go  down  and  look  at  that  property 
and  see  it  and  say  why  they  have  appraised  this  as  new  machinery 
when  it  is  out  of  kilter  and  weather  worn  ? 

Mr.  Laggren.  Ordinarily,  no;  because  that  is  not  our  duty,  we  can 
not  do  that,  but  if  we  take  a  party,  a  man  to  see  the  material,  say  one 
of  our  salesmen,  who  has  been  selling  a  line  of  this  kind,  and  he  has 
been  out  taking  orders  for  this  kind  of  material,  and  he  takes  a  man 
down  to  look  at  it  with  the  purpose  of  selling  it  to  him,  and  to  do 
that  he  will  take  along  a  certified  copy  of  the  appraisal,  and  he  will 
look  at  the  appraisal  and  see  it  says  100  per  cent  new,  100  per  cent 
new,  100  per  cent  new,  and  after  he  has  gone  down  there  and  looked 
at  the  machinery  you  come  back  and  say,  Mr.  Laggren,  somebody  must 
have  made  a  mistake  in  the  appraisal,  this  appraisal  calls  for  100  per 
cent,  100  per  cent,  100  per  cent  new,  all  the  way  through,  and  it  is  not 
new.  That  would  be  a  basis  for  me  to  go  to  the  appraisal  engineers  and 
says  that  my  salesman  who  has  come  in  and  made  this  report  says  so  and 
so,  will  you  check  it  off,  and  see  if  he  is  right.  This  is  as  far  as  I  can 
go  with  them  on  it.  If  he  still  comes  back  and  says,  "  This  is  new 
material,"  I  might  send  somebody  else  to  look  at  it,  and  if  I  felt  that 
there  actually  has  been  made  a  mistake  in  the  appraisal  I  would  ask 
the  appraisal  engineers  to  take  it  up  with  the  home  office. 

The  Chairman.  Has  there  been  instances  where  the  appraisal  has 
been  rejected,  so  to  speak,  by  the  home  office  and  a  new  appraisal 
ordered  ? 

Mr.  Laggren.  I^believe  there  have  been  new  appraisals  ordered. 

The  Chairman.  There  have  been? 

Mr.  Laggren.  I  believe  so. 

The  Chairman.  As  the  result  of  your  intercession  ? 

Mr.  Laggren.  No,  sir ;  not  as  a  result  of  my  intercession.  ' 

The  Chairman.  You  recall  tlie  circumstances  under  which  these 
new  appraisals  were  made? 

Mr.  Laggren.  No,  sir;  I  am  only  saying  that  as  a  general  state- 
ment, because  I  believe  it  must  have  been  done. 

The  Chairman.  Now,  you  were  on  the  cancellation  and  claims 
board  as  secretary. 

Mr.  Laggren.  Yes,  sir. 

The  Chairman.  The  cancellation  of  what  kind  of  contracts  did 
that  mean,  all  kinds  ? 

Mr.  Laggren.*  All  kinds  of  canceled  contracts. 

The  Chairman.  For  construction  ? 

Mr.  Laggren.  Yes,  sir. 

The  Chairman.  Have  you  any  other  duties  on  that  board  other 
than  of  a  secretarial  nature? 

Mr.  Laggren.  My  duties — I  was  called  secretary,  but  my  duties 
were  of  an  executive  capacity.  I  directed  the  activities  of  the  board, 
not  in  any  authoritative  capacity,  but  under  the  direction  of  the 
members  of  the  board. 

The  Chairman.  Who  were  the  members  of  the  board  when  you 
were  made  secretary? 
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Mr.  Laqgren.  The  personnel  at  the  time  I  was  made  secretary — 
this  is  not  when  I  came  in,  this  is  when  I  was  made  secretary. 

The  Chairman.  No;  I  am  asking  who  were  on  the  board  when 
you  were  made  secretary  ? 

Mr.  Laqgren.  Mr.  Talbert,  Mr.  Weaver,  and  Col.  McGovern — 
©x-Gov.  McGovem,  of  Wisconsin. 

The  Chairman.  Is  that  the  same  Mr.  Weaver  of  whom  we  have 
been  previously  speaking?      ~ 

Mr.  Laqgren.  Yes,  sir. 

The  Chairman.  Was  Mr.  Dean  ever  a  member  of  your  board? 

Mr.  Laqgren.  No,  sir. 

The  Chairman.  Did  you  have  anything  to  do  with  the  settlements 
of  any  contracts  involving  the  construction  of  ships  for  Norwegian 
builders? 

Mr.  Laqgren.  No.  sir. 

The  Chairman.  Did  you  have  anything  to  do  with  the  settlement 
of  contracts  involving  the  construction  of  ships  for  the  Japanese? 

Mr.  Laqgren.  No,  sir. 

The  Chairman.  Or  for  the  French? 

Mr.  Laqgren.  No,  sir. 

The  Chairman.  Or  for  the  Italians  ? 

Mr.  Laqgren.  No,  sir. 

The  Chairman.  Did  you  have  anything  to  do  with  the  settlement 
of  the  Merrill-Stevens  contract? 

Mr.  Laqgren.  The  board  did ;  yes,  sir. 

The  Chairman.  Did  you,  too,  participate  in  that? 

Mr.  Laqgren.  No,  sir. 

The  Chairman.  You  did  not. 

Mr.  Laqgren.  No,  sir. 

The  Chairman.  You  did  not  have  a  vote  on  that  board  of  any 
kind  when  a  question  came  up  ? 

Mr.  Laqgren.  No,  sir. 

The  Chairman.  Was  there  also  a  separate  board  known  as  the 
requisitions  claims  board  ? 

Mr.  Laqgren.  Yes,  sir. . 

The  Chairman.  Which  settled  claims  for  ships  that  had  been 
requisitioned  or  commandeered? 

Mr.  Laqgren.  Yes,  sir. 

The  Chairman.  So  that  these  construction  contracts  for  these 
foreign  matters  would  not  come  before  your  board  anyhow  ? 

Mr.  Laqgren.  No,  sir ;  we  never  dealt  with  any  foreign  contracts. 

The  Chairman.  They  would  come  before  some  other  board? 

Mr.  Laqgren.  Yes,  sir. 

The  Cpiairman.  Your  office  is  in  Philadelphia? 

Mr.  Laqgren.  Yes,  sir. 

The  Chairman.  Would  it  be  convenient  for  you  to  come  back  here 
Monday  morning? 

Mr.  Laqgren.  I  can  come  here  if  you  call  me ;  yes,  sir. 

The  Chairman.  We  would  like  to  have  you.  We  can  not  finish 
with  you  to-day,  Mr.  Laggren. 

The  committee  will  adjourn,  and  it  will  resume  at  Exhibit  Room 
No.  6,  in  the  Pennsylvania  Hotel,  the  committee  being  unable  to  con- 
tinue in  this  room,  and  have  been  unable  to  secure  other  quarters  in 
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this  locality.  We  have  procured  a  room  in  the  Pennsylvania  Hotel, 
which  I  understand  is  known  as  the  Exhibit  Room  No.  6,  and  we  will 
adjourn  until  9.30  o'clock  Monday  morning,  and  I  would  ask  you,  if 
convenient,  to  be  back  at  that  time,  Mr.  Laggren. 

Whereupon,  at  12.30  o'clock  p.  m.  the  hearmg  adjourned  to  Monday, 
November  29,  1920,  at  9.30  o'clock  a.  m.  at  the  Hotel  Pennsylvania, 
New  York  City. 

Select  Committee  on  UNrrED  States 

Shipping  Board  Operations, 

House  of  Representatives, 
New  York^  November  25, 1920. 

The  committee  met  in  Exhibit  Room  No.  6,  Pennsylvania  Hotel, 
at  9.30  o'clock  a.  m.,  Hon.  Joseph  Walsh  (chairman),  presiding. 

Present,  also,  Hon.  Patrick  H.  Kelley,  member  of  committee. 

The  Chairman.  The  committee  will  resume,  and  we  will  first  hear 
Mr.  Hildreath. 

TESTIMONY  OF  ME.  SAMXTEL  MABVIN  EILDEEATH. 

(The  witness  was  duly  sworn  by  the  chairman.) 

The  Chairman.  Please  state  your  full  name? 

Mr.  Hildreath.  Samuel  Marvin  Hildreath.  • 

The  Chairman.  Where  do  you  reside,  Mr.  Hildreath  ? 

Mr.  Hildreath.  Brooklyn. 

The  Chairman.  What  is  your  business? 

Mr.  Hildreath.  New  York  manager  and  vice  president  of  the 
Belmont  Packing  &  Rubber  Co. 

The  Chairman.  What  material  does  your  company  manufacture 
and  sell? 

Mr.  Hildreath.  Packing  of  all  kinds. 

The  Chairman.  For  what? 

Mr.  Hildreath.  For  steam,  water,  ammonia^etc. 

The  Chairman.  Have  you  done  business  with  the  Shipping  Board? 

Mr.  Hildreath.  A  little. 

The  Chairman.  With  what  ships,  if  you  kJDOw,  or  with  what  dis- 
tricts? 

Mr.  Hildreath.  I  could  not  tell  you  offhand. 

The  Chairman.  What  districts? 

Mr.  Hildreath.  New  York. 

The  Chairman.  Have  you  done  business  by  submitting  bids? 

Mr.  Hildreath.  No:  what  business  we  did  was  on  regular  orders; 
you  might  term  them  "emergency  orders,"  I  presume. 

The  Chairman.  By  whom  ? 

Mr.  Hildreath.  They  were  placed  by  the  purchasing  department. 

The  Chairman,  Who  was  the  purchasing  officer? 

Mr.  Hildreath,  Mr.  Wyman,  1  believe,  at  one  time,  and  Mr,  Lovett 
at  another. 

The  Chairman.  Have  you  had  any  difficulty  in  obtainijng  an  op-; 
portunity  to  submit  bids  for  your  material? 

Mr.  Hildreath.  The  last  bid  we  submitted  was  thrown  out  be- 
cause we  were  not  on  the  approved  list. 

The  Chairman.  On  the  approved  list  ? 
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Mr.  Hiij>iUEATH.  Yes. 

The  Chairman.  Do  you  know  why  you  were  not  on  the  approved 
list? 

Mr.  Hhdreath.  We  tried  to  find  out,  but  could  not  do  so. 

The  Chairman.  Well,  have  you  ever  had  ainy  complaint  from  ships 
that  have  used  your  material  as  to  its  quality  or  its  being  defective, 
or  anything  f  that  sort  ? 

Mr.  HiiJ[)REATH.  No,  sir. 

The  Chairman.  Have  you  furnished  it  to  ships  i{n  private  opera- 
tion? 

Mr.  HiLDRBATH.  Ycs,  sir. 

The  Chairman.  And  you  have  been  doing  so  right  along? 

Mr.  HiLDREATH.  Yes,  sir. 

The  Chairman.  Who  did  you  ask  why  you  were  not  on  the  ap- 
proved list? 

Mr.  Hiusreath.  When  this  last  proposal  came  up,  the  proposal 
read  that  the  packing  must  be  approved  by  the  construction  and  -re- 
pair department,  and  we  tried  to  nnd  out  where  the  construction  and 
repair  department  was.  We  went  down  here  to  45  Broadway,  I  be- 
lieve it  is,  and  down  there  I  went  into  the  matter  of  whether  our  ma- 
terials were  approved  or  not,  and  we  could  not  seem  to  find  out  any 
head  or  tail  to  that  department.  One  young  man  down  there 
informed  us  we  were  on  the  approved  list. 

The  Chairman.  Down  where? 

Mr.  Hildreatii.  At  45  Broadway — I  think  that  is  the  address ;  and 
after  taking  the  matter  up  with  him  he  said,  "  It  is  all  rig:ht ;  you  are 
on  the  approved  list."  So  we  bid  accordingly.  And  after  the  bids 
were  opened,  we  received  a  letter  from  Washington  stating  that  our 
bid  was  thrown  out  because  we  were  not  on  the  approved  list.  The 
letter  is  here  [producing  paper].    I  believe  you  have  seen  that. 

The  Chairman.  No,  sir ;  I  have  not  seen  that.  Well,  were  you  the 
high  bidder  or  low  bidder  or  what  ? 

Mr.  Hiij)REATH.  We  were  lower  than  the  people  who  have  the  con- 
tract at  the  present  time. 

The  Chairman.  How  much  lower? 

Mr.  Hhdreath.  I  think  about  20  or  25  per  cent. 

The  Chairman.  How  large  a  quantity  of  this  packing  was  in- 
volved ? 

Mr.  Hildreath.  Well,  there  is  really  no  amount  stated  there.  You 
see,  it  was  a  yearly  contract. 

The  Chairman.  A  yearly  contract,  thi^  year? 

Mr.  Hildreath.  Yes,  sir. 

The  Chairman.  Could  you  make  a  bid  without  knowing  how  much 
you  were  going  to  furnish  ? 

Mr.  Hildreath.  Well,  we  did  make  a  bid  in  that  way ;  yes.  I  have 
the  proposal  with  me,  if  you  will  allow  me  to  look  at  it ;  if  you  will 
allow  me  to  look  at  it,  I  will  tell  you  whether  the  quantities  are 
stated. 

The  Chairman.  This  is  rubber  packing? 

Mr.  Hildreath.  This  is  rubber  packing,  asbestos,  flax  packing, 
and  other  packing  used  bv  the  various  boats.  This  reads  "  For  fur- 
nishing such  quantities  of  the  following  packing  ^ 

The  Chairman  (referring  to  proposal  submitted  by  Mr.  Hildreath 
to  the  committee).  ^^Such  quantities  of  the  following  packings  as 
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may  be  required  for  the  period  of  one  year,  for  use  by  merchant 
ships,  to' be  designated  by  the  corporation."  Had  you  received  pro- 
posals similar  to  that  before  from  the  Shipping  Board  ? 

Mr.  HiLDREATH.  I  think  there  was  one  tne  year  previous. 

The  Chairman.  Did  you  bid  on  that  ? 

Mr.  HiLDREATH.  We  did. 

The  Chairman.  Do  you  know  how  your  bid  compared  with  that  of 
others  at  that  time  ? 

Mr.  HiLDREATH.  I  think  on  some  items  we  were  lower  than  others. 

The  Chairman.  Did  you  receive  any  awards  ? 

Mr.  HiLDREATH.  No ;  we  did  not. 

The  Chairman.  Well,  it  is  a  pustomary  thing,  is  it  not,  Mr.  Hil- 
dreath,  for  a  concern  that  submits  a  bid  and  is  the  low  bidder  and 
does  not  get  the  job  or  the  award  of  the  contract,  to  be  disturbed  or 
cross  about  it? 

Mr.  HiLDREATH.  In  some  cases ;  yes% 

The  Chairman.  What  is  there  about  this  transaction -that  you 
complain  of? 

Mr.  HiLDREATH.  The  only  thing  about  this  transaction  that  we 
complain  of  is  that  our  bid  was  thrown  out  because  we  were  not  on 
the  approved  list,  which  they  state  here. 

The  Chairman.  And  you  have  not  been  able  to  get  on  the  approved 
list? 

Mr.  HiLDREATH.  No ;  we  have  not. 

The  Chairman.  How  long  has  your  concern  been  in  business  ? 

Mr.  HiLDREATH.  OuT  couccrn  has  been  in  business  some  25  years — 
not  under  the  present  name ;  about  5  years  under  the  present  name. 

The  Chairman.  How  many  branches  do  you  have  ? 

Mr.  HiLDREATH.  We  have  three  branches. 

The  Chairman.  Where  are  they  located  ? 

Mr.  HiLDREATH.  Chicago,  New  York,  and  Philadelphia. 

The  Chairman.  Can  you  give  us  any  idea  of  how  large  your  sales 
are,  how  well  equipped,  and  how  much  of  this  produce  you  produce 
and  sell  ?  Would  you  be  able  to  take  care  of  a  big  contract  such  as 
this  proposal  calls  for? 

Mr.  HiLDREATH.  We  take  care  of  the  Navy  Department  on  their 
contract  for  large  quantities  of  flax  and  other  materials,  and  we  are 
on  the  approved  list  of  the  Navy  Department. 

The  Chairman.  Do  you  take  care  of  the  Navy  Department  on 
rubber  and  asbestos  packing? 

Mr.  HiLDREATH.  We  have^been  on  their  annual  contract,  as  a  rule. 

The  Chairman.  And  you  are  on  the  Navy  approved  list  ? 

Mr.  Hirj)REATH.  We  are. 

The  Chairman.  Do  you  know  whether  or  not  that  may  be  the 
reason  why  you  are  not  on  the  Shipping  Board  approved  list? 

Mr.  HiLDREATH.  I  should  think  if  we  were  on  the  Navy  Department 
approved  list,  we  should  be  also  on  the  Shipping  Board  approved  list. 

The  Chairman.  Have  you  ever  had  any  difficulty  with  the  Navy 
Department  in  not  securing  business  when  you  have  been  the  low 
bidder? 

Mr.  HiLDREATH.  Not  to  my  knowledge. 

The  Chairman.  You  have,  I  see,  correspondence  there  asking  why 
you  are  not  on  the  approved  list  or  protesting.  Have  you  ever  writ- 
ten to  the  chairman  of  the  Shipping  Board  for  that  information  ? 
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Mr.  HiLDREATH.  We  never  have ;  no,  sir.  We  took  the  steps  through 
the  purchasing  department  at  Washington. 

The  Chairman.  I  understand  all  this  correspondence  is  with  the 
purchasing  department  ? 

Mr.   HiLDREATH.   YcS. 

The  Chairman.  But  have  you  ever  protested  or  written  to  anybody 
higher  up? 

Mr.  HiLDREATH.  Not  in  this  case ;  no,  sir. 

The  Chairman.  Well,  in  any  other  case? 

Mr.  HiLDREATH.  We  did  on  a  question  some  few  years  ago. 

The  Chairman.  Did  you  get  satisfaction  ? 

Mr.  HiLDREATH.  Well,  the  matter,  I  believe,  was  all  investigated, 
and  after  we  made  our  complaint,  about  one  year,  we  got  one  order. 

The  Chairman.  One  order? 

Mr.  HiLDREATH.  Yes. 

The  Chairman.  But  that  was  not  on  a  bid  ? 

Mr.  HiLDREATH.  That  was  not  on  a  bid. 

The  Chairman.  What  do  you  understand  the  approved  list  to  be, 
Mr.  Hildreath? 

Mr.  HiLDREATH.  Of  the  Shipping  Board? 

The  Chairman.  Yes,  sir. 
•  Mr.  HiLDREATH.  Nothing  at  all ;  we  can  not  find  any. 

The  Chairman,  l  ou  have  never  received  a  copy  of  the  approved 
list  in  order  to  know  what  firms  are  on  it? 

Mr.  HiLDREATH.  We  could  not  find  out  that  there  was  any  such 
thing. 

The  Chairman.  Have  you  had  any  difficulty,  you  or  any  members 
of  your  firm,  with  any  of  the  officials  in  the  purchasing  department 
here  in  New  York? 

Mr.  HiLDREATH.  No,  sir. 

The  Chairman.  Have  you  had  any  difficulty  or  controversy  with 
shipping  captains  of  the  Shipping  Board  vessels  ? 

Mr.  HiLDREATH.  We  never  did  enough  business  with  them  to  have 
any  such  experience. 

The  Chairman.  I  mean,  with  men  who  are  now  in  command  of 
Shipping  Board  vessels,  who  might  previously  have  been  in  private 
employment  on  ships? 

Mr.  HiLDREATH.  Not  that  I  know  of. 

The  Chairman.  You  say  that  you  submitted  a  low  bid  for  the 
various  quantities  and  qualities  of  packing  and  other  material  which 
your  firm  was  ready  to  supply  as  part  of  proposals,  and  that  your 
bid  was  rejected,  and  that  the  only  reason  and  information  you 
could  get  was  that  your  concern  was  not  upon  the  approved  list? 

Mr.  HiLDREATH.  1  es,  sir.  I  would  qualify  that — not  on  the  entire 
contract. 

The  Chairman.  Not  low  bid  on  the  entire  contract? 

Mr.  Hildreath.  Not  on  the  entire  contract — certain  items  at  that 
time.  You  see,  the  contract  was  on  items,  you  will  notice.  We  were 
low  on  various  items  but  not  on  the  entire  contract. 

The  Chairman.  Do  you  know  whether  the  firm  that  did  receive 
tbe  contract  was  on  the  approved  list? 

Mr.  HiLDREATH.  We  would  not  know,  except  that  the  bid  was 
accepted  by  the  Shipping  Board,  and  the  bidder  must  be  on  the  ap- 
proved list,  according  to  their  letter. 
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The  Chairman.  Who  received  the  contract,  do  you  know? 

Mr.  Hildreath.  The  Anchor  Packing  Co.  and  the  United  States 
Eubber  Co.    The  bid  was  split. 

The  Chairman.  Oh,  the  bid  was  split? 

Mr.  Hildreath.  Yes,  sir. 

The  Chairman.  Were  the  items  that  were  awarded  to  either  of 
those  companies  included  in  this  same  proposal  upon  which  your 
concern  was  lower  bidder  than  either  of  them? 

Mr.  Hildreath.  Yes,  sir. 

Mr.  Kelley.  It  seems,  as  I  recall  the  testimony,  when  somebody 
else  was  before  the  committee  the  other  day,  Mr.  Hildreath,  that  it 
was  claimed  that  accepted  bids  were  from  only  those  concerns  which 
have  had  stores  on  the  Gulf  and  on  the  Pacific  as  well  as  on  the 
Atlantic  coast.    Was  any  such  claim  as  that  made  to  you  ? 

Mr.  Hildreath.  Well,  no.  I  believe  the  Anchor  Packing  Co.  have 
stores  at  various  points ;  for  instance,  we  have  agents  at  various  points 
where  we  would  be  able  to  take  care  of  the  packing  required  in  the 
same  manner;  that  is,  the  facilities  for  supplying  the  same  as  the 
Anchor  Co.,  if  we  had  received  the  contract. 

Mr.  Kelley.  And  that  information  was  in  their  possession,  you 
think? 

Mr.  Hildreath.  In  the  possession  of  the  Shipping  Board  ? 

Mr.  Kelley.  Yes. 

Mr.  Hildreath.  Not  that  I  know  of,  but  in  our  bid  we  only  bid 
for  the  ports  of  New  York,  Philadelphia,  and  Baltimore. 

Mr.  Kelley.  And  the  proposal  covered  those  points? 

Mr.  Hildreath.  Various  delivery  points. 

Mr.  Kelley.  Might  it  not  possibly  be  that  they  accepted  the  bid 
from  some  one  who  could  supply  the  goods  at  all  the  points  on 
both  coasts? 

Mr.  Hildreath.  That  may  be  possible.  Our  contention  is  that  we 
should  be  on  the  approved  list;  that  is  what  we  are  trying  to  get  on, 
and  which  we  did  try  to  do  30  days  prior  to  the  bid.  My  man  went 
down  and  tried  to  find  out  what  that  list  was  and  could  not  find  out 
anything. 

Mi".  Kelley.  Where  do  you  make  your  deliveries  to  the  Navy? 

Mr.  Hildreath.  Philadelphia  and  New  York. 

Mr.  Kelley.  And  not  on  the  Pacific  coast  ? 

Mr.  Hildreath.  We  have  shipped  to  the  Pacific  coast ;  in  fact,  we 
have  shipped  to  navy  yards,  but  those  are  direct  shipments  from  the 
factory. 

Mr.  Kelley.  But  you  do  supply  the  Navy  on  the  Pacific  coast? 

Mr.  Hildreath.  Yes,  sir. 

Mr.  Kelley.  So  that  you  could  easily  take  care  of  the  Shipping 
Board  ships  out  there  also  ? 

Mr.  Hildreath.  Yes,  sir. 

Mr.  Kelley.  Probably  at  San  Francisco^  Seattle,  and  San  Diego — 
3'^ou  have  not  any  stores  out  there? 

Mr.  Hildreath.  We  have  no  stores  there.  We  have  what  we 
call  "  a  special  agency "  in  those  cities,  which  handle  our  goods  ex- 
clusively, which  under  this  case  we  would  have  worked  through. 

Mr.  Kelley.  But  you  do  not  know  whether  or  not  in  your  com- 
munication with  the  Shipping  Board  officials  that  question  ever 
came  up  ? 
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Mr.  HiLDREATH.  Not  to  my  knowledge. 

Mr.  Kellet.  And  whether  they  have  the  information  or  not  ? 

Mr.  HiLDREATH.  No ;  not  to  mv  knowledge. 

The  Chairman.  Is  there  anything  further  about  this  matter,  Mr. 
Hildreath,  that  you  desire  to  bring  to  our  attention,  about  which  we 
have  not  inquired? 

Mr.  HiLDREATH.  Nothing,  except  if  we  knew  where  we  stood  when 
we  bid  on  the  next  contract,  that  is  all  we  are  after ;  but  we  do  not 
like  to  bid  and  be  thrown  out,  because  not  approved.  If  they  have 
any  repair  and  construction  department,  which  they  claim,  and 
will  test  our  packing,  we  will  be  very  much  pleased  to  furnish  them 
with  all  the  packing  they  want  to  test,  which  we  did  with  the  Navy 
Department  at  Annapolis,  at  their  testing  staff  there.  Our  materials 
were  tested  out  by  the  Navy  and  put  on  their  approved  list,  and  we 
stand  to  do  that  with  the  Shipping  Board,  but  we  can  not  find  any 
place  to  send  our  goods  to. 

The  Chairman.  You  have  not  taken  it  up  with  the  chairman  of 
the  board,  have  you  ? 

Mr.  HiLDREATH.  No,  sir ;  we  worked  through  their  man  at  New 
York. 

The  Chairman.  I  know  you  worked  through  their  man  at  New 
York,  and  you  have  not  gotten  anywhere.  Why  did  you  not  take  it 
up  with  the  chairman  of  the  board  ? 

Mr.  HiLDREATH.  Well,  we  supposed  that  the  man  directly  in  charge 
of  such  matters  was  the  party  to  take  it  up  with,  and  not  to  bother 
the  man  at  the  head  of  the  board. 

The  Chairman.  And  you  have  not  been  able  to  find  out  and  get 
any  information,  have  you,  from  the  man  you  did  take  it  up  with? 

Mr.  HiLDREATH.  Not  SO  far. 

The  Chairman.  Do  you  not  think  in  a  case  like  that  that  you 
ought  to  try  higher  up  when  you  do  not  get  anywhere  at  all  ? 

Mr.  HiLDREATH.  You  scc,  we  did  not  proceed  that  way  because  we 
were  told  by  this  party  in  the  New  York  office  that  we  were  on  the 
approved  list. 

The  Chairman.  Yes. 

Mr.  HiLDREATH.  And  as  soon  as  we  were  told  that,  we  did  not  think 
it  necessary  to  go  any  farther. 

The  Chairman,  i  ou  found  yourself  in  this  situation,  that  you 
made  a  bid,  having  been  informed  you  were  on  the  approved  list? 

Mr.  HiLDREATH.  Yes,  sir. 

The  Chairman.  That  you  were  the  low  bidder  on  certain  items? 

Mr.  HiLDREATH.  Yes,  sir. 

The  Chairman.  And  you  were  then  informed  that  you  were  not 
on  the  approved  list,  and  that  your  bid  was  rejected? 

Mr.  Hjldreath.  Yes,  sir. 

The  Chairman.  There  is  a  letter  in  that  first  package  there  findi- 
catingl  from  somebody  at  the  Caswell  Hotel.    Who  is  that  by  ? 

Mr.  HiLDREATH.  That  is  our  Mr.  Stringer,  who  is  here,  one  of  my 
men  who  was  handling  this  business. 

The  Chairman.  He  was  the  man  you  sent  down  to  look  into  this 

matter? 
Mr.  HiLDREATH.  Yes,  sir. 
The  Chairman.  And  he  is  here  ready  to  testify  ? 
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Mr.  Hiij)REATH.  Yes,  sir. 

Mr.  Kelley.  Is  it  customary  for  the  Government,  so  far  as  you 
know,  in  any  transactions  you  have  had  with  them---the  Navy  De- 
partment or  any  other  Government  agency — ^to  open  the  bids  before 
the  specified  day  and  tabulate  them? 

Mr.  HiLDREATH.  Not  that  I  know  of. 

Mr.  Kelley.  Should  not  bids  always  be  opened  in  the  presence  of 
the  bidders  if  they  are  invited  to  be  present? 

Mr.  HiLDREATH.  The  procedure  with  the  Navy  Department  is  that 
if  the  bids  are  to  be  opened,  we  will  say,  at  2.30,  we  can  go  to  the 
navy  yard  and  be  present  when  all  those  bids  are  opened  rignt  before 
us.  and  then  the  bids  are  read  off,  the  diiferent  bidders. 

Mr.  Kelley.  Is  there  something  in  that  letter  from  Mr.  Stringer 
which  indicated  that  the  bids  were  opened  a  few  days  previously  and 
tabulated  ? 

Mr.  HiLDREATH.  I  think  not.  I  think  this  letter  was  after  the  bids 
were  opened,  when  I  sent  him  down  there  to  see  how  we  stood  on 
the  bid. 

Mr.  Kelley.  It  says, "  Tabulating  the  bids  now,  and  won't  be  ready 
until  next  week ;  could  not  get  a  copy  of  the  bids,  as  they  claim  thejr 
were  opened  to  the  public  the  afternoon  " 

Mr.  Hiij>REATii  (interposing) .  That  must  have  been  the  date  of  the 
opening,  then. 

Mr.  Kelley.  "And  at  present  they  are  working  on  them."  That 
meant  the  previous  Monday  or  the  following  Monday  ? 

Mr.  HiijjiosATH.  That  meant  the  previous  Monday  to  his  call.  He 
did  not  ffo  to  Washington  until  after  the  bids  were  opened. 

Mr.  Kelley.  And  the  public,  on  the  previous  Monday,  when  the 
bids  were  opened,  Avere  entitled  to  see  them,  so  far  as  you  know  ? 

Mr.  HiLDREATH.  I  presume  so. 

Mr.  Kelley.  I  rather  imagined  from  this  letter  that  the  bids  were 
opened  in  advance. 

Mr.  HiLDREATH.  I  do  not  think  so. 

The  Chairman.  Do  you  know  whether,  Mr.  Hildreath,  anybody 
from  the  Shipping  Board  or  from  the  Emergency  Fleet  Corporation 
made  any  investigation  of  your  concern  at  any  time,  visited  your  fac- 
tory and  your  concern,  or  your  plant,  or  conferred  with  you  or  your 
other  officials  as  to  the  capacity  of  your  factory  and  as  to  the  quality 
of  your  goods  ? 

Mr.  HiLDREATH.  Not  to  my  knowledge ;  no,  sir. 

The  Chairman.  Have  you  been  asked  to  fill  out  any  questionnaire 
blanks  by  anybody  connected  with  the  Shipping  Board? 

Mr.  HiijjKEATH.  No,  sir. 

The  Chairman.  So  you  are  not  able  to  say  whether  your  not  being 
upon  the  approved  list  was  the  result  of  some  investigation  made  by 
some  official  or  officer  or  employee  of  the  Shipping  Board  ? 

Mr.  HrLDRi':ATH.  I  do  not  know  why  we  were  not  on  there,  as  we 
were  not,  if  you  will  note  from  their  own  letter. 

The  Chairman.  I  did  not  know  but  what  there  had  been  some 
men  around  to  interview  you  prior  to  this  time  as  to  how  many  men 
you  employed,  and  what  your  sales  were,  and  where  your  plant  was 
located  ? 

Mr.  HiLDREATH.  Not  to  my  knowledge. 
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The  Chairman.  They  would  naturally  see  you,  would  they  not? 

Mr.  HiLDREATH.  They  might  see  me  or  they  might  go  to  our  plant 
in  Philadelphia. 

The  Chaiuman.  Let  us  see:  What  position  do  you  hold  with  the 
company? 

Mr.  Hiii)REATH.  I  am  manager  of  the  New  York  office  and  vice 
president  of  the  company. 

Mr.  Kelley.  Were  you  in  position  to  supply  all  the  asbestos  pack- 
ing that  would  be  regiiired  under  those  bids  ? 

Mr.  HiLDREATH.  We  have  our  own  asbestos  plant,  importing  the 
material  from  Canada,  crush  the  rock,  and  spin  our  own  yarns,  and 
are  practically — there  are  only  three  packing  companies  that  do  that, 
and  we  are  one  of  them.  Therefore  we  are  in  a  very  good  position 
to  do  it.    We  would  be  very  glad  to  have  you  go  down  to  our  factory. 

TESTIMONY  OF  MR.  FEAin^  A.  STRINGER,  SALESMAN,  BELMONT 

PACKING  &  RUBBER  CO.,  NEW  YORE. 

(The  witness  was  duly  sworn  by  the  chairman.) 

The  Chairman.  What  is  vour  name  ? 

Mr.  Strixger.  Frank  A.  Stringer. 

The  Chairman.  What  is  j'our  business? 

Mr.  Stringer.  Salesman  of  the  Belmont  Packing  &  Rubber  Co. 

The  Chairman.  Where  do  you  reside,  Mr.  Stringer  ? 

Mr.  Stringer.  In  New  York  City. 

The  Chairman.  How  long  have  you  been  employed  by  the  Bel- 
mont Packing  &  Rubber  Co.  ? 

Mr.  Stringer.  About  two  years  and  a  half. 

The  Chairman.  Do  you  recall  looking  into  bids  submitted  by  the 
Belmont  Packing  &  Rubber  Co.  ? 

Mr.  Stringer.  I  do,  sir. 

The  Chairman.  For  furnishing  material  to  Shipping  Board  ships? 

Mr.  Stringer.  I  do,  sir. 

The  Chairman.  What  do  you  know  about  the  transaction? 

Mi*.  Stringer.  These  bids  arrived  about  two  months  before  the 
opening  of  bids,  and  I  investigated,  first  through  their  division  of 
supply  and  construction  down  here  at  45  Broadway,  where  I  called 
to  see  a  man  by  the  name  of  Woodworth,  and  he  advised  me  that 
nobody  had  been  appointed  for  the  approval  of  the  packing.  I  went 
back  again  about  the  third  day  after  that,  and  at  that  time  saw 
the  purchasing  officer.  Commander  Woodworth,  and  he  turned  me 
over  to  Mr.  Flitgard,  and  Flitgard  turned  me  over  to  A.  M.  Brown, 
who  is  supposed  to  be  passing  on  the  packing.  I  saw  Mr.  Brown 
personally  and  put  the  proposition  up  to  an  approval  and  asked 
him  whether  it  was  necessary  to  send  samples  for  approval  and  test, 
or  what  was  necessary  to  get  on  the  approved  list.  He  claimed  that 
he  was  the  supply  man  and  that  they  were  well  satisfied  and  that  we 

were  on  the  approved  list,  and  that  it  was  not  necessary 

.The  Chairman  (interposing).  Who  was  he? 

Mr.  Stringer.  Assistant  to  Commander  Woodworth,  was  all  that 
I  know,  at  45  Broadway. 

The  Chairman.  Who  was  Mr.  Woodworth  ? 
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Mr.  Stringer.  I  understand  he  was  manager  down  there — Com- 
mander Woodworth.  He  took  my  card  at  that  time  and  put  across 
the  card  "Approved"  and  handed  it  to  the  young  lady  across  the 
desk  and  said,  "Put  that  on  the  list,"  or  "On  the  approved  list," 
and  all  we  did  was  to  put  in  the  bids.  We  put  in  the  bids,  and  they 
came  back  "  Rejected ;  not  on  the  approved  list." 

I  then  again  went  down  to  investigate  this  and  tried  to  find  out 
what  was  the  trouble,  and  at  that  time  I  found  Mr.  Brown  had  gone, 
that  he  was  not  there  at  45  Broadway.  I  got  in  touch  with  Mr. 
Flitgard,  and  Mr.  Flitgard  turned  me  over  to  Mr.  Smith,  assistant 
inspector,  and  he  turned  me  over  to  another  young  man,  and  I  got 
to  talking  to  him  on  the  proposition.  He  said  he  could  not  under- 
stand it,  that  we  should  be  on  the  approved  list ;  and  if  not,  Wash- 
ington should  have  wired  that;  that  they  had  wired  him  on  four 
other  people  who  were  not  on  the  approved  list;  and  in  the  mean- 
time, which  must  have  been  after  the  oj)ening  of  the  bids,  I  got  in 
touch  with  these  other  companies  for  their  approval,  and  they  wired 
in  return,  and  they  replied  they  were  on  the  approved  list,  but  Bel- 
mont was  not  on  this  approved  list.  If  we  were  not  on  the  approved 
list,  I  do  not  see  why  they  did  not  ask  New  York  to  get  approval. 

In  the  meantime  there  was  another  slip,  asking  us  certain  ques- 
tions— where  the  goods  were  manufactured,  etc.  We  never  received 
that  copy  to  fill  out. 

The  Chairman.  What  were  you  doing  down  at  Baltimore  about 
it — anything? 

Mr.  Stringer.  Baltimore? 

The  Chairman.  Yes. 

Mr.  Stringer.  I  was  not  in  Baltimore ;  no. 

The  Chairman.  Where  were  you  when  you  wrote  that  letter  to  Mr. 
Hildreath? 

Mr.  Stringer.  I  was  in  Baltimore,  but  I  was  not  in  Baltimore  on 
the  Shipping  Board.  I  went  over  to  Washington  and  then  back  to 
Baltimore.  I  was  down  there  in  Baltimore  on  other  business  at  the 
time. 

The  Chairman.  You  were  down  to  Washington  on  other  business  ? 

Mr.  Stringer.  No,  sir;  I  was  down  to  Baltimore  on  other  busi- 
ness. 

The  Chairman.  You  went  to  Washington  about  the  matter? 

Mr.  Stringer.  I  went  to  Washington  about  this  matter. 

The  Chairman.  Who  did  you  see  down  there? 

Mr.  Stringer.  I  saw  Mr.  Eggleston,  I  think  the  name  was. 

The  Chairman.  Who  was  he? 

Mr.  Stringer.  He  was  supposed  to  be,  so  far  as  I  know,  packing 
expert;  that  was  the  title  they  gave  me. 

The  Chairman.  What  did  he  tell  you? 

Mr.  Stringer.  He  told  me  that  they  were  tabulating  the  bids  at 
that  time,  and  could  not  give  me  any  information ;  that  they  would 
not  be  finished  until  the  following  week. 

The  Chairman.  Had  the  bids  been  opened? 

Mr.  Stringer.  The  bids  had  been  opened. 

The  Chairman.  Where? 

Mr.  Stringer.  At  Washington ;  and  as  far  as  he  knew  we  were  on 
the  approved  list;  that  is  all  the  information  I  could  get  at  that  time. 
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The  Chairman.  Hence  the  bids  were  awarded  and  you  did  not  get 
the  contract  on  these  matters:  have  you  endeavored  to  find  out  wny 
you  were  not  on  the  appro vea  list? 

Mr.  Stringer.  Yes,  sir;  that  is  why  I  went  down  there  before, 
after  I  got  this  letter ;  that  is  what  I  am  telling  you. 

The  Chairman.  Who  did  you  see  down  there? 

Mr.  Stringer.  Who  did  I  see  down  there? 

The  Chairman.  Yes. 

Mr.  Stringer.  I  saw  Flitgard,  Smith,  and  this  other  assistant  of 
Smith's. 

The  Chairman.  All  in  the  purchasing  department  ? 

Mr.  Stringer.  No  ;  in  the  repair  and  construction. 

The  Chairman.  Could  you  find  out  why  you  were  not  on  the  ap- 
proved list? 

Mr.  Stringer.  No,  sir;  so  far  as  they  are  concerned,  they  thought 
we  ought  to  be. 

The  Chairman.  Did  they  tell  you  that? 

Mr.  Stringer.  That  is  what  they  told  me;  they  could  not  under- 
stand it :  they  thought  we  ought  to  be  on  the  approved  list. 

The  Chairman.  Did  you  ascertain  who  made  out  the  approved 
list? 

Mr.  Stringer.  No;  nobody  knows  down  there  who  made  it. 

The  Chairman.  Do  you  mean  that  Flitgard  or  Eggleston  or  Mr. 
Smith — none  of  them  Imew  who  made  out  the  approved  list? 

Mr.  Stringer.  So  far  as  I  know,  they  do  not  know. 

The  Chairman.  Did  you  ask  them?  ^ 

Mr.  Stringer.  I  asked  them,  sure.  ., 

The  Chairman.  And  they  told  you  they  did  not  know  ? 

Mr.  Stringer.  They  do  not  know  who  made  it  up;  nobody  else 
knew  who  made  it  up.  Mr.  Brown,  so  far  as  I  could  understand, 
was  making  it  up. 

The  Chairman.  Who  was  Mr.  Brown? 

Mr.  Stringer.  The  first  man  I  saw  down  here  at  45  Broadway;  I 
do  not  know  what  happened  to  him. 

The  Chairman.  Do  you  make  sales  to  ships  privately  operated  ? 

Mr.  Stringer.  Yes.  sir. 

The  Chairman.  Have  you  had  any  controversies  or  difficulties 
with  any  of  the  officials  of  the  Shipping  Board,  outside  of  this 
matter?  . 

Mr.  Stringer.  The  only  'difficulty  I  had  was  lack  of  information, 
which  I  can  not  get  from  anybody. 

The  Chairman.  Prior  to  tnis  incident? 

Mr.  Stringer.  The  same  thing. 

The  Chairman.  You  could  not  get  any  information? 

Mr.  Stringer.  No  ;  I  could  not. 

The  Chairman.  And,  as  I  imderstand  you,  the  bid  which  your 
concern  'submitted  was  the  low  bid  on  various  items  which  vour 
company  was  prepared  to  furnish  at  the  prices  submitted,  ot  the 
qualitv  required,  and  the  only  information  you  could  get  as  to  the 
rejection  of  your  proposal  was  that  vour  company  was  not  upon  the 
approved  list,  and  you  have  never  been  able  to  ascertain  why  you 
were  not  on  the  approved  list,  or  by  whom  this  approved  list  was 
made  up? 
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Mr.  Stringer.  Correct. 

The  Chairman.  Have  you  ever  tried  to  find  out  from  anybody 
else?  ' 

Mr.  Stringer.  Not  in  this  particular  one;  I  have  before.  Once 
before  when  they  came  in  here  and  threw  out  some  of  our  bids.  I 
will  give  you  an  instance  of  it :  The  previous  bids  used  to  coine  in 
asking  for  fLax^  particularly  on  Navy  specifications,  and  we  had  at 
one  time  the  Navy  contract  for  Navy  specification  flax.  When  the 
next  bid  came  up,  I  believe,  we  were  around  70  and  some  cents  per 
pound. 

We  had  bid  on  Navy  specification  flax,  putting  all  the  bids  in  there. 
We  knew  that  so-called  flax  was  selling  at  30  cents  a  pound.  We  put 
a  bid  in  for  the  same  packing,  and  bid  on  Navy  specifications  accord- 
ing to  contract.  They  tlirew  out  our  bid  on  the  Navy  contract  price, 
saying  we  were  out  of  line,  and  awarded  the  contract  on  the  30-cent 
price.  We  put  in  a  30-cent  price,  what  we  could  furnish  at  30  cents, 
and  we  tried  to  find  out  whether  they  were  going  to  live  up  to  their 
Navy  specifications  contract.  They  said  as  long  as  they  did  not  get 
any  kicks  on  board  boats  the  flax  was  all  right. 

The  Chairman.  Then,  it  is  not  always  the  concern  that  submits 
the  low  bid  that  gets  the  contract,  even  with  the  Government  ? 

Mr.  Stringer.  No,  sir;  that  was  just  one  instance. 

Mr.  Kelley.  Your  complaint,  in  addition  to  not  being  on  the  list, 
is  that  sometimes  they  accepted  a  quality  of  material  below  specifi- 
cations ? 

Mr.  Stringer.  Absolutely ;  in  other  words,  they  asked  for  one  thing 
an  then  took  something  else.    We  bid  according  to  their  specifications. 

Mr.  Kelley.  Your  bid  was  put  in  according  to  specificatfons,  and 
they  accepted  a  cheaper  material  from  some  other  firm  ? 

Mr.  Stringer.  That  is  the  idea. 

Mr.  Kelley.  So  that  really  you  did  not  bid  on  the  material  which 
they  accepted  at  all  ? 

iSrt.  Stringer.  Correct. 

Mr.  Kelley.  Did  that  happen  more  than  once  in  your  experience  ? 

Mr.  Stringer.  Twice  that  I  know  of. 

Mr.  Kelley.  For  what  other  material,  besides  the  flax  ? 

Mr.  Stringer.  That  is  the  only  one  I  can  trace.  The  other  material 
is  hard  to  trace,  but  on  that  particular  item  you  can  check  it, 

Mr.  Kelley.  These  specifications  were*  written  specifications,  were 
they,  on  which  you  bid  ? 

Mr.  Stringer.  They  were  written  specifications  on  which  we  bid, 
saying  that  it  must  be  Navy  specifications  material. 

Mr.  Kjsllby.  And  you  never  could  find  out  who  was  responsible  for 
that? 

Mr.  Stringer.  No  ;  it  was  always  a  case  of  going  down  there  and 
being  passed  around  from  one  man  to  another. 

Mr.  Kelley.  Did  you  have  an  opportunity  to  examine  the  bid  of 
the  successful  bidder  to  see  whether  he  indicated  the  kind  of  material 
he  was  bidding  on? 

Mr.  Stringer.  He  did  not  indicate;  he  just  put  his  price  after  the 
item,  and  that  is  all  there  is  to  it. 

Mr.  Kelley.  And  it  was  down  at  30  cents,  in  the  case  of  flax? 

Mr.  Stringer.  One  time,  and  then  at  36  cents  at  another,  if  I 
remember  offhand. 
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Mr.  E[ellet.  Whereas  the  flax,  according  to  Navy  specifications, 
could  not  be  had  for  less  than  how  much  ? 

Mr.  Stringer.  Around  70  cents.  I  am  just  speaking  offhand,  be- 
cause it  was  within  two  months  they  accepted  that  contract  that  the 
Navy  had  another  award  at  which  we  were  higher  bidders.  We  did 
not  get  it,  and  the  price  was  somewhere  around  70  cents.  We  figured 
that  if  the  Navy  was  going  to  pay  70  cents,  the  Shipping  Board  could 
not  buy  it  for  36. 

Mr.  Kelley.  You  do  not  know  exactly  who  would  be  responsible 
for  accepting  inferior  material  or  substituted  material  ? 

Mr.  Stringer.  The  only  one  who  could  be  responsible,  I  should 
think,  would  be  the  inspectors.  It  must  be  passed  by  the  Shipping 
Board  inspectors  before  it  ^oes  on  boat.  Who  their  inspectors  are,  I 
do  not  know — because  that  is  the  way  they  handle  it. 

Mr.  E^ELLEY.  Would  this  run  into  considerable  of  an  order  for  all 
the  ships  ? 

Mr.  Stringer.  It  would ;  in  a  year  it  would  run  into  quite  a  quan- 
tity. 

Mr.  KetjiEY.  Can  vou  give  an  estimate  on  the  ships  out  of  the  port 
of  New  York  that  belong  to  the  Shipping  Board  ? 

Mr.  Stringer.  No  ;  I  could  not,  because  one  ship  might  take  $200 
worth  and  another  ship  might  use  any  amount,  depending  on  how 
they  went  out  and  what  happened  to  them. 

The  Chairman.  And  this  stuff  has  to  pass  the  inspection  of  Lloyds 
or  the  American  Bureau,  does  it  not  ? 

Mr.  Stringer.  I  do  not  know  that  it  does  as  to  Shipping  Board 
boats. 

The  Chairman.  You  do  not  know  as  to  that? 

Mr.  Stringer.  No,  sir.  " 

TESTIUONY  OF  MB.  WILLIAM  £.  CASH. 

(The  witness  was  duly  sworn  bv  the  chairman.) 

The  Chairman.  What  is  your  full  name?       • 

Mr.  Cash.  William  E.  Cash. 

The  Chairman.  Where  do  you  reside,  Mr.  Cash  ?  ^ 

Mr.  Cash.  New  York — Brooklyn. 

The  Chairman.  What  part? 

Mr.  Cash.  Flatbush,  1609  Beverly  Road. 

The  Chairman.  What  is  you  occupation  ? 

Mr.  Cash.  I  am  in  business  with  the  firm  of  Cash  &  McKee,  cop- 
per store  fronts. 

The  Chairman.  Were  you  employed  with  the  Shipping  Board  at 
one  time? 

Mr.  Cash.  Yes,  sir ;  from  the  latter  part  of  1918,  to  September  15, 
1919.    I  left  a  little  over  a  year  ago. 

The  Chairman.  What  capacity  were  you  employed  in? 

Mr.  Cash.  I  was  traveling  auditor,  with  jurisdiction  over  districts 
Nos.  1,  2,  and  3 ;  that  is,  Boston,  New  York,  and  Philadelphia. 

The  Chairman.  What  did  you  audit? 

Mr.  Cash.  I  did  very  little  auditing ;  I  was  a  representative,  prac- 
tically, of  Gordon  Wilson,  the  general  auditor  in  the  Fleet,  looking 
after  the  personnel  of  the  different  offices,  doing  that  work  in  har- 
mony with  him  and  reporting  to  him. 
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The  Chairman.  Did  you  examine  books  of  account  in  the  yards? 

Mr.  Cash.  No  ;  I  did  very  little  of  that. 

The  Chairman.  You  audited  what  districts? 

Mr.  Cash.  Nos.  1, 2,  and  3 — ^Boston.  New  York,  and  Philadelphia- 
Strong  in  Boston,  Mann  in  New  York,  and  Overend  in  Baltimore. 

The  Chairman.  When  did  you  say  you  terminated  your  employ- 
ment? 

Mr.  Cash.  September  15,  1919. 

The  Chairman.  Mr.  Strong  was  in  Boston? 

Mr.  Cash.  Strong  was  district  auditor  in  Boston ;  John  F.  Over- 
end,  in  Baltimore;  and  Mr.  Mann,  in  New  Yofk,  who  was  finally 
superseded  by  a  man  named  Levish. 

The  Chairman.  With  reference  to  conditions  in  Boston,  did  jrou 
find  anything  particularly  up  there  that  you  had  to  report  or  which 
had  to  be  corrected? 

Mr.  Cash.  Mr.  Strong  was  a  very  competent  man,  a  C.  P.  A.,  I 
believe. 

I  do  not  think  there  was  any  particular  fault  to  find,  except  pos- 
sibly two  or  three  of  our  own  employees  that  I  found,  for  instance, 
the  resident  auditors,  that  had  been  selling  materials  and  thin^  oi 
that  kind,  two  or  three  of  them,  doing  worK  on  the  housing  projects, 
or  were  guilty  of  indiscretion,  to  say  the  least. 

The  Chairman.  WUl  you  state  what  you  found  with  reference  to 
those  employees? 

Mr.  Cash.  Well,  there  was  a  man  named  Bohanon,  I  think  it  was, 
resident  auditor  in  the  housing  projects  in  Bath.  He  had  been  sell- 
ing materials  and  putting  the  money  in  his  pocket  to  the  extent  of  a 
couple  of  thousand  dollars. 

The  Chairman.  Was  there  any  refund?  . 

Mr.  Cash.  Yes;  I  believe  the  refund  was  made.  He  was  indicted 
and  jumped  his  bail,  I  believe,  was  the  last  report  I  heard  of  him; 
but  we  got  the  money  back. 

There  was  the  Woodill  case,  at  Portsmouth,  N.  H.  He  had  been 
selling  materials  that  belonged  to  the  fleet,  and  I  went  there  with  a 
representative  of  the  department  of  investigation,  and  we  finally 
collected  the  money  from  him.  I  took  an  automobile  and  sold  it,  and 
we  got  the  proceeds  of  that,  which  amounted  to  about  $2,000;  that 
was  squared. 

The  Chairman.  That  was  squared  up  ? 

Mr.  Cash.  That  was  squared  up. 

The  Chairman.  And  he  was  discharged? 

Mr.  Cash.  He  was  discharged,  of  course ;  yes,  sir. 

The  Chairman.  And  that  put  an  end  to  that? 

Mr.  Cash.  That  put  an  end  to  that.  It  took  me  a  week  to  two's 
time  to  chase  it  out,  etc. 

The  Chairman.  Was  there  any  other  case  in  that  district 

Mr.  Cash.  AVhy,  no ;  not  in  that  district,  that  I  remember  of. 

The  Chairman.  Were  you  the  traveling  auditor  for  that  district 
when  the  Groton  Iron  Works  was  put  in  the  hands  of  a  receiver? 

Mr.  Cash.  Yes ;  I  was. 

The  Chairaian.  Did  you  have  anything  to  do  with  looking  into 
that? 

Mr.  Cash.  I  was  present  at  two  or  three  of  the  conferences.  Mr. 
Conlin  and  Mr.  Strong — Conlin  was  district  officer  of  steel  ships  in 
Boston,  and  afterwards  brought  on  to  New  York —  under  Mr.  Magor. 
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The  Chairman.  All  you  did  was  attend  some  conferences? 

Mr.  Cash.  Attend  the  conferences,  yes;  and  reported  the  results 
and  the  proceedings  to  Mr.  Wilson  and  Bender,  the  comptroller. 

The  CJhairman.  Did  you  know  at  the  time,  or  did  you  make  any 
investigation  to  ascertain,  in  how  many  instances  the  Groton  Iron 
Works  had  been  put  into  the  hands  of  a  receiver? 

Mr.  Cash.  No ;  I  did  not. 

The  Chairman.  They  were  put  into  the  hands  of  the  receiver  iii 
the  Connecticut  State  court,  were  they  not? 

Mr.  Cash.  I  believe  they  were ;  yes.  They  had  the  steel  ships ;  and 
then  they  had  one  at  Noank,  a  wooden-ship  plant. 

The  Chairman.  You  were  not  asked  by  Mr.  Strong  to  make  any 
particular  investigation  in  that  matter,  were  you  ? 

Mr.  Cash.  Mr.  Strong  would  hardly  ask  me,  because  I  had  prac- 
tically jurisdiction  over  him.  I  was  from  the  home  office,  inde- 
pendent of  him.  But  if  I  thought  there  was  anything  going  wrong 
or  got  wind  of  anything,  whv,  I  would  go  to  Mr.  otrong  and  get 
Strong  and  some  of  the  men  from  his  office ;  and  I  very  often  would 
go  to  the  Shipping  Board ;  for  in.stance,  in  cases  of  padded  pay  rolls 
or  things  of  that  kind.  If  we  were  suspicious  that  anything  was 
going  wrong  in  the  Shipping  Board,  if  it  was  within  our  districts,  I 
would  go  to  Strong's  office  and  I  would  get  an  assignment  of  two  or 
three  men,  go  with  them  and  start  them  on  the  work,  and  go  away 
to  some  other  yard.  Their  re])ort  would  be  made  out  by  them  to 
Mr.  Strong  ana  be  by  me  O.  K'd  and  then  sent  to  the  home  office. 
All  those  were  matters  of  record ;  each  individual  case  is  written  out 
in  detail  and  filed. 

The  Chair^ian.  Did  you  have  occasion  to  look  into  the  sales  of 
any  material  up  there  by  the  Shipping  Board  or  to  the  Shipping 
Board? 

Mr.  Cash.  No,  sir ;  excepting,  as  I  said  before,  where  the  resident 
auditors  would  sell  it  and  then  put  the  money  in  their  pockets,  and 
then  I  had  a  good  deal  to  do  with  it. 

The  Chairman.  Mr.  Gordon  Wilson  was  your  superior? 

Mr.  Cash.  Yes,  sir. 

The  Chairman.  To  whom  you  reported? 

Mr.  Cash.  Yes,  sir. 

The  Chairman.  Did  you  ever  look  into  the  sale  of  the  steamer 
Lexington  to  the  Shipping  Board? 

Mr.  Cash.  No,  sir. 

The  Chairman.  Did  you  look  into  transactions  of  the  Flitner- 
Atwood  Co.,  at  Boston? 

Mr.  Cash.  No,  sir. 

The  Chairman.  Did  you  ever  investigate  any  of  the  matters  at 
Boston  which  came  under  the  jurisdiction  of  Capt.  Crowley? 

Mr.  Cash.  No,  sir. 

The  Chairman.  Or  were  there  any  instances  of  padded  pay  rolls 
in  the  Boston  district  which  you  looked  into,  that  you  recall  ? 

Mr.  Cash.  I  do  not  recall  any  just  at  present,  although  I  think 
very  likely  there  must  have  been  two  or  three  of  them.  We  found 
that  a  pretty  general  condition  when  we  would  go  after  it. 

I  remember  in  Newburgh,  the  investigation  we  made  there,  where 
we  found  one  man's  name,  for  instance,  in  three  or  four  different 
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places,  and  working  40  or  50  hours'  total,  which  would  have  been 
an  impossibility.  There  were,  I  suppose,  a  half  dozen  cases  of  that. 
He  had  an  Italian  name,  and  we  found  the  man,  but  he  got  away. 
There  was  a  good  deal  of  that.  I  think  you  could  go  to  almost  any 
of  the  shipyards  and  find  irregularities  in  their  purchase. 

The  Chairman.  In  the  emergency  and  great  rush,  men  in  ship- 
yards would  be  carried  upon  pay  rolls  under  the  same  name,  with 
variations,  or  under  different  names,  collecting  more  pay  than  was 
due  them? 
Mr.  Cash.  Yes,  sir. 

The  Chairman.  Do  you  recall  any  instances  which  you  investi- 
gated, Mr.  Cash,  in  which  restitution  was  secured? 

Mr.  Cash.  Why,  I  think  in  almost  every  instance  in  which  errors 
were  discovered  they  were  corrected;  if  they  did  not,  we  kept  after, 
them,  of  course. 

The  Chairman.  Where  is  the  Newburgh  yard? 

Mr.  Cash.  At  Newburgh,  N.  Y.  One  of  the  first  things  we  looked 
for  in  an  investigation  of  that  kind  would  be  of  unclaimed  wages. 
Unclaimed  wages  were  supposed,  according  to  the  rule,  to  be  in  en- 
velopes in  the  safe.  They  were  retained  30  days  in  the  shipyard; 
and  if  not  called  for,  they  should  have  been  deposited  in  an  account 
.  in  the  bank,  and  all  unclaimed  wages  put  in  there.  Many  of  the 
shipyards  do  that — some  did  and  some  did  not.  We  would  find  a 
matter  of  $600  or  $1,000  or  $2,000  in  envelopes  in  the  safe,  called  un- 
claimed wages. 

The  Chairman.  There  was  nothing  improper  about  that,  wks 
there  ? 

Mr.  Cash.  There  was  nothing  improper  about  that,  I  presume ;  no. 
Then  we  would  check  those  names  to  see  if  they  appeared  two  or 
three  places,  as  to  why  left  over ;  or  may  be  they  had  received  pay  in 
one  department,  for  instance,  would  employ  a  ^r.  Church  as  work- 
ing on  ships  when  he  was  actually  working  on  plants,  putting  up 
fences  around  somewhere,  you  know. 

The  Chairman.  Did  you  investigate  any  other  irregularities  or 
practices  which  you  felt  justified  in  looking  into,  in  the  Boston  dis- 
trict? 

Mr.  Cash.  No  ;  I  think  not. 

The  Chairman.  Dicl  you  find  any  instances  of  improper  charges 
for  materials? 

Mr.  Cash.  Are  you  referring  to  the  Boston  office  now  ? 

The  Chairman.  Yes,  sir. 

Mr.  Cash.  No  ;  I  do  not  remember  of  anything.  Mr.  Strong,  the 
district  auditor,  if  there  was  anything  of  that  kind,  would  know,  of 
course. 

The  Chairman.  Coming  to  the  next  district 

Mr.  Cash.  One,  New  York. 

The  Chairman.  Yes,  sir.  Did  you  find  cases  of  padded  pay  rolls 
there? 

Mr.  Cash.  Why,  this  Newburgh  was  in  the  New  York  district- 
There  were  several  investigations,  some  that  I  did  not  take  any 
part  in ;  some  that  I  did.  I  think  the  Downey  yard,  we  had  special 
auditors  there  for  two  or  three  months,  I  imagine. 

The  Chairman.  Were  they  under  your  direction? 
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Mr.  Cash.  No;  not  under  my  direction,  but  under  Mr.  Dietz  or 
Mr.  Mann,  and  I  would  know  what  was  going  on,  of  course,  keep 
watch  of  it  in  the  New  York  office. 

The  Chairman.  What  was  the  necessity  for  these  special  auditors 
at  the  Downey  yards,  what  was  the  condition  that  was  being  looked 
into? 

Mr.  Cash.  Well,  I  presume  it  was  pay  rolls. 

The  Chairman.  Do  you  know  what  was  found? 

Mr.  Cash.  And  material,  perhaps,  that  should  have  gone  into  ships, 
that  went  into  plants,  and  vice  versa ;  a  general  auditing  and  check- 
ing of  the  accounts.  I  believe,  as  I  remember,  there  was  some  ques- 
tion about  the  resident  auditor  that  was  there  at  the  time  being  a 
little  friendly  with  Mr.  Downey  instead  of  the  fleet. 

The  Chairman.  There  was  nothing  particularly  wrong  about  the 
resident  auditor  or  any  other  representative  of  the  Shipping  Board, 
being  friendly  to  shipbuilders? 

Mr.  Cash.  Oh,  no. 

The  Chairman.  Do  you  know  what  was  found  as  a  result  of  this 
investigation  there? 

Mr.  Cash.  I  do  not  think  it  was  finished  when  I  left  the  service. 

The  Chairman.  Last  September  ? 

Mr.  Cash.  Yes,  sir ;  year  ago  September. 

The  Chairman.  A  year  ago  in  September? 

Mr.  Cash.  A  year  ago  in  September ;  yes,  sir. 

The  Chairman.  Did  your  duties  comprise  looking  into  defective 
work? 

Mr.  Cash.  No,  sir. 

The  Chairman.  That  was  an  inspection  matter,  I  assume? 

Mr.  Cash.  Yes;  the  department  of  construction,  wood  ships  and 
steel  ships. 

The  Chairman.  How  did  the  accounting  department  secure  infor- 
mation, assuming  that  defective  work  was  done,  so  that  they  would 
not  pay  the  bills  ?  .  Assume  that  in  a  particular  yard  the  inspectors 
reported  defective  riveting  or  defective  material,  how  would  that 
information  come  up  to  the  auditor  or  the  comptroller  so  that  that 
bill  would  not  be  paid? 

Mr.  Cash.  I  don't  believe  it  came  up. 

The  Chairman.  You  don't  think  it  came  up  ? 

Mr.  Cash.  No,  sir;  I  don't  think  they  were  working  in  as  close 
touch  as  that,  in  the  majority  of  cases. 

The  Chairman.  Do  you  mean  to  say  that  in  the  majority  of  cases, 
where  inspectors  founS  defective  work  or  defective  material,  there 
was  no  system  by  which  the  auditor  might  be  prevented  from  paying 
for  that,  assuming  that  the  bill  or  charge  came  in  for  proper  material 
or  proper  work  ? 

Mr.  Cash.  Theoretically  that  information  should  have  gone  to  the 
resident  auditor  on  the  job  at  the  shipyards.  The  resident  auditor, 
in  a  good  many  instances,  had  very  little  help,  perhaps  one  or  two 
assistants,  and  he  could  not  keep  track  of,  and  most  of  them  did  not 
attempt  to  keep  track  of,  the  ship  construction  end  of  it,  the  riveting, 
or  the  carpenter's  work,  or  when  material  was  issued  on  requisition 
to  go  on  the  ships,  I  do  not  think  one  in  a  dozen  followed  the  material 
on  to  the  ship,  to  make  sure  it  went  into  the  ship.    It  may  have  been 
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delivered  on  board  ship,  but  whether  it  was  actually  installed  or  not 
I  do  not  think  the  auditing  division  ever  knew. 

The  Chairman.  Some  divisions  knew,  did  they  not?  You  do  not 
mean  to  say  that  material  would  be  delivered  to  a  shipyard  for  a 
ship: 

Mr.  Cash.  I  mean  from  the  warehouse  in  the  shipyards,  from  the 
warehouse  in  the  shipyards  there.  The  material  in  the  first  instance 
would  go  in  the  warehouse  in  the  shipyards.  Now,  then,  it  would 
be  issued  on  requisition  from  that  warehouse  to  the  ship,  so  many 
rivets,  so  many  this,  that,  or  the  other. 

The  Chairman.  And  there  was  nobody,  inspectors,  or  auditors 

Mr.  Cash.  There  were  inspectors  on  the  boats;  yes. 

The  Chairman.  Would  they  not  know  whether  the  material  requi- 
sitioned from  the  warehouse  went  on  the  boats? 

Mr.  Cash.  I  say  the  auditing  division  would  not  know  whether  it 
went  on  or  not. 

The  Chairman.  That  is  what  I  am  trying  to  get  at,  Mr.  Cash. 
Would  not  the  auditor  or  the  comptroller  or  tne  financial  officer  who 
paid  bills  have  some  reports  somewhere  at  some  time  before  the  claim 
was  paid,  which  would  show  that  the  material  furnished  had  been 
used,  and  that  proper  material  had  been  used,  and  that  the  proper 
workmanship  had  been  performed,  and  that  the  bill  was  proper  to 
be  paid,  in  accordance  with  the  specifications  ? 

Mr.  Cash.  What  I  intended  to  say  was  this,  that  the  material 
from  the  warehouse  would  be  issued  on  a  requisition ;  the  requisition 
would  be  signed  and  the  material  delivered,  and  the  material  carried 
on  board  ship.  Now,  whether  that  actually  used  and  fastened  to 
that  ship,  made  a  part  of  it,  I  never  have  seen  any  connection  where 
they  could  check  that  part  of  it ;  no,  sir. 

The  Chairman.  That  is  from  the  auditing  viewpoint? 

Mr.  Cash.  From  my  experience;  yes,  sir. 

The  Chairman.  The  inspectors  employed  were  under  the  con- 
struction division,  of  course? 

Mr.  Cash.  Yes,  sir;  of  steel  ships  or  wooden  ships,  as  the  case 
mav  be. 

The  Chairman.  Yes ;  and  they  were  supposed  to  inspect  the  work 
as  it  progressed  ? 

Mr.  Cash.  That  is  true;  yes,  sir. 

The  Chairman.  If  they  signed  reports  to  their  chief  inspector, 
and  went  up  to  the  head  of  the  construction  department,  they  might 
well  have  gone  from  the  construction  department  to  the  auditor  or 
the  jgeneral  comptroller? 

ifr.  Cash.  Yes.  Well,  the  auditing  division  would  not  pay,  of 
course,  unless  the  steel  ships  or  wood  ships  had  O.  K'd  the  voucher 
first — their  representative,  as  being  on  this  ship. 

The  Chairman.  Surely.  So  that  as  far  as  the  material  and  the 
ship  being  constructed--— 

Mr.  Cash.  The  auditing  division  would  take  the  signature  of  the 
wood-ship  division  or  the  steel-ship  division;  but  I  mean  the  audit 
ing  division  never  followed  up  to  make  sure  whether  the  stuff  was 
installed  or  not. 

The  Chairman.  Outside  of  the  Newburgh  plant  and  the  Downey 
plant,  do  you  recall  any  other  instances  in  the  New  York  district? 
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^  Mr.  Cash.  Why,  not  offhand,  although  if  I  had  had  a  little  more 
time  I  could  probably  have  gone  through  my  reports  and  records.  I 
have  one  case  that  I  was  thinking  o*f — the  Rheinhart  case — in  the 
Morse  yard. 

The  Chairman.  What  was  that?  I  think  we  have  heard  of  that 
before,  but  we  would  be  very  glad  to  have  your  recollection  as  to  it. 

Mr.  Cash.  Why,  he  was  the  resident  auditor  in  the  Virginia 
Shipbuilding  Corporation,  the  Morse  yard,  under  Overend,  district 
auditor,  in  Baltimore,  now  comptroller,  I  believe.  He  had  been  ap- 
proving bills  for  materials  supposed  to  go  in  ships,  for  instance,  16 
or  18  cars  of  lumber,  I  have  in  mind,  that  were  O.  K'd  as  being  for 
ship  construction  and  that  went  through  the  yard  and  out  to  Rose- 
mont  for  a  housing  development  out  there,  and  later  on  some  four  or 
five  of  the  cars,  as  I  remember  it,  were  sold  to  lumber  dealers  and  the 
balance  of  the  lumber  went  into  the  houses.  Oh,  I  imagine  there 
were  40  or  50  vouchers  of  that  kind. 

The  Chairman.  Those  were  caught,  however,  going  through,  were 
they  not? 

Mr.  Cash.  Yes,  sir;  and  there  is  quite  a  long  record  of  that  in 
the  department  of  investigation.  I  was  in  a  position  where  I  could 
read  all  the  reports  of  the  department  of  investigation  before  I 
started  out  and  all  our  reports,  and  a  little  of  that  i  know  from  my 
own  eyesight  of  seeing  and  a  little  I  have  gathered  from  the  reports 
rendered  Meehan  and  Cosgrove. 

The  Chairman.  The  sum  total  of  all  that  was  that  between  the 
department  of  investigation  and  the  auditing  department  this 
matter  was  discovered  and  traced  out,  and  Mr.  Bheinhart  confessed? 

Mr.  Cash.  Yes,  sir. 

The  Chairman.  And  the  vouchers  were  caught  going  through  ? 

Mr.  Cash.  Yes,  sir. 

The  Chairman.  Can  you  recall  any  other  instance,  Mr.  Cash  ? 

Mr.  Cash.  Not  offhand;  no  sir. 

The  Chairman.  Do  you  know,  from  your  experience  and  investi- 
gation, whether  pay  rolls  were  required  to  be  signed  by  the  employees 
at  these  various  yards  ? 

Mr.  Cash.  Not  all  the  yards  signed  pay  rolls;  no.  They  would 
sign  the  cards,  a  pay-roll  card,  maybe.  But  do  you  mean  a  general 
pay  roll? 

The  Chairman.  Yes, 

Mr.  Cash.  No  ;  1  do  not  think  that  was  customary  in  all  yards. 

The  Chairman.  Do  you  know  of  any  yards  in  the  districts  which 
were  under  your  observation  where  payment  was  made  for  services 
without  the  signature  of  the  employee  or  the  person  to  whom  it  was 
paid  being  required,  either  upon  a  card  or  upon  a  pay  roll  or  upon 
some  receipt  for  it  ? 

Mr.  Cash.  No;  they  were  all  signed  on  some — not  necessarily  on 
a  pay  roll.  Some  worked  with  a  brass  check,  and  from  the  number ; 
they  would  present  it,  and  they  would  sign  their  names  on  a  card; 
some  that  could  not  write  would  put  their  cross,  and  the  foreman 
would  say,  "  John  Jones,  his  mark,"  and  "  attested  by  the  foreman," 
or  something  of  that  kind ;  but  they  all,  as  I  remember,  signed  some- 
thing. 

The  CHAiRi^rAN.  At  the  time  of  the  payment  ? 
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Mr.  Cash.  At  the  pay  window;  yes. 

The  Chairman.  Did  you  investigate  any  matters  involving  the 
payment  of  commissions  or  attempts  to  bribe  any  Shipping  Board 
oflBicers  ? 

Mr.  Cash.  No^  sir.  May  I  say,  the  first  66  pages  of  that  report,  I 
know,  are  on  division  of  operations,  which  I  had  nothing  to  do 
with,  you  know.  They  had  a  system  of  their  own,  and  I  never  ran 
across  them. 

The  Chairman.'  Did  you  investigate  matters  involving  settlements 
of  contracts? 

Mr.  Cash.  No. 

The  Cpiairman.  Involving  the  title  to  shipyards? 

Mr.  Cash.  No. 

The  Chairman.  Changes  and  modifications  in  contracts? 

Mr.  Cash.  No. 

The  Chairman.  How  about  employees  of  the  Shipping  Board  bein^ 
on  the  pay  roll  of  the  ship  builder ;  did  you  find  any  instance  of  that  ? 

Mr.  Cash.  Yes ;  Rheinhart  was,  for  instance,  down  in  Alexandria. 

The  Chairman.  Alexandria? 

Mr.  Cash.  Virginia;  yes;  the  Morse  yard. 

The  Chairman.  That  was  the  Virginia  shipbuilding  plant? 

Mr.  Cash.  The  Virginia  Shipbuilding  Corporation;  yes,  sir. 

The  Chairman.  And  the  housing  plant  was  at  Rosemont? 

Mr.  Cash.  Rosemont;  yes,  sir. 

The  Chairman.  But  the  two  were  independent  ? 
•   Mr.  Cash.  Independent;  miles  apart. 

The  Chairman.  There  was  no  contractual  relations  between  the 
Shipping  Board  and  the  housing  project? 

Mr.  Cash.  No. 

The  Chairman.  Did  you  find  any  other  instance  ? 

Mr.  Cash.  No  ;  I  do  not  recall  any  to  mind.  You  mean  where  an 
employee  of  the  Emergency  Fleet  Corporation  was  also  on  the  pay 
roll  of  the  builder? 

The  Chairman.  Yes. 

Mr.  Cash.  No,  sir  5  I  do  not. 

The  Chairman.  Timekeepers  or  inspectors? 

Mr.  Cash.  No,  sir.  If  I  had  found  one  of  those  I  would  report  it 
immediately,  and  he  would  have  gone,  I  know. 

The  Chairman.  That  was  the  practice,  was  it  not,  when  these  things 
were  reported? 

Mr.  Cash.  Yes,  sir.    There  was  action  immediately. 

The  Chairman.  There  was  action  taken  immediately  ? 

Mr.  Cash.  Yes,  sir. 

The  CHAiR3f  AN.  Men  were  dismissed,  and  if  there  was  money  due 
the  Government  it  was  recovered,  or  an  attempt  was  made  to  re- 
•cover  it? 

Mr.  Cash.  It  was  recovered ;  yes,  sir.    That  was  part  of  my  duties. 

The  Chairman.  And  how  much  was  involved  m  the  Newburgh 

<5ase? 

Mr.  Cash.  Oh,  that  was  a  figure,  I  imagine,  of  only  $1,000  or  $2,000, 
something  like  that.    I  don't  remember  the  exact  figures. 

The  Chairman.  And  you  sold  an  automobile  belonging  to  him? 

Mr.  Cash.  That  was  up  in  Portsmouth. 

The  Chairman.  How  much  was  involved  in  the  Portsmouth  case? 
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Mr.  Cash.  I  think,  as  I  remember,  $2,300  or  $2,400,  that  he  had 
taken. 

The  Chairman.  Did  you  have  to  look  into  the  matter  of  the  sale 
of  any  material? 

Mr.  Cash.  Only  in  such  cases  as  that  kind,  where  the  auditor  had 
sold  it.    I  never  had  anything  to  do  with  surplus  sales. 

The  Chairman.  I  mean  salvaged  material? 

Mr.  Cash.  Well,  surplus  and  salvage,  no;  that  came  on  just  about 
the  time  I  left  there,  you  know. 

The  Chairman.  Are  there  any  other  matters  that  came  under 
your  observation  while  you  held  this  position? 

Mr.  Cash.  Nothing  tHat  I  remember  that  would  be  of  interest 
to  vou. 

The  Chairman.  Have  you  any  questions,  Mr.  Kelley? 

Mr.  Kelley.  I  think  you  said  you  were  a  certified  accountant,  Mr. 
Cash? 

Mr.  Cash.  No,  sir;  I  did  not. 

Mr.  Kelley.  What  did  you  say? 

Mr.  Cash.  I  did  not  say  anything  about  my  being  certified. 

Mr.  Kelley.  There  was  something  about  C.  P.  A. 

Mr.  Cash.  C.  P.  A.,  Mr.  George  J,  Strong. 

Mr.  Kelley.  Oh,  Strong  was  a  certified  accountant? 

Mr.  Cash.  Yes,  sir. 

Mr.  Kelley.  But  you  are  not? 

Mr.  Cash.  No,  sir. 

Mr.  Kelley.  What  sort  of  an  accountant  are  you ;  how  much  ex- 
perience have  you  had  in  public  accounting? 

Mr.  Cash.  Well,  my  accounting  experience,  Mr.  Kelley,  I  never 
worked  at  it  as  a  profession,  but  I  have  been  in  five  of  the  large 
expositions  of  the  country,  beginning  with  the  World's  Fair  in 
Chicago,  and  devised  and  prescribed  the  methods  of  accounting  for 
collection  of  the  revenue  from  the  concessionaires:  for  instance,  the 
Pan  American  Exposition,  I  had  that  position  as  cnief  of  admissions 
and  concessions.  I  had  under  each  contract  probably  four  or  five 
or  six  hundred  employees,  and  drew  up  the  blanks  and  the  forms  and 
books,  and  so  forth,  hired  employees,  and  checked. 

You  see,  in  all  expositions  where  anything  is  sold,  they  pay  a  cer- 
tain percentage  of  the  gross  receipts  for  the  privilege  of  selling, 
and  it  was  a  pretty  hard  matter  to  devise  a  system  that  would  get 
your  25  per  cent  on  the  gross,  on  the  restaurants,  for  instance,  and 
things  of  that  kind. 

Mr.  Kelley.  Well,  now,  would  you  be  competent  to  install  a  sys- 
tem of  bookkeeping  in  a  shipbuilding  plant,  where  the  Government 
was  advancing  money  and  supplying  material,  so  as  to  protect  the 
Government  from  all  the  various  kinds  of ■ 

Mr.  Cash.  Chicanery? 

Mr.  Kelley.  Fraud  which  might  be  practiced  ? 

Mr.  Cash.  I  think  I  would  not  attempt  it ;  no,  sir. 

Mr.  Kelley.  You  would  not  attempt  it  ? 

Mr.  Cash.  No,  sir. 

Mr.  Kelley.  Then  you  are  testifying  only  to  what  you  found 
as  a  result  of  some  otheV  person's  system  ? 

Mr.  Cash.  Yes,  sir. 
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Mr.  KJBLLEY.  You  did  not  have  anything  to  do  with  any  of  these 
bookkeeping  systems  in  any  shipyard  ? 

Mr.  Cash.  With  the  installing  of  the  system?    No,  sir. 

Mr.  Kelley.  But  you  knew  enough  about  accounting  to  know  that 
a  thing  was  not  working  properly ;  is  that  ri^ht  ? 

Mr.  Cash.  In  a  good  many  instances ;  yes,  sir. 

Mr,  Kelley.  Do  you  know  anjrthing  about  the  requirements  of 
the  Treasury  Department  at  Washington,  as  to  auditing? 

Mr.  Cash.  I  think  not;  no,  sir. 

Mr.  Kelley.  Was  there  any  attempt  to  install  the  Treasury  De- 
partment regulations  in  the  Snipping  Board  business,  as  far  as  you 
know  ?  ' 

Mr.  Cash.  Not  that  I  know  of ;  no^  sir. 

Mr.  Kelley.  Would  you  be  surprised  if  $1,500,000,000  worth  of  ac- 
counts were  rejected  by  the  Treasury  Department  because  they  were 
not  properly  vouchered? 

Mr.  C  ASH.  Do  you  mean  in  the  full,  in  the  Emergency  Fleet  Cor- 
poration, do  you  mean  ? 

Mr.  Kelley.  Yes;  in  the  Emergency  Fleet  Corporation,  $1,500,- 
000,000  rejected,  because  they  were  not  properly  supported  by  the 
rules  of  the  Treasury  Department. 

Mr.  Cash.  That  is  rather  more  than  I  should  think  they  would  be ; 
yes,  sir. 

Mr.  Kelley.  You  would  be  surprised  at  that  amount? 

Mr.  Cash.  I  would  be  surprised  at  that  amount ;  yes,  sir. 

Mr.  Kelley.  How  should  a  voucher  be  supported  to  be  paid  by 
any  Government  agency;  what  supporting  proofs  should  be  re- 
quired?    Or  are  you  not  enough  of  an  accountant  to  answer  that? 

Mr.  Cash.  Well,  I  don't  know.  Ask  the  question  again,  please, 
will  you  ? 

Mr.  Kelley.  What  supporting  proofs  should  a  voucher  have  be- 
fore it  should  be  paid  or  passed  by  the  Government? 

Mr.  Cash.  Well,  you  mean  in  the  Emergency  Fleet  Corporation? 

Mr.  Kelley.  Yes ;  any  voucher.  Here  is  the  Government  checking 
over  the  business  of  any  activity  of  the  Government,  what  support- 
ing proof  should  any  coucher  have  to  convince  the  Government  that 
that  is  a  proper  charge  against  it? 

Mr.  Cash.  In  the  Emergency  Fleet  Corporation  the  resident  audi- 
tor signed  it  first 

Mr.  Kelley.  That  is  just  the  signature  of  somebody,  that  is  all  ? 

Mr.  Cash.  Oh,  a  signaturej^es. 

Mr.  Kelley.  That  it  is  O.  K.  ? 

Mr.  Cash.  That  this  has  been  received,  ves. 

Mr.  Kelley.  Do  you  think  that  would  be  a  sufficient  thing  to  pro- 
tect the  Government?   • 

Mr.  Cash.  No;  it  took  two  or  three  signatures. 

Mr.  Kelley.  But  signatures,  you  think,  would  be  all  that  would 
be  necessary  i 

Mr.  Cash.  Signatures,  yes,  on  the  voucher ;  yes,  sir. 

Mr.  Kelley.  You  do  not  think  it  would  reqiiire  a  detailed  state- 
ment showing  just  what  articles  have  been  purchased  ? 

Mr.  Cash.  Why,  on  the  voucher  is  the  bill,  the  items  listed,  of 
course. 

Mr.  Kelley.  All  of  them  ? 
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Mr.  Cash.  Yes. 

Mr.  Kellby.  Well,  in  your  investigation  did  that  always  follow? 
Could  you  tell  from  the  voucher  exactly  what  the  transaction  was 
about,  and  whether  or  not  in  might  not  be  paid  by  another  voucher? 

Mr.  Cash.  You  mean  whether  the  vouchers  could  have  been  dupli- 
cated or  not? 

Mr.  Kelley.  Yes. 

Mr.  Cash.  Well,  the  bill  or  voucher  or  invoice,  as  the  case  maj'  be, 
would  be  divided  and  the  articles  enumerated  and  signed  by  the 
resident  auditor. 

Mr.  Kelley.  You  might  have  more  than  one  voucher  on  the  same 
day,  might  you  not  ? 

Mr,  Cash.  Certainly. 

Mr.  Kelley.  How  would  you  know  that  it  was  not  the  same  goods? 

Mr.  Cash.  You  have  to  take  the  signature  of  somebody,  the  word 
of  somebody,  that  he  received  the  goods,  and  he  vouches  for  the  fact 
that  thev  are  delivered. 

Mr.  Kelley.  You  do  not  know  what  information  was  lacking  in 
this  $1,500,000,000  of  vouchers? 

Mr.  Cash.  No;  I  do  not;  no,  sir. 

Mr.  Kelley.  When  you  were  in  the  Downey  plant  did  you  find  any 
trace  of  these  $10,000  notes  that  were  paid  to  Sands? 

Mr.  Cash.  No  ;  I  never  heard  of  them  until  I  read  of  them  in  the 
newspaper  now ;  no,  sir. 

Mr.  Kelley.  You  did  not  go  over  the  books  of  the  Downey  Co.  ?. 

Mr.  Cash.  No,  sir. 

Mr.  Kelley.  Who  would  know ;  who  would  find  the  record  of  those 
notes?     Would  the  resident  auditor  at  the  time  know  about  this? 

Mr.  Cash.  I  doubt  very  much  whether  he  would  have  in  that  case 
or  not ;  no. 

Mr.  Kelley.  Well,  if  an  item  of  $10,000  was  vouchered  through, 
would  not  somebody  know  about  it  before  it  was  paid  by  the  Govern- 
ment? 

Mr.  Cash;  Yes;  if  it  was  vouchered  through  for  the  Government 
to  pay  it;  yes;  that  would  come  to  the  district  auditor. 

Mr.  Kelley.  Did  you  ever  hear  of  any  such  notes  being  vouchered 
through? 

Mr.  Cash.  I  never  did. 

Mr.  Kelley.  No  talk  about  that  at  all  ? 

Mr.  Cash.  Never  heard  a  word  mentioned  of  it ;  no,  sir. 

Mr.  Kelley.  What  did  you  mean  when  you  said  the  resident 
auditor  .at  the  Downey  plant  was  too  friendly  to  the  shipbuilders? 

Mr.  Cash.  Well,  I  meant,  as  my  memory  holds  now,  that  he  would 
be  apt  to  work  in  their  interest  as  against  the  interests  of  the  Ship- 
ping Board. 

Mr.  Kelley.  That  he  would  pass  improper  accounts,  eh  ? 

Mr.  Cash.  That  is  the  idea  I  had  in  mind;  yes. 

Mr.  Kelley.  What  is  his  name  ? 

Mr.  Cash.  I  do  not  remember  the  name  now.     I  can  easily  find  it. 

Mr.  Kelley.  What  date  are  you  speaking  of  now  ? 

Mr.  Cash.  I  am  speaking  of--let  me  see,  along  in  the  fall  of  1918 ; 
the  spring  of  1919. 

Mr.  Kelley.  And  whoever  was  the  auditor  in  September,  we  will 
sav,  or  October  of  1918 
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Mr.  Cash.  Yes:  I  should  say ;  yes. 

Mr.  Kelley.  You  say  would  pass  improper  accounts  favorable  to 
the  Downey  Co.? 

Mr.  Cash.  No;  I  did  not  say  that  they  would  pass  improper  ac- 
counts. That  was  the  opinion  in  the  office  of  the  district  auditor  in 
New  York,  that  he  required  checking  up. 

Mr.  Kelley.  Why  did  they  let  him  stay  there  for  so  long,  if  that 
was  the  opinion? 
Mr.  Cash.  I  think  he  was  changed  right  after  that. 
Mr.  Kelley.  As  soon  as  the  opinion  was  formed  ? 
Mr.  Cash.  As  soon  as  there  was  an  investigation  made,  I  be- 
lieve.    This  particular  man — I  have   forgottten  his  name,  I  can 
easily  ascertain  it  from  the  records — formerly  worked  for  them,  I 
believe,  before  he  worked  for  the  Emergency  Fleet. 

Mr.  Kelley.  Was  there  an  opinion  about  your  department  there, 
that  this  Downey  Co.  needed  to  be  watched  like  that,  that  they 
would  take  advantage  of  an  auditor  friendly  to  them  ? 

Mr.  Cash.  Well,  there  is  nothing  that  I  can  put  my  finger  on  and 
say,  "  Yes  " ;  no,  sir. 

Mr.  Kelley.  There  was  nothing  more  than  a  suspicion  of  that 
kind  ? 
Mr.  Cash.  There  was  a  suspicion;  yes,  sir. 
Mr.  Kelley.  There  was  a  suspicion? 
Mr.  Cash.  There  was  a  suspicion ;  yes,  sir. 
Mr.  Kelley.  You  do  not  know  on  what  that  was  based? 
Mr.  Cash.  I  do  not  remember  just  what ;  no. 
Mr.  Kelley.  Did  you  ever  hear  on  what  it  was  based? 
Mr.  Cash.  If  I  had,  I  would  have  told  you.    No. 
Mr.  Kelley.  Under  the  system  of  bookkeeping  and  auditing  in 
the  Boston  district,  during  this  time  that  you  speak  of,  were  the 
supplies  and  material  issued,  as  you  say,  upon  requisition,  or  did  the 
men  just  go  and  help  themselves  to  lumber  and  other  material,  and 
use  it  as  they  pleased? 

Mr.  Cash.  Well,  I  should  say  that  in  some  of  the  yards,  in  the 
case  of  lumber,  they  might  go  and  help  themselves. 
Mr.  Kelley.  Help  themselves? 
Mr.  Cash.  Yes,  sir ;  take  what  might  be  needed. 
Mr.  Kelley.  And  if  the  lumber  was  intended  for  shipbuilding 
and  they  should  use  it  for  plant  extension,  all  right? 

Mr.  Cash.  I  do  not  believe  there  was  any  way  of  the  auditing 
division  checking  that. 

Mr.  Keli^y.  And  in  the  case  of  wiring  for  the  ship,  th^  could 
use  that  for  plant  extension,  could  they? 

Mr.  Cash.  I  think  that  could  have  been  done ;  yes,  sir. 
Mr.  Kelley.  And  the  men  would  just  go  and  help  themselves  to 
that  wire? 

Mr.  Cash.  Well,  wire  and  articles  of  that  kind,  I  guess  they  were 
kept  in  a  warehouse ;  lumber  is  always  piled  loose,  you  know. 

Mr.  Kelley.  Were  they  always  kept  in  a  warehouse  so  that  the 
men  could  go  and  get  them;  was  not  the  door  always  unlocked  in 
many  of  these  yards,  so  that  the  men  went  and  helped  themselves? 
Mr.  Cash.  Yes :  I  think  that  was  true ;  yes,  sir. 
Mr.  Kelley.  You  think  that  was  true? 
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Mr.  Cash.  I  do. 

sir.  Kelley.  So  that  there  never  was  any  proper  systerii  of  issuing 
supplies  so  that  they  could  be  kept  track  ot,  in  the  Boston  district  ? 

Mr.  Cash.  I  think  that  applies  in  all  three  districts. 

Mr.  Kelley.  All  three  districts  the  same? 

Mr.  Cash.  Yes,  sir. 

Mr.  Kelley.  How  would  the  Government  keep  track  of  its  mate- 
rial; or  when  it  was  gone  they  bought  some  more,  is  that  the  idea? 

Mr.  Cash.  Well,  there  was  a  lack,  in  my  remembrance,  there  was 
a  lack  of  a  sufficient  check  of  materials  from  the  time  they  were 
brought  into  the  yard  until  the  time  they  were  actually  installed  on 
the  boats. 

Mr.  Kelley.  If  it  was  checked  out  bv  some  one  in  charge  of  a 
warehouse,  there  was  no  counterchecks  of  any  kind  by  the  auditing 
department  of  that  issue  of  material ;  you  simply  accepted 

Mr.  Cash.  The  storehouse  keeper's  signature. 

Mr.  Kelley.  The  storehouse  keeper's  signature.  You  did  not  con- 
sult his  books  to  see  for  what  it  was  issued  ? 

Mr.  Cash.  Oh*  yes;  they  consulted  the  books  very  often,  tlie 
records. 

Mr.  Keij^ey.  I  thought  you  said  they  just  accepted  his  signature, 
that  it  was  done  ? 

Mr.  Cash.  Well,  that  is  the  signature.  Anything  taken  out  of  the 
warehouse  is  signed  for,  we  will  say,  on  a  requisition. 

Mr.  Keij^ey.  That  is,  if  it  was  signed  for. 

Mr.  Cash.  Yes ;  but  the  point  I  tried  to  make  was  this :  That  after 
goods  came  in  to  a  warehouse,  assume  they  were  properly  warehoused, 
thev  were  properly  issued  on  a  requisition  and  signed  for  by  the  man 
taking  them,  they  were  transported  to  the  ship,  went  on  to  the  boat ; 
but  the  auditing  division  never  followed  to  see  whether  they  were 
actually  installed  on  the  boat  or  not.  In  other  words,  in  the  case  of 
private  work  and  (xovernment  work,  if  a  contractor  had  both  classes 
of  contracts  in  liis  yard,  I  think  it  was  possible  for  him  to  obtain  stuff 
from  the  warehouse  on  requisition,  put  it  on  to  a  (lovernment  boat, 
and  afterwards  transport  it  to  a  privately  owned  boat  and  use  it. 

^fr.  Kelley.  Suppose  a  contractor  had  private  work  and  work  for 
the  Government  in  his  yard,  was  it  not  possible  for  him  to  go  and 
help  himself /to  (Tovernment  lumber  and  put  it  on  either  ship  that 
he  saw  fit? 

Mr.  Cash.  You  mean  steal  it? 

Mr.  Kelley.  Why,  use  it? 

Mr.  Cash.  Steal  it;  yes.    It  could  be  done. 

Mr.  Kelley.  It  was  possible,  and  there  would  l)e  no  check  on  that 
at  all  ? 

Mr.  Cash.  It  could  be  stolen  in  the  night;  it  could  be  stolen  at  any 
time,  certainly. 

Mr.  Kelley.  And  it  is  not  only  true  of  lumber  but  otlier  material 
where  the  storehouses  were  left  open  so  that  the  men  could  go  and 
help  themselves  to  material  at  will,  and  the  (rovernment  permitted 
that  to  go  on  in  all  thevSe  districts ;  that  is  your  testimony,  is  it  not  ? 
Mr.  (  ASH.  I  think  you  asked  if  it  was  not  possible  to  (lo  it.  I  say 
yes. 

Mr.  Kelley.  I  asked  you  if  it  was  not  done. 
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Mr.  Cash.  I  do  not  know  that  it  was  done  universally,  but  I  say 
it  was  possible  to  do  it ;  yes. 

Mr.  Keli^y.  Under  the  system  in  force  in  every  district  it  was 
possible  to  do  it? 

Mr.  Cash.  It  was  possible  to  do  it ;  yes,  sir. 

Mr.  Kelley.  The  contractor^  if  he  were  dishonest,  could  always 
avail  himself  of  that  opportunity? 

Mr.  Cash.  Yes. 

Mr.  Kelley.  To  take  Government  property  and  put  it  up  on  a  pri- 
vately constructed  ship? 

Mr.  Cash.  If  he  were  dishonest. 

Mr.  Keli^y.  And  there  was  no  system  of  bookkeeping^  by  which 
the  au(iitin<]j  department  of  the  Government  would  catch  tnat? 

Mr.  Cash.  Would  catch  that,  you  say?  Why,  yes;  we  have  a 
check  of  materials  put  in  and  out  of  the  warehouse,  for  instance,  or 
lumber  in  and  out  of  there.  He  might  sip:n  for  the  lumber  when  he 
took  it,  but  there  was  no  check  that  the  auditing  division  had  to  know 
whether  the  material  was  actuallv  used  on  boat  No.  2  or  No.  3  or  No.  4. 

Mr.  Kelley.  That  is  what  I  say.  Lumber  came  in,  but  you  do  not 
know  where  it  went  out. 

Mr.  Cash.  Yes ;  T  think  that  is  true. 

Mr.  Kelley.  Were  you  in  the  auditing  department  when  they 
found  3,(KX)  errors  in  the  pay  roll  up  at  the  Groton  Iron  Works  ? 

Mr.  (^ash.  I  do  not  remember  the  number  of  errors,  3,000  errors. 
I  know  they  were  checking  over  pay  rolls  there;  I  think  that  District 
Auditor  Mann  spent  three,  months  up  there. 

Mr.  Kelley.  And  vou  would  not  be  surprised  if  the  errors  were 
at  least  3,000? 

ifr.  Cash.  I  would  not  be  surprised ;  no,  sir,  I  would  not. 

Mr.  Kelley.  How  would  it  be  possible  for  3,000  errors  to  creep 
into  the  pay  roll  there? 

Mr.  Cash.  The  Groton  Iron  Works?  I  want  to  correct  that.  It 
was  not  Mann  in  the  (iroton  Iron  Works;  that  was  Mr.  Strong's 
district. 

Mr.  Kelley.  How  would  it  be  possible  for  3,000  errors  to  creep 
into  a  pay  roll  covering  a  period  of  several  months,  without  its  being 
ascertained  before  or  being  caught  before,  down  here  at  the  hea(i- 
quarters,  or  the  headquarters  in  Boston  ? 

Mr.  Cash.  How  long  a  period  do  you  mean  that  these  3,000  errors 
crept  in;  in  calculation  between  figufes? 

Mr.  Kelley.  Oh,  every  sort  of  an  error.  Is  there  no  check  up  on 
the  pay  rolls  that  would  catch  that? 

Mr.  Cash.  Why,  yes;  the  resident  auditor  is  supposed  to  check 
that. 

Mr.  Kelley.  And  that  is  the  only  check  up  that  there  is? 

Mr.  Cash.  Certainly.  He  is  on  the  job  there  and  is  supposed  to 
check  the  pay  rolls  ancl  O.  K.  them,  sign  them. 

^Ir.  Kelley.  And  there  would  be  no  other  way  to  catch  that  at  all 
if  he  were  dishonest  and  made  these  errors  purposely  ? 

Mr.  Cash.  The  inspector  of  the  construction  department  would 
sign  this  account,  and  the  pay  roll  would  come  to  the  resident  auditor. 
There  could  be  collusion  between  the  two  of  them,  I  presume. 

Mr.  Kelley.  You  knew  that  the  auditing  in  the  Groton  Iron 
Works  plant  was  very  faulty,  did  you,  from  your  investigation? 


SHIPPING  BOARD  OPERATIONS.  2839 

Mr.  Cash.  Yes;  I  think  it  was,  in  both  the  Noank  plant  and  the 
Groton  Iron  Works,  both  of  them.  They  were  not  able  to  get  very 
high-class  men,  you  know,  in  the  position  of  resident  auditors ;  they 
gave  them  a  salary  of  from  $2,400  to  $3,000,  or  something  of  that 
kind ;  that  would  not  set  a  very  high  type  of  man. 

Mr.  Kelley.  The  Shipping  Board  fixed  the  salaries  of  the  auditors, 
did  they  not? 

Mr.  Cash.  Yes;  they  did;  and  that  was  one  of  the  weaknesses, 
in  my  personal  opinion. 

Mr.  Kelley.  But  they  could  have  paid  more  and  paid  enough  to 
have  gotten  competent  help.  Was  this  not  one  of  the  most  important 
places  there  was  in  connection  with  the  manufacture  of  the  ships? 

Mr.  Cash.  Yes ;  I  consider  it  so ;  and  I  think  that  a  man  that  has 
the  entire  responsibility  of  a  resident  auditor  of  the  Groton  Iron 
TVorks  or  a  plant  of  that  size — they  could  not  get  a  man  that  was 
capable  for  less  than  $5,000  or  $6,000  a  year  instead  of  about  $2,000 
or  $3,000.    That  was  one  of  the  faults. 

The  Chairman.  Did  you  ever  hear  of  the  "black  book"  at  the 
various  shipyards? 

Mr.  Cash.  No,  sir. 

The  Chairman.  Then  you  do  not  know  whether  there  was  a  book 
which  contained  an  itemized  list  of  every  bit  of  material  that  was 
supposed  to  go  into  a  ship,  which  was  checked  as  the  material  was 
used  in  the  ship  and  returned,  showing  the  disposition  of  the  ma- 
terial? 

Mr.  Cash.  There  was  no  such  book  in  the  auditing  division,  if  that 
is  what  you  mean. 

The  Chairman.  What? 

Mr.  Cash.  There  was  no  such  book  in  the  auditing  division  that 
I  ever  heard  of.  Do  you  mean  the  property  of  the  contractor  or  the 
property  of  the  auditing  division  ? 

The  Chairman.  The  Shipping  Board. 

Mr.  Cash  Well,  that  is  in  some  other  department — not  in  mine. 

The  Chairman.  But  in  all  your  visits  to  the  yards  in  your  dis- 
tricts you  never  heard  of  any  such  book  as  that? 

Mr.  Cash.  No,  sir. 

The  Chairman.  If  there  was  such  a  book,  Mr.  Cash,  you  would 
have  run  across  that,  would  vou  not — don't  you  think? 

Mr.  Cash.  You  mean  in  checking  the  material  into  the  boat  ? 

The  Chairman.  Yes. 

Mr.  Cash.  Well,  I  didn't. 

The  Chairman.  No  ;  but  don't  you  think,  with  the  experience  you 
have  had  in  the  various  yards,  that  if  there  were  such  a  book  as  that 
you  would  have  run  across  it? 

Mr.  Cash.  Not  if  it  is  not  in  use  in  my  department  I  would  not 
be  so  apt  to  find  it,  I  don't  believe.  You  see,  I  had  nothing  to  do 
with  the  construction  end,  the  wood  ships  or  the  steel  ships — the 
actual  building  of  the  ships.  It  was  the  Auditing  Division  only 
that  I  had  to  do  with. 

The  Chairman.  In  your  auditing  work,  if  there  were  such  a  book 
as  that  in  connection  with  the  actual  use  of  the  material 

Mr.  Cash.  The  only  thing  I  can  say  is,  I  never  saw  one,  never 
heard  of  one. 
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The  Chairman.  I  am  asking  you  if  there  were  such  a  book  don't 
you  think  you  would  have  I'un  across  it  in  these  yards  in  the  district 
where  you  were  ? 

Mr.  Cash.  If  it  was  in  general  use  I  should  think  it  would  be  per- 
fectly natural  that  I  should  see  it ;  yes,  sir. 

The  Chairman.  But  you  never  knew  there  was  such  a  book? 

Mr.  Cash.  I  never  knew  there  was;  no. 

The  Chairman.  With  reference  to  the  Downey  shipyard,  where 
you  said  you  thought  there  were  padded  pay  rolls,  do  you  recall  that 
the  method  of  financing  that  yard  had  to  be  changed  shortly  after, 
or  after  the  lapse  of  some  little  time  after,  the  awarding  of  the  con- 
tract, after  perhaps  two  or  three  progress  payments  had  been  made? 

Mr.  Cash.  Yes;  you  mean  moneys  advanced;  you  mean  some 
change? 

The  Chairman.  Yes. 

Mr.  Cash.  I  believe  there  were,  yes ;  although  I  do  not  remember 
just  what  the  details  were. 

The  Chairman.  Now  i^ee  if  I  can  refresh  your  recollection.  The 
Downey  yard  secured  a  contract  from  the  Shipping  Board,  and  after 
a  few  progress  payments  had  been  made  it  became  necessary  to 
change  the  method  of  financing,  because  the  Downey  Co.  was  unable 
to  carry  on  the  contract  under  the  original  method.  Don't  you  know 
that  practically  that  was  the  situation,  after  they  had  gotten  started 
on  their  contract? 

Mr.  Cash.  \\^iat  date  was  that,  about  what  date;  do  you  re- 
member ? 

The  Chairman.  Well,  it  was  not  very  long  after  the  contract  was 
awarded.  I  think  the  Downey  contract  was  awarded  in  July,  1917 ; 
this  might  have  been  within  three  or  four  months  after  that. 

Mr.  Cash.  You  see,  I  came  in  July,  1918 ;  the  latter  part  of  Julv, 
1918. 

The  Chairman.  Oh,  you  did  not  come  until  a  year  after? 

Mr.  Cash.  No,  sir. 

The  Chairman.  How  many  times  did  you  visit  the  Downey  plant  ? 

Mr.  Cash.  Oh,  I  presume  three  or  four  times  altogether. 

The  Chairman.  Do  you  know  of  your  own  knowledge  whether, 
if  there  had  been  padded  pay  rolls  in  that  plant,  they  would  not 
have  been  caught  in  the  final  adjustment  and  settlement  with  them? 

Mr.  Cash.  Oh,  that  is  very  hard  to.  check  up  a  pay  roll  that  is 
three  months  old,  for  instance,  or  four  months.  There  is  the  turn- 
over in  the  yard,  the  men  come  and  go;  if  you  have  1,000  men  work- 
ing now  there  may  be  only  four  or  five  hundred  working  a  month 
from  now  of  those  same  men,  yet  the  total  of  employees  would  be 
the  same.  It  is  very  hard  to  check  a  pay  roll  that  is  three  or  four 
months  old. 

The  Chairman.  While  you  were  there,  did  you  find  any  instances 
of  men  in  the  yard  being' carried  upon  the  pay  roll 

Mr.  Cash.  Did  I  personally?    No. 

The  Chairman  (continuing).  Who  had  previously  been  dis- 
charged and  were  not  at  work  there? 

Mr.  Cash.  No;  but  bear  in  mind,  my  oiRce  or  headquartei's  was 
115  Broadway,  with  district  No.  1,  when  Mann  was  district  auditor 
there,  and  perhaps  three  or  four  days  in  the  week  I  would  be  in  the 


SHIPPING  BOARD  OPERATIONS.  2841 

home  office,  and  these  discussions  or  reports  would  come  in  from  the 
resident  auditor  or  some  other  one.  and  they  were  starting  men  down 
there  to  make  special  audits,  and  1  would  go  through  the  work  when 
it  came  back,  read  it,  and  so  in  a  general  way,  while  I  did  not  have 
anything  to  do  with  it  personally,  the  actual  work  in  the  yard,  yet 
I  was  cognizant  of  what  was  going  on  and  read  pretty  nearly  every- 
thing in  the  office  there. 

The  Chairman.  I  just  do  not  understand  your  Contention,  per- 
haps I  might  call  it,  with  reference  to  the  actual  material  which  was 
requisitioned  out  of  the  warehouse  going  into  the  construction  of  the 
ship.  You  would  not  have  a  representative  of  the  auditing  depart- 
ment aboard  ships  ? 

Mr.  Cash.  No. 

The  Chairman.  Watching  that  material. 

Mr.  Cash.  Yes.  There  was  no  contention;  I  just  brought  up  my 
personal  opinion,  what  I  thought  of  it.  There  was  no  way  of  check- 
mg  it. 

The  Chairman.  How  would  you  remedy  that  apparent  defect,  if 
such  exists,  that  there  is  no  way  that  the  auditing  department  can 
tell  that  material  requisitioned  out  of  the  warehouse  actually  went 
into  the  ship  for  which  it  was  intended  ? 

Mr.  Cash.  I  mean  not  only  that  it  went  aboard  the  ship,  but  was 
used  in  the  ship. 

The  Chairman.  Yes;  how  would  you  remedy  that? 

Mr.  Cash.  Why,  it  would  have  to  be,  of  course,  by  absolute  con- 
fidence in  the  inspectors;  take  their,  signature  for  it,  etc.,  and  then 
the  gang  foreman  or  whoever  it  is,  that  the  work  was  actually 
installed. 

The  Chairman.  Don't  you  know  that  was  just  what  was  done  in 
every  yard  that  was  building  a  ship  for  the  Snipping  Board? 

Mr.  Cash.  Yes. 

The  (Chairman.  That  they  reposed  confidence  in  the  chief  inspector 
and  his  assistants  and  the  gang  foreman,  and  after  the  inspector 
passed  his  approval  upon  it,  certified  that  the  materials  taken  out 
of  the  warehouse  was  actually  used  in  the  ship,  or  if  it  was  not  it  was 
certified  as  surplus,  and  that  that  information  was  conveyed  or  trans- 
mitted to  the  auditing  department? 

Mr.  Cash.  Yes;  that  was  the  method. 

The  Chairman.  That  was  the  method  ? 

Mr.  Cash.  Yes,  sir;  in  the  majority  of  casen  that  I  know  of;  in 
fact,  all  the  cases  that  I  know  of  that  was  the  method  that  was  to 
be  pursued. 

The  Chairman.  ^Vell,  was  it  pursued  ? 

Mr.  Cash.  I  say  that  there  was  no  way  of  the  Auditing  Division 
knowing  that  it  was  actually  used  in  the  ships.  Of  course,  they  took 
these  signatures  for  it.  I  have  no  doubt  that  in  a  good  many  cases  it 
was  not  so  followed  up. 

The  Chairman.  Are  there  any  further  questions,  Mr.  Kelley? 

Mr.  Keli^y.  You  spoke  about  large  quantities  of  lumber  being 
placed  into  the  yard  in  Alexandria,  and  then  it  found  its  way  out 
of  the  yard  into  houses  being  built  bv  a  subsidiary  corporation. 

Mr.  Cash.  The  "  large  quantities  '^  were  18  cars,  as  1  remember  it, 
that  went  through  the  yard  and  were  found  on  the  sidetracks  at  Rose- 
mont. 
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Mr.  Kelley.  Now,  just  explain  how  that  lumber  would  get  out, 
and  just  what  record  was  made  of  it. 

Mr.  Cash.  I  do  not  know  how  it  got  out.  It  was  found  there,  and 
that  was  all. 

Mr.  Keij^ey.  Somebody  just  happened  to  find  it? 

Mr.  Cash,  Yes,  sir. 

Mr.  Kelley.  I  suppose  somebody  had  tipped  the  auditors  off  that 
it  was  being  done? 

Mr.  Cash.  Possibly. 

Mr.  Kelley.  But  how  would  you  find  it  from  your  records,  that  is 
what  I  am  getting  at  ? 

Mr.  Cash.  Well,  the  lumber  would  be  checked  into  the  yard. 

Mr.  Kelley.  Yes;  checked  into  the  yard. 

Mr.  Cash.  But  how  it  was  gotten  out  I  do  not  know.  I  know  that 
it  was  out,  and  I  know  it  was  on  the  sidetrack,  because  I  saw  the 
cars 

Mr.  Kelley.  How  do  vou  know  it  was  not  in  the  vard?  You  could 
not  tell.  Here  is  a  pile  of  lumber  there,  and  you  are  an  auditor; 
you  do  not  know  whether  there  is  1(),()()(),()()0  feet  in  that  pile  of  lum- 
ber or  5,000,000.  Did  you  keep  an  inventory,  a  strict  inventory,  so 
as  to  know  exactly  what  amount  of  material  was  on  hand  at  any 
particular  day? 

Mr.  Cash.  I  presume  the  resident  auditor  did ;  yes. 

Mr.  Kelley.  Well,  did  he  ? 

Mr.  Cash.  I  say  I  pesume  he  did. 

Mr.  Kelley.  Is  there  a  single  yard  that  you  know  of,  in  any  of 
these  districts,  where  an  auditor  could  tell  how  much  stuff  he  had 
on  hand  of  every  kind  at  any  particular  time? 

Mr.  Cash.  That  is  a  pretty  broad  statement.  I  would  not  say  that 
was  true  of  ever^i^hing:  no.  I  can  imagine  that  a  stock  of  lumber 
might — they  might  not  know  exactly  to  a  thousand  feet  of  it  what 
there  was. 

Mr.  Kelley.  Well,  they  ought  to  know  exactly  if  they  know  at  all. 

Mr.  Cash.  The  book  records,  you  mean  ? 

Mr.  Kelley.  They  have  the  records  of  the  material  in. 

Mr.  Cash.  Yes. 

Mr.  Kelley.  And  the  requisitions  out? 

Mr.  Cash.  Yes;  and  the  balance  should  tally  what  is  in  the  yard. 

Mr.  Kelley.  And  the  balance  should  be  in  the  stock? 

Mr.  (^ASH.  Yes.  Still,  as  an  actual  fact,  these  cars  did  go  through 
and  went  out  onto  the  track. 

Mr.  Kelley.  And  no  record  to  show  thev  were  not  in  the  stock? 

Mr.  Cash.  Undoubtedly  that  was  the  condition. 

Mr.  Kelley.  Now,  tell  me  how  that  could  be  done? 

Mr.  Cash.  Why,  it  was  just  done;  that  is  all.  They  were  brought 
out  on  the  tracks  there. 

Mr.  Kelley.  Was  it  done^  in  violation  of  the  record,  or  was  it  done 
even  in  spite  of  the  fact  that  the  records  were  kept. 

Mr.  Cash.  It  must  have  been  in  spite  of  the  fact  that  the  records 
were  kept.  I  saw  the  cars  on  the  track.  I  read  the  report  of  them 
in  the  department  of  investigation,  how  they  got  there,  and  I  know 
from  Overend,  district  comptroller  there,  that  five  or  six  of  the 
cars  were  sold  to  outside  parties  and  that  it  was  originally  going  for 
ship  construction  in  the  \  irginia  Shipbuilding  Corporation  yards. 
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Mr.  Kelley.  Let  me  ask  you  this  question  now:  From  your  in- 
vestigation in  these  three  districts,  did  those  in  charge  of  the  stock 
know  at  any  particular  yard  how  much  material  they  had  on  hand 
of  any  particular  sort? 

Mr.  Cash.  You  mean  in  every  case?  I  could  not  ansAver  that 
question,  whether  they  all  knew.     Some  were  faulty. 

Mr.  Kelley.  Were  the  books  so  kept  that  the  Government  knew 
at  any  particular  time  how  much  of  an  inventory  they  had  on  hand 
of  any  particular  class  of  material  in  any  yard? 

Mr.  Cash.  I  think  in  a  great  many  yards  it  would  be  very  diffi- 
cult to  tell. 

Mr.  Kelley.  Your  observation  was  that,  in  the  case  of  lumber, 
that  was  pretty  largely  piled  outside? 

Mr.  Cash.  !Not  only  lumber,  but  supplies  and  all  that. 

Mr.  Kelley.  I  know ;  but  in  the  case  of  lumber  it  was  piled  out- 
side, and  people  helped  themselves  to  it  in  a  great  many  yards? 

Mr.  Cash.  What  do  you  mean  by  people  helped  themselves? 

Mr.  Kelley.  Employees  of  the  yard? 

Mr.  Cash.  Employees  that  were  working  there;  they  could  help 
themselves;  yes. 

Mr.  Kelley.  And  whether  that  was  used  upon  Government  work 
or  private  work  was  a  matter  of  the  integrity  of  the  shipbuilder? 

Mr.  Cash.  In  my  personal  opinion,  yes. 

Mr.  Kelley.  And  not  the  bookkeeping  or  accounting  of  the  Gov- 
ernment? 

Mr.  Cash.  No. 

Mr.  Kelley.  That  is  what  you  are  swearing  to  now,  is  it  ? 

Mr.  Cash.  You  could  keep  an  account  of  the  lumber  and  still  some^ 
body  could  go  and  take  the  lumber  and  make  no  account  of  it,  and 
it  would  not  show  on  the  books. 

Mr.  Kelley.  That  is  the  idea.  That  is  what  Mr.  Walsh  was  trying 
to  get  out  from  you. 

Mr.  Cash.  That  was  possible ;  yes. 

Mr.  Kelley.  That  if  it  was  requisitioned  out  of  the  stock  for  the 
purpose  of  going  upon  a  ship,  you  say  you  do  not  Imow  whether  it 
all  went  on  the  ship  or  not? 

Mr.  Cash.  Yes. 

Mr.  Kelley.  And  then  there  is  no  record,  if  it  did  not  go,  to  show 
what  became  of  it? 

Mr.  Cash.  No,  unless  somebody 

Mr.  Kelley.  Unless  somebody  what? 

Mr.  Cash.  O.  K'd  the  receipt  of  it  on  the  ship. 

Mr.  Kelley.  But  that  could  be  overlooked? 

Mr.  Cash.  That  could  be  overlooked,  or  they  might  sign  for  it  on 
board  the  ship  and  still  not  use  it. 

Mr.  Keij^ey.  An  inspector  sometimes  had  many  ships,  did  he  not, 
to  look  after? 

Mr.  Cash.  Yes. 

Mr.  Kelley.  And  if  material  were  requisitioned  out  of  the  stock  to 
go  upon  some  particular  ship  he  did  not  follow  that  material  up, 
did  he? 

Mr.  Cash.  No  ;  he  did  not. 

Mr.  Kelley.  He  did  not  know  in  many  cases  that  it  ever  had  been 
requisitioned,  did  he? 
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Mr.  Cash.  No,  sir. 

Mr.  Kelley.  Or  that  he  was  expected  to  follow  it? 

Mr.  Cash.  That  is  true. 

Mr.  Kelley.  To  see  that  it  was  put  into  any  pai*ticular  ship.  It 
might  have  been  carted  off  from  the  warehouse  to  a  ship  being  built 
for  private  account? 

Mr.  Cash.  True. 

Mr.  Kelley.  And  it  might  be  used  and  an  inspector  never  have  any 
further  knowledge  of  it  at  all  ? 

Mr.  Cash.  There  might  be  three  ships  on  the  ways,  and  it  would 
be  requisitioned  for  this  ship  and  used  on  that  ship. 

Mr.  Kelley.  Do  you  mean  there  was  no  bookkeeping  in  these  yards 
that  would  anywhere  catch  that  ? 

Mr.  Cash.  Well,  the  entries  might  all  be  made.  I  wonder  if  you  get 
my  point?  The  entries  mi^ht  all  be  made  to  go  into  hull  No.  1,  the 
entries  made  complete,  and  yet  it  might  not  be  used  for  hull  No.  1. 

Mr.  Kelley.  It  could  not  go  into  hull  No.  1  unless  the  inspector 
said  it  went  into  hull  No.  1  ? 

Mr.  Cash.  No  ;  he  would  sign  for  it  as  going  into  hull  No.  1. 

Mr.  Kelley.  Would  he  sign  for  it  sort  of  in  blank  as  going  into 
No.  1,  because  he  had  so  many  ships  to  supervise  that  he  could  not 
know  whether  it  went  in  there  or  not? 

Mr.  Cash.  And  it  might  be  hauled  over  there,  or  transported  to  hull 
No.  2 ;  that  is  what  I  mean.  The  records  would  be  complete,  to  show 
that  the  lumber  had  been  taken,  and  yet  it  might  have  been  put  on 
other  than  the  hull  that  it  was  signed  for.    Do  you  see  what  I  mean  ? 

Mr.  Kelley.  I  am  not  sure  whether  I  do  or  not.  Who  makes  the 
requisition  for  the  material  for  a  ship  ? 

Mr.  Cash.  You  mean  at  the  yard? 

Mr.  Kelley.  When  the  men  are  ready  to  put  a  piece  of  machinery 
in  place. 

Mr.  Cash.  The  foreman. 

Mr.  Keli^y.  Which  is  to  come  out  of  the  storehouse,  who  makes  the 
requisition  ? 

Mr.  Cash.  The  foreman. 

Mr.  Kelley.  He  issues  a  slip? 

Mr.  Cash.  Yes. 

Mr.  Kelley.  Are  those  slips  preserved? 

Mr.  Cash.  Why,  I  presume  they  were  preserved. 

Mr.  Kelley.  I  know,  but  I  am  talking  about  your  information 
now. 

Mr.  Cash.  I  don't  know. 

Mr.  Kelley.  As  to  when  you  made  these  investigations,  do  you 
know  wliether  or  not  thoHe  slips  were  preserved? 

Mr.  Cash.  No;  I  do  not  know. 
I  Mr.  Kelley.  Well,  unless  they  were  preserved 

Mr.  Cash.  Of  course  there  would  be  no  record. 

Mr.  Kelij2y  (continuing).  There  would  be  no  record  of  the  requi- 
sition ? 

Mr.  Cash.  Naturally,  but  each  "storehouse  keeper  is  supposed  to 
keep  a  book,  and  keep  all  these  requisitions  that  come  in,  and  sup- 
posed to  file  them  away. 

Mr.  Keli^y.  You  were  in  the  auditing  department  for  several 
months  ? 
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Mr.  Cash.  Yes. 

Mr.  Kelley.  And  I  am  asking  you  whether  or  not,  as  a  matter  of 
practice,  these  foremen's  slips  were  preserved? 
^Mr.  Cash.  They  should  have  been:  yes. 

Mr.  Kelley.  I  know  they  should  have  been,  but  I  am  asking  you, 
were  they? 

Mr.  Cash.  Well,  I  can  not  tell  you  whether  they  were  or  not. 

Mr.  Kelley.  Those  slips  should  be  attached  to  the  vouchers,  should 
they? 

Mr.  Cash.  No. 

Mr.  Kelley.  Before  payment  is  made? 

Mr.  Cash.  No. 

Mr.  Kelley.  Where  are  they  kept? 

Mr.  Cash.  They  are  kept  in  the  warehouse,  I  say. 

Mr.  KjEiJiRY.  They  are  kept  there? 

Mr.  Cash.  Yes;  part  of  the  records  of  the  warehouse. 

Mr.  Kelley.  They  would  not  be  some  of  the  supporting  evidence 
that  the  Treasury  Department  requires? 

Mr.  Cash.  No  ;  they  would  not.  I  never  saw  one  of  them  attached 
to  vouchers. 

Mr.  Kelley.  But  they  should  be  kept  on  file 

Mr.  Cash.  In  the  warehouse. 

Mr.  Keixey.  In  the  warehouse? 

Mr.  Cash.  Yes;  the  same  as  j)ay  rolls,  for  instance,  are  not  attached 
to  a  voucher;  the  pay  rolls  paid  in  the  yard  are  not.  The  pay  rolls 
are  kept  in  the  yard,  of  course,  and  the  amount  vouchered  by  the  resi- 
dent auditor,  signed  by  the  contractor  and  the  resident  auditor. 

Mr.  Kelusy.  Now,  if  they  ordered  lumber  or  material  for  one  ship 
and  put  it  on  another,  then  they  would  create  a  surplus  there  at  some 
time  or  other,  would  they  not,  whi«h  would  account  for  the  transfei 
of  lumber  from  one  ship  to  another? 

Mr.  Cash.  How  would  they  create  a  surplus? 

Mr.  Kelley.  Well,  you  would  finally  reach  a  point  where  you 
would  be  ordering  lumber  where  you  did  not  have  any  ship  to  put 

it  in. 

Mr.  Cash.  Yes;  if  one  of  those  ships  happened  to  be  a  private 
contract;  ves.  You  know  what  I  mean  bv  a  private  contract  of  the 
shipbuilder? 

Mr.  KEIJ.EY.  Yes. 

Mr.  Cash.  Certainly,  then  there  would  be  a  shortage  of  lumber. 

Mr.  Kelley.  What'^special  harm  would  it  do  if  they  did  ship  the 
lumber  from  one  ship  to  another? 

Mr.  Cash.  I  do  not  know  that  there  would  be  any  particular  harm, 
except  in  progress  payments  or  anything  of  that  kind.  It  might 
have  an  effect  there. 

Mr.  Kelley.  Oh,  yes;  it  might  shorten  the  time  within  which  pay- 
ments were  to  be  made. 

Mr.  Cash.  Possibly. 

Mr.  Kelley.  If  they  demanded  more  material  and  got  it  out  into 

the  yard. 

Mr.  Cash.  To  that  extent ;  yes. 

Mr,  Kelley.  Do  you  know  whether  that  ever  was  actually  done 

or  not? 
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Mr.  Cash.  I  do  not  know.  I  do  not  have  in  mind  any  particular 
instance.  Of  course,  if  it  was  a  private  contract  it  would  be  entirely 
different. 

The  Chairman.  Who  appointed  you,  Mr.  Cash? 

Mr.  Cash.  Gordon  Wilson,  or  Dickinson,  I  believe,  was  the  first 
man  who  sent  for  me. 

The  Chairman.  Sir? 

Mr.  Cash.  Dickinson  was  assistant  general  auditor.  Mr.  Gordon 
Wilson,  I  believe,  confirmed  my  appointment. 

The  Chairman.  And  did  you  resign? 

Mr.  Cash.  I  did;  yes,  sir. 

The  Chairman.  A  year  ago  in  September? 

Mr.  Cash.  Yes,  sir ;  of  my  own  free  will  and  accord. 

The  Chairman.  Your  resignation  was  not  asked  for? 

Mr.  Cash.  Absolutely  not ;  no,  sir. 

The  Chairman.  Were  you  at  all  times  attached  to  the  auditing 
department  ? 

Mr.  Cash.  Alwaj^s. 

The  Chairman.  Did  you  everi  make  reports  to  the  bureau  of 
plant  protection? 

Mr.  Cash.  Yes. 

The  Chairman.  Or  the  department  of  investigation? 

Mr.  Cash.  Yes;  I  worked  in  connection  with  them,  but  hardly 
reported  to  them.  I  would  make  a  report  to  Gordon  Wilson,  and 
ven'  often  sent  copies  of  my  reports  to  them. 

The  Chairman.  What  would  be  the  occasion  of  your  reporting 
to  them,  the  plant  protection  bureau  or  the  department  of  investi- 
gation? 

Mr.  Cash.  Well,  in  some  of  my  investigations,  through  Gordon 
Wilson  to  Mr.  McLeod^  the  head,^they  would  detail  one  or  two  men 
to  work  with  me,  sometimes  three ;  and  we  three  or  four  would  go  out 
onto  the  job,  and  we  would  ferret  out  what  we  could,  and  the  report 
would  c*ome  in  and  I  would  generally  report  to  him,  and  naturally 
having  two  or  three  of  their  men  along  with  me  I  would  send  a  report 
in  to  them,  the  department  of  investigation. 

The  Chairman.  That  is,  as  to  irregularities  or  things  that  ought 
to  be  looked  into  ? 

Mr.  Cash.  As  to  irregularities;  yes,  sir.  And  there  might  have 
been  something  of  the  same  kind  happen  before,  that  the  auditing 
division  had  nothing  to  do  with,  that  the  department  of  investiga- 
tion had  unearthed,  and  I  would  go  in  and  read  the  files  on  that  before 
I  started  out ;  so  I  was  pretty  generally  informed. 

The  Chairman.  You  were  informed  sometimes  before  you  went 
as  to  irregular  practices  prevailing,  and  sometimes  you  got  your 
information  after  you  visited  the  plant,  in  which  case  you  would 
refer  it  to  the  proper  department  ? 

Mr.  Cash.  \  es,  sir. 

The  Chairman.  The  plant  protection  or  the  bureau  of  investiga- 
tion ? 

Mr.  Cash.  Yes,  sir. 

The  Chairman.  Then,  as  a  matter,  of  fact,  you  did  very  little 
auditing  at  all. 

Mr.  Cash.  Actual  auditing;  yes,  sir;  ^ery  little  actual  auditing. 
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The  Chairman.  Well,  was  not  that  unusual  in  your  case  ? 

Mr.  Cash.  I  do  not  think  so,  under  the  circumstances.  Why,  what 
do  you  mean  ?    Unusual  ? 

The  Chairman.  Do  not  traveling  auditors  usually  audit? 

Mr.  Cash.  Well,  the  title  would  lead  you  to  suppose  so ;  yes,  sir. 

The  Chairman.  Well,  do  they  not  as  a  matter  of  fact;  do  you 
know  of  any  other  traveling  auditor  that  did  the  same 

Mr.  Cash.  Did  the  same  kind  of  work  as  I  do  ? 

The  Chairman.  Yes,  sir. 

Mr.  Cash.  Not  for  the  Fleet,  that  I  know  of ;  no,  sir. 

The  Chairman.  So  while  you  had  the  title  of  traveling  auditor, 
you  were  sort  of  an  investigator  in  a  sense  ? 

Mr.  Cash.  Investigator;  a  sort  of  a  business  representative  in  tak- 
ing the  place  of  Gordon  Wilson  in  the  field,  I  believe  is  about  the 
way  it  was  put.  That  was  the  thorough  understanding  before  I  went 
^ith  the  Fleet.    I  did  not  seek  the  position. 

The  Chairman.  You  were  a  sort  of  personal  representative  of  Mr. 
Gordon  Wilson? 

Mr.  Cash.  And  Mr.  Bender;  yes,  sir. 

The  Chairman.  Did  you  have  authority  to  order  changes  in  the 
methods  of  auditing  or  accounting  at  the  various  yards  ? 

Mr.  Cash.  No  ;  I  was  to  take  it  up  with  the  district  auditor,  as  the 
case  may  be,  and  if  the  changes  were  not  made  they  were  reported  to 
my  superior,  of  course,  Mr.  Gordon  Wilson.  I  had  no  autnority  to 
hire  or  fire  or  change  methods  in  the  office,  simply  to  pass  on  them 
and  report,  and  if  we  could  not — we  never  had  any  friction,  though, 
between  myself  and  the  district  auditors. 

The  Chairman.  You  say  you  had  a  thorough  understanding  with 
Mr.  Wilson  at  the  time  you  took  this  position  ? 

Mr.  Cash.  That  I  was  not  a  certified  public  accountant,  or  had 
made  accountancy  my  profession. 

The  Chairman.  But  you  felt  that  you  had  experience  and  ability 
enough  to  detect  improper  practices? 

Mr.  Cash.  Yes.  • 

The  Chairman.  Or  irregularities? 

Mr.  Cash.  Yes.    . 

The  Chairman.  Even  though  they  had  to  do  with  accounting? 

Mr.  Cash.  Yes. 

The  Chairman.  Or  lax  or  defects  in  the  system? 

Mr.  Cash.  Yes. 

The  Chairman.  Have  you  anything  further,  Mr.  Kelley  ? 

Mr.  Kelley.  Under  the  system  of  bookkeeping  in  use,  was  the  , 
billing  of  material  from  a  storehouse  to  a  contractor  done  immedi- 
ately on  the  shipment  of  the  material? 

Mr.  Cash.  No;  as  I  have  remembrance,  there  was  quite  a  lot  of 
that  work  to  be  done ;  they  were  behind  several  months  in  it  when  I 
left  the  Fleet,  I  believe. 

Mr.  Kelley.  You  mean  that  the  contractor  would  not  get  the  bill 
for  his  supplies  for  several  months  after  the  goods  were  shipped  ? 

Mr.  Cash.  I  believe  they  were. 

Mr.  Kelley.  Well,  how  could  settlements  be  made  with  con- 
tractors ? 
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Mr.  Cash.  Well,  they  were  behind  in  that  building,  as  an  actual 
fact,  I  know. 

Mr.  Kelley.  As  many  as — how  many  months  ? 

Mr.  Cash.  Memory  says — mark  you,  this  is  a  lot  of  guesswork, 
may  I  repeat — I  should  say  two  or  three  months  would  be  nothing 
unreasonable,  in  a  good  many  cases. 

Mr.  Kelley.  And  the  yard  would  not  have  the  bill  of  lading  for 
three  or  four  months  after  the  goods  had  been  shipped? 

Mr.  Cash.  What  do  you  mean,  the  bill  of  lading?  You  mean  the 
materials  purchased  from 

Mr.  Kelley.  The  invoice  of  materials ;  or  does  that  go  along  with 
the  goods  ? 

Mr.  Cash.  Do  you  mean  the  material  brought  from  where? 

Mr.  Kelley.  No  ;  from  the  Government  to  one  of  these  contractors ; 
from  a  storehouse  ? 

Mr.  Cash.  Well,  the  storehouse  located  in  the  yard  ? 

Mr.  Kelley.  Not  always,  were  they  ? 

Mr.  Cash.  You  mean  Wilsons  Point,  for  instance  ? 

Mr.  Kelley.  I  do  not  know  about  Wilsons  Point,  but  any  other 
point  ? 

Mr.  Cash.  Wilsons  Point  was  a  storage  warehouse  that  w^as  be- 
hind with  their  billing,  I  know. 

Mr.  Kelley.  How  far  behind  were  they  ? 

Mr.  Cash.  Several  months. 

Mr.  Kelley.  Just  what  do  you  mean  by  "  behind  in  their  billing  "  ? 

Mr.  Cash.  The  goods  had  been  shipped  and  had  not  been  billed. 

Mr.  Kelley.  And  the  Government  representative  at  the  yard  to 
which  it  had  been  sent  would  have  no  invoice,  then,  you  mean  s 

Mr.  Cash.  Naturally. 

Mr.  Kelley.  Of  the  goods  as  they.came  in  ? 

Mr.  Cash.  In  that  case  that  would  be  true ;  yes,  sir. 

Mr.  Kelley.  How  could  he  check  those  up  to  know  whether  the 
goods  that  had  been  sent  w^re  delivered  ? 

Mr.  Cash.  In  those  circumstances  there  is  no  way  that  he  could 
check  until  He  got  an  invoice,  I  presume. 

Mr.  Kelley.  Do  you  mean  to  say  it  was  a  general  practice  ? 

Mr.  Cash.  No;  I  do  not  say  it  was  a  general  practice.  I  am  talk- 
ing about  this  particular  instance  at  Wilsons  Pomt  now. 

Mr.  Kelley.  I  know,  but  you  did  say  it  was  no  uncommon  thing 
for  the  invoice  to  be  three  or  four  months  behind  the  delivery  of  the 
goods.    That  being  the  case,  how  could  the  local  representative,  at  the 
'yard  check  those  goods  as  they  came  in? 

Mr.  Cash.  Well,  the  only  way  he  could  do  would  be  to  count  them, 
I  siippose,  and  take  an  inventory. 

Mr.  Kelley.  Make  an  invoice  of  what  came  in  ? 

Mr.  Cash.  Yes. 

Mr.  ICeli^^y.  Well,  did  he  do  it? 

Mr.  Cash.  Well,  I  don't  Imow  whether  he  did  or  not,  in  all  cases. 

Mr.  IvEiii^Y.  You  were  a  traveling  representative  of  the  account- 
ing department? 

Mr.  Cash.  Yes. 

Mr.  Kelley.  And  then  would  that  statement  which  he  made  be 
afterwards  compared  with  the  invoice,  to  see  whether  everything 
had  come  through  or  not? 


SHIPPING  BOARD  OPERATIONS.  2849 

Mr.  Cash.  Very  often  it  might  be ;  I  should  think  it  would  be  good 
business. 

Mr.  Kellby.  And  it  might  not  be  ? 

Mr.  Cash.  It  might  not  be.    I  should  think  that  would  be  so ;  yes. 
Mr.  Kellet.  Then  the  fact  is  that  the  goods,  as  they  came  into 
these  different  contractors'  yards,  might  not  be  checked  at  all,  because 
the  Government  representative  there  did  not  have  the  invoice  and  did 
not  know  what  was  supposed  to  be  sent ;  is  that  a  fact  ? 

Mr.  Cash.  Well,  if  he  did  not  have  an  invoice  he  could  not  check 
it,  I  suppose. 

Mr.  Keijubt.  And  these  invoices  were  three  or  four  months  be- 
hind the  shipments,  approximately? 

Mr.  Cash.  I  do  not  say  every  invoice  was,1t)ut  a  good  many  of  them ; 
yes.    Do  not  put  any  words  in  my  mouth  that  I  do  not  use. 

Mr.  Kelley.  I  know ;  I  am  not  trying  to  put  words  in  your  mouth. 

Mr.  Cash.  And  I  am  trying  to  tell  just  exactly  the  truth. 

Mr.  Kelley.  But  you  say  it  was  no  uncommon  thing  for  that  to 
happen  ? 

Mr.  Cash.  I  was  referring  particularly  then  to  Wilsons  Point.  I 
know  they  were  away  behind  in  their  liilling;  I  know  there  was  a 
good  deal  of  talk  about  it. 

Mr.  Kelley.  I  am  asking  you,  when  the  situation  exists 

Mr.  Cash.  And  the  record  of  all  that  is  there  and  can  be  had. 

Mr.  Kelley.  I  am  asking,  when  that  situation  exists,  of  the  in- 
voices three  or  four  months  behind  the  shipments,  how  the  Govern- 
ment is  going  to  check  that  when  the  goods  are  delivered  ? 

Mr.  Cash.  Yes. 

Mr.  Kelley.  They  can  not  do  it,  can  they  ? 

Mr.  Cash.  No;  that  would  be  impossible,  unless  it  was  some  big 
article,  or  something  of  that  kind — a  piece  of  machinery — they  know 
it  is  there. 

Mr.  Kelley.  And  then,  in  settling  with  the  contractor  from  time 
to  time,  such  settlements  had  to  await  the  arrival  of  the  invoice? 

Mr.  Cash.  Had  to  await  the  arrival  of  the  invoice;  yes.  One  of 
the  biggest  distributing  points  is  that  Wilson  Point  warehouse,  is  it 
not,  one  of  the  largest  you  know  ? 

Mr.  Kelley.  Yes. 

Mr.  Cash.  Well,  don't  you  know  it  is  an  actual  fact  for  three  or 
four  months  billing  was  behind  that  much? 

Mr.  Kelley.  You  are  not  asking  me,  are  you? 

Mr.  Cash.  I  know  I  should  not  ask  you  that.    It  was  the  fact. 

Mr.  Kelley.  It  does  not  make  much  difference  what  I  know  or 
what  I  do  not  know,  particularly. 

Mr.  Cash.  It  was  the  fact ;  I  ifiad  nothing  to  do  with  Wilson  Point 
at  all,  of  course. 

Mr.  Kelley.  Did  you  not  put  in  the  system  of  accounting  down 
there  ? 

Mr.  Cash.  I  did  not. 

Mr.  Kelley.  Did  you  modify  it  in  any  way  ? 

Mr.  Cash.  No,  sir. 

Mr.  Kelley.  Or  make  any  suggestions  as  to  how  it  should  be 
modified  ? 
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Mr.  Cash.  I  have  talked  in  conference  *with  the  district  auditor 
and  the  resident  auditor  and  have  made  probably  two  or  three  trips 
there,  and  they  changed  resident  auditors  there,  and  the  new  man 
tried  to  catch  up  on  the  work  that  the  old  man  had  not  performed 
and  then  tried  to  bring  it  up  to  date,  and  I  know  that  it  was  several 
months  behind  at  the  time. 

Mr.  Kelley.  What  excuse  is  there  for  being  several  months  behind 
in  sending  out  invoices  for  goods  that  have  been  shipped? 

Mr.  Cash.  Well,  two  or  three  things— might  be  overwork,  incompe- 
tency, insufficient  help. 

Mr.  Kelx-ey.  Oh,  well,  the  Government  had  abundance  of  money  to 
hire  clerks,  and  did  not  Jiesitate  to  hire  them  wherever  they  were 
needed  or  wherever  they  were  not  needed. 

Mr.  Cash.  Yes. 

Mr,  IvELiJiY.  Why  did  they  not  hire  them  here,  at  Wilsons  Point, 
or  wherever  it  was  ? 

Mr.  Cash.  I  don't  know  why.    That  was  not  my  place,  of  course. 

Mr.  Kelley.  You  must  have  heard  some  talk  there  about  a  shortage 
of  help,  didn't  you? 

Mr.  Cash.  Oh,  yes.    I  know  I  didn't  like  it  much. 

Mr.  KELiiEY.  Did  you  report  to  your  superior  officer  that  there  was 
a  shortage  of  help  down  there? 
'  Mr.  Cash.  Of  course,  I  must  have. 

Mr.  Kelley.  Was  it  remedied  ? 

Mr.  Cash.  Why,  the  auditor  was  changed,  I  know.  A  man  named 
Mosser,  I  believe,  is  there  now. 

Mr.  Kelley.  Changing  the  auditor  would  not  be  the  remedy, 
would  it? 

Mr.  Cash.  It  might  be,  if  you  put  a  more  competent  man  in. 

Mr.  Kelley.  And  then  the  work  was  caught  up  ? 

Mr.  Cash.  Well,  I  have  my  doubts.  It  nad  not  been  when  I  left 
the  Emergency  Fleet. 

Mr.  Keli^y.  What  you  are  testifying  to  here  is  that  at  one  of  the 
largest  and  most  important  of  the  Government  storehouses,  which 
supplied  the  contractors  with  material  for  the  ships,  the  invoices  were 
months  behind  the  shipment  of  the  goods,  for  a  period  of  how  long 
a  time? 

Mr.  Cash.  Well,  do  you  mean  how  long  did  that  condition  exist? 

Mr.  Kelley.  Yes. 

Mr.  Cash.  Oh,  I  could  not  tell  you  that;  but  I  know  when  I  left 
the  Emergency  Fleet  they  were,  I  should  say,  two  or  three  months 
behind. 

Mr.  Kelle.  And  thev  had  been  further  behind  even  than  that? 

Mr.  Cash.  No  ;  I  do  not  say  that ;  but  I  say  that  is  about  my — ^you 
can  not  pin  me  down  to  two,  three,  or  four  months.  Two  or  three 
months  they  were  behind  in  their  invoices ;  yes. 

Mr.  Kelley.  That  was  one  of  the  largest  storehouses  the  Govern- 
ment had  ? 

Mr.  Cash.  I  think  so ;  yes,  if  not  the  largest. 

Mr.  Kelley.  How  about  the  yard  auditors;  were  they  behind,  too, 
in  checking  up  the  goods  that  were  taken  out  of  the  storehouses? 

Mr.  Cash.  Why,  I  should  say  not  generally.  I  guess  that  may 
have  been  the  case  in  a  few  of  the  yards. 
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Mr.  Kelley.  But  you  knew  in  the  yards  your  books,  the  Govern- 
ment's books,  would  show  how  much  material  had  been  drawn  out  of 
the  storehouses? 

Mr.  Cash.  Yes. 

Mr.  Kelley.  That  is,  if  they  were  kept  up  i 

Mr.  Cash.  Yes. 

Mr.  Kelley.  From  day  to  day  ? 

Mr.  Cash.  Yes. 

Mr.  Kelley.  But  you  do  not  know  whether  or  not  they  might  not 
have  been  several  months  behind  there,  too? 

Mr.  Cash.  They  may  have  been  in  some  yards,  behind.  It  is  like 
any  mercantile  business ;  you  hire  an  employee  to  do  certain  things ; 
he  may  do  it  or  he  may  be  behind. 

Mr.  Kelley.  But  from  your  investigation  did  you  find  such  a  con- 
dition existing  anywhere  ? 

Mr.  Cash.  I  do  not  remember  any  particular  yard,  and  yet  I  have 
a  sort  of  a  remembrance  that  some  of  them  were  behind. 

Mr.  Kelley.  How  far? 

Mr.  Cash.  Oh,  I  could  not  tell  you  that. 

Mr.  Kelley.  Well,  approximately  ? 

Mr.  Cash.  I  said  a  month. 

Mr.  Kelley.  How  many  months? 

Mr.  Cash.  Possibly  a  month,  I  say. 

Mr.  Kelley.  A  month? 

Mr.  Cash.  Yes.  I  do  not  want  to  say  anything  that  I  do  not  know 
positively,  you  know. 

The  Chairman.  That  is  all,  Mr.  Cash.    Mr.  Malmar. 

TESTIHOITY  OF  ME.  EDWABD  S.  HALMABr-Becalled. 

The  Chairman.  You  were  asked  the  other  day,  Mr.  Malmar,  to 
bring  some  records. 

Mr.  Malmar.  Yes,  sir. 

The  Chairman.  Of  your  bank.    Yours  is  which  bank? 

Mr.  Malmar.  The  Com  Exchange  Bank. 

The  Chairman.  Have  you  had  an  opportunity  to  go  over  your 
records  and  prepare  the  lists  for  which  we  asked  ? 

Mr.  Malmar.  Yes  [producing  papers].  You  asked  for  the  bal- 
ances at  the  close  of  the  last  business  day  of  each  month  for  all  of 
these  accounts. 

The  Chairman.  Yes. 

Mr.  Malmar.  There  are  four  accounts  of  the  Downey  Shipbuilding 
Corporation  at  our  main  office,  there  are  the  balances  [handing 
papers],  and  one  at  our  Staten  Island  branch  [handing  additional 
paper]. 

The  Chairman.  You  have  handed  me  sheets,  the  last  one  headed 
"  Downev  Shipbuilding  Corporation  in  account  with  the  Corn  Ex- 
change Bank,  New  York,  Staten  Island  Branch,  New  Brighton, 
S.  I."  ? 

Mr.  Malmar.  Yes,*sir. 

The  Chairman.  Beginning  with  Julv  25,  1917,  down  to  March  18, 
1919,  inclusive? 

Mr.  Malmar.  Yes,  sir. 
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(The  statement  referred  to  by  the  witness  is  as  follows :) 

Dr.:  Downey  Shipbuilding  Corp'n,    In  aect.  with  The  Corn  Exchanffe  Banlc, 
New  York.     Cr.:  Staten  Island  BrancK  New  Brightony  S.  /. 

1917. 

July  25,  balance  (opened) $25,000.00 

July  31,  balance 15,896.53 

August,  31,  balance 19,  476. 75 

September  30,  balance 8, 740. 37 

October  31,  overdraft 190. 82 

November  30,  balance 2, 62^.  87 

Decvmber  31,  hjU.-nue 7,436.08 

1918. 

January  31,  balance 2,496.51 

February  28,  balance 21, 501. 19 

March  31,  balance 4, 310. 90 

April  30,  balance 2.312.56 

May  31,  balance 3,036.43 

June  30,  balance 7, 881. 63 

Juy  31,  balanct* 1,207.19 

August  31,  balance 11,287.42 

September  30,  balance 2, 038.  40 

October  31,  balance 14,  527. 85 

November  30,  balance 10,018.06 

December  31,  balance 9,  832. 26 

1919. 

January  31,  balance 7,  213. 22 

February  28,  balance 38, 102.  77 

March  17,  balance 7, 549. 51 

March  18,  balance 7,  549. 51 

The  Chairman.  You  have  handed  me  also  a  sheet  headed  "  Downey 
Shipbuilding  Corporation,  in  account  with  the  Corn  Exchange  Bank, 
New  York,  Main  Branch,  Beaver  and  William  Streets,  New  York 
City,  N.  Y.,"  beginning  with  July  20,  1917,  down  to  March  18,  1919, 
inclusive. 

Mr.  Malmar.  Yes,  sir. 

(The  statement  referred  to  by  the  witness  is  as  follows:) 

Dr.:  Downey  SJiiphuilding  Corp'n.     In  acct.  with   The  Corn  Exchange  Bank, 
N.  y.    Cr.:  Main  Branch,  Beaver  and  William  Streets^  N.  Y.  City,  N,  F. 

1917. 

July  20,  c/o  opened $50,000.00 

July  31,  balance _• 12,016.02 

August  31,  balance 13,382.90 

September  29,  balance 13,161.34 

October  31,  balance 13,973.81 

November  30,  balance 10, 331. 71 

December  31,  balance 60,070.20 

1918. 

January.  31,  balance 53, 335.  50 

February   28,   balance 26,927,08 

March  30,  balance 54,500,15 

April  30,  balance 65,878.67 

May  31,  balance 45,327.59 

June  30,  balance 22,889.84 

July  31,  balance .: 4,837.76 

August  31,  balance 9,976.76 

September  30,  balance 14,824.40 

October  31,  balance 54,868.21 

November  30,  balance 14,226.72 

December  31,  balance 8,550.52 
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1919. 

January  31,  btdance $80,031.30 

February  28,  balance 8, 954. 80 

March  18,  balance^ 10,965.18 

The  Chairman.  You  have  handed  me  also  sheet  marked  "  Downey 
Shipbuilding  Co.,  special  a/c.  In  account  with  the  Corn  Exchange 
Bank,  New  York,"  same  address^  beginning  with  August  14,  1917, 
clown  to  March  18, 1919,  inclusive. 

Mr.  Malmar.  Yes,  sir. 

(The  statement  referred  to  by  the  witness  is  as  follows :) 

Dr.:  Downey  Shipbuilding  Corp^n,  special  a/c.  In  acct.  with  the  Com  Exchanffe 
Bank,  N.  T.  Cr.:  Main  Branch,  Beaver  and  William  Streets,  New  York 
City,  \.  y. 

1917. 

August  14,  a/c  opened $4,063.24 

Aujyust  31,  bnlance 65,683.01 

September  29,  balance 41,1.55.57 

October  31,  balance 78.629.92 

November  30,  balance 20,095.40 

December  31,  balance 30,558.20 

1918. 

January  31,  balance 825.62 

February  28,  balance 32,613.08 

March  30,  balance 1, 989. 15 

April  30,  balance 16,436.89 

May  31,  balance 1,026.76 

June  .SO,  balance 2,268.87 

July  31,  balance 6, 025. 94 

Au^st  31,   balance 13,616.42 

September  30,  balance 66,598.24 

October  31,  balance 35,779.25 

November  30,  balance 35,845.98 

December  31,  balance 19,251.07 

1919. 

January  31,  balance 4, 417.  74 

February  28,  balance 4, 417. 74 

Alnrch  18,  balance 417. 74 

The  Chairman.  You  have  handed  me  also  sheet  headed  "  Downey 
Shipbuilding  Corporation,  salary  acct.  In  account  with  the  Corn 
ExAange  Bank,  New  York,"  same  address,  beginning  July  31,  1917, 
down  to  March  18,  1918.  apparently  that  is? 

Mr.  Malmar.  Ko  :  that  should  be  1919,  you  see. 

The  Chairman.  T  see ;  but  it  does  not  say  so. 

Mr.  Malmar.  Will  you  permit  me  to  correct  that  ? 

The  Chairman.  Yes ;  if  you  will  correct  it  with  ink. 

(Mr.  Malmar  made  the  correction  noted.) 

The  Chairman.  Down  to  March  18,  1919,  inclusive? 

Mr.  Malmar.  Yes,  sir. 

Dr:  Downey  Shipbuilding  Corp'n,  salary  account.  In  acct.  with  the  Com  Kx- 
ehamje  Bank,  N.  Y.,  Cr:  Main  branch,  Beaver  and  William  Streets,  New 
York  City,  N,  Y. 

1917. 

July  31,  acc<mnt  opene<l $14,654.70 

August  31,  balance 4,549.32 

Septeml>er  29,   balance 4,493.32 

October  31,  balance 6,848.86 

November  30,  balance 4,641.06 

December  31.  balance 1,625.00 
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1918. 

January  31,  balance $4,641.66 

February  28.  balance 4,641.66 

March  30,  balance _. 1,020.16 

April  30,  balance 1,208.33 

May  31,  balance 3,208.33 

June  30,  balance 1,208.33 

July  31,  balance 3,208.33 

August  31,  balance 3,208.33 

September  30,  balance 2,375.00 

Octol)er  31,  balance • 4,041.66 

November  30,  balance 4,166.66 

December  31,  balance ^ 4,166.00 

1019. 

January  31.  balance 4,833.33 

February  28.   balance 

March  18,  balance 

The  Chairman.  You  have  handed  me  also  sheet  marked  "  Downey 
Shipbuilding  Corporation,  retroactive  pay  roll,  in  account  with  the 
Corn  Exchange  Bank,  New  York,"  same  address,  beginning  August 
9,  1918,  down  to  March  18,  1919. 

Mr.  Malmar.  Yes,  sir. 

The  statement  referred  to  by  the  witness  is  as  follows: 

Dr:  Downey  Shipbvilding  Corp*n.  retroactive  pay  roll,  in  account  iHttfi  the  Com 
Exchange  Bank,  Xeic  Tofk,  Cr:  Main  branch.  Beater  and  William  fitreets. 
New  York,  N.  Y. 

1918. 

Augrust  9,  a/c  opened $27,346.35 

August  31,  balance 27,346.35 

t^eptember  SO,  balance 7.814.20 

Octol)er  31,  balance ' 5,694.10 

November  30,  balance 4,312.45 

December  31,  balance. 2,433.50- 

1919. 

January  31,  balance 2,328.10 

Februiiry   28,   balance 2,308.90 

March  18,  balance 2,286.85 

Mr.  Malmar.  There  is  the  account  of  Wallace  Downey,  president, 
in  the  Staten  Island  branch  [producing  a  further  paperl. 

The  Chairman.  This  sheet  is  marked  "Wallace  Downey,  president 
and  president,  special,  in  account  with  the  Corn  Exchange  Bank,  New 
York,  Staten  Island  branch.  New  Brighton,  S.  I.,"  from  June  15, 
1918,  down  to  March  18,  1919. 

Mr.  Malmar.  Yes,  sir. 

(The  statement  referred  to  by  the  witness  is  as  follows:) 

Dr.  M'aliace  Downey,  president  and  prenident,  special,  in  account  mth  the 
Com  Exchange  Bank,  New  York,  Cr,  Staten  Island  branch.  New  Brighton, 
S.  I. 

1918. 

June  15,  balance  (opened) ^'^o  nn 

June  30,  balance «  mo  IS 

July  31,  balance q  S^'JS 

August  31,  balance o  «S'SI 

September  30,  balance a  ^oTna 

October  31,  balance o  ooo  ka 

November  30,  balance o  tSo'ka 

December  31.  balance 2.478.50 
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.  1919. 

January  31,  balance $1, 434.  50 

Februarjr  28,  balance ^ 1, 155. 50 

March  17,  balance 876. 50 

March  18,  balance ^ 876. 50 

Mr.  Malmar.  Also  the  Wallace  Downey  personal  account  in  our 
terminal  branch  [producing  paper}. 

The  Chairai AN.  This  sheet  is  marked  "  Wallace  Downey,  in  account 
with  the  Corn  Exchange  Bank,  New  York,  terminal  branch,"  from 
March  1,  1917,  to  March  18,  1919,  inclusive. 

Mr.  Malmar.  Yes,  sir. 

(The  statement  referred  to  by  the  witness  is  as  follows:) 

Dr,:  Mr,  Wallace  Dotoney  in  ac&t  with  the  Com  Exchange  Bank,  Cr, 

Terminal  Branch, 

1917. 

March  1,  balance $47,  736. 21 

March  31,  balance 39, 710. 05 

\pril  30,  balance 36, 990. 37 

May  31,  balance : : 5, 824. 53 

June  30,  balance 955. 48 

July  31,  balance 6, 487.  64 

August  31,  balance 1, 176. 14 

September  29,  balance 2, 331. 16 

October  31,  balance ^-  3, 231.  50* 

November  30,  balance 2, 261. 16 

December  31,  balance 2,  Oil.  42 

1918. 

January  31,  balance 1, 284. 35 

February  28,  balance 996. 57 

March  30,  balance 2, 536, 67 

April  30,  balance 2, 172. 93 

May  31,  balance 4, 551. 36 

June  29,  balance 934.08 

July  31,  balance 8, 972. 98 

August  31,  balance 11, 106.  76 

September  30,  balance 223. 38 

October  31,  balance 2,  330. 38 

November  30,  balance 1, 445. 94 

December   31,   balance : _ 1.86 

1919. 

January  31,  balance 718. 94 

February  28,  balance 1, 864. 56 

March  17,  balance 11, 414. 42 

March  18,  balance 808. 02 

The  Chairman.  Those  are  the  only  accounts  you  have  1 

Mr.  Malmar.  That  is  all  the  accounts  we  have. 

The  Chairman.  Have  we  asked  for  any  accounts  of  Mr.  Tucker 
K.  Sands? 

Mr.  Malmar.  No,  sir. 

The  Chairman.  Is  that  all  we  asked  for? 

Mr.  Malmar.  You  asked  me  to  find  out  about  the  loans  that  we 
made  these  people,  and  I  have  memoranda  of  them.  I  did  not  ex- 
pect to  file  tnem  with  you,  but  I  can  answer  any  guestions  concern- 
ing loans  made  to  Mr.  Downey  or  the  Downey  Shipbuilding  Corpo- 
ration. I  have  these  in  memorandum  form.  I  did  not  expect  to 
leave  them  with  you. 

The  Chairman!  If  you  will  give  us  a  list,  referring  to  the  memo- 
randum, that  will  be  sufficient. 
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Mr.  Malmar.  Loans  to  the  Downey  Shipbuilding  Corporation :  On 
March  3,  1919,  we  loaned  them  $96,400,  secured  by  Liberty  bonds. 
This  loan  was  for  account  of  their  employees.  There  were  payments 
made  periodically,  the  final  payment  being  made  on  January  28, 
1920.  That  final  payment  was  made  by  selling  the  remainder  of  the 
bonds  in  our  possession,  under  instructions  from  them,  and  applying 
it  to  the  payment  of  the  balance  of  the  loan. 

On  October  3,  1918,  we  made  a  loan  of  $240,023.44.  This  also  was 
secured  by  Liberty  bonds,  for  the  account  of  the  employees.  There 
were  payments  made  periodically  on  that,  and  the  final  payment  made 
on  December  30, 1919,  that  final  payment  being  effected  the  same  way 
as  the  other,  in  the  selling  of  the  balance  of  the  bonds  in  our  posses- 
sion. 

We  made  one  loan  to  the  Downey  Shipbuilding  Corporation  on 
July  23,  1919.  We  loaned  them  $65,000  for  a  period  of  five  days ;  it 
was  paid  on  July  28, 1919.  That  was  loaned  to  them  in  order  to  take 
care  of  their  pay  roll,  as  we  understood  it. 

We  made  the  following  loans  to  Wallace  Downey  personally :  At 
our  Staten  Island  branch,  on  October  31,  1918,  we  loaned  him  $19,- 
201.88,  secured  by  Liberty  bonds.  On  January  29,  1919,  we  loaned 
him  $18,718.69,  secured  by  Liberty  bonds.  There  were  small  pay- 
ments made  during  the  year  1919  on  these  loans,  and  the  final  pay- 
ment made  December  31,  1919. 

Loans  to  Mr.  Downey  personally  at  our  terminal  branch : 

On  February  16, 1917,  we  loaned  him  $7,500  on  his  own  note,  which 
was  paid  on  March  16,  1917.  On  February  16,  1917,  we  discounted 
the  note  of  the  Century  Steel  Co.  of  America  (Inc.)  for  $2,802.93. 
This  note  was  paid  at  maturity  on  April  17, 1917.  On  May  29, 1917, 
we  loaned  Mr.  Downey  $20,000  on  his  own  note;  this  note  was  re- 
newed in  part  every  30  days  thereafter,  showing  deductions  of  $1,000 
or  $500  or  $250.    The  balance  of  the  note,  amounting  to  $2,000,  was 

gaid  on  September  15,  1919.  On  October  23,  1918,  we  loaned  Mr. 
►ow^ney  $2,400,  against  collateral  of  $2,700  in  fourth  Liberty  loan 
bonds.  On  January  31, 1919,  we  renewed  this  loan  for  $2,000 ;  that  is, 
he  reduced  it  $400.  We  still  carry  this,  or  at  least  we  carried  this 
loan  until  August  9,  1920,  when  we  increased  it  to  $3,000,  and  ac- 
cepted $2,000  of  Victory  Liberty  loan  notes  as  additional  collateral. 

That  is  complete,  Mr.  Chairman. 

The  Chairman.  I  show  you  this  sheet  marked  "  Downey  Shipbuild- 
ing Co.,  special  account,"  and  ask  you  if  the  seventh  item  there  should 
not  have  the  year  1918  after  it? 

Mr.  Malmar.  Yes,  sir;  it  should  have.    Shall  I  correct  that? 

The  Chairman.  If  you  wish  to  correct  that. 

Mr.  Malmar.  I  would  like  to  do  so. 

(The  correction  was  made.) 

The  Chairman.  Have  you  any  questions,  Mr.  Kelley?  I  think 
that  is  all,  Mr.  Malmar. 

(At  this  point  the  committee  took  a  short  recess.) 

TESTIMONY  OF  MK.  ROBERT  I.  LAGGREH— Recalled. 

The  Chairman.  Mr.  Laggren,  when  you  were  seoretary  of  the  can- 
cellation and  claims  board  did  you  make  minutes  of  transactions  of 
the  board? 
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Mr.  Laggren.  When  I  first  went  there  as  assistant  secretary  they 
had  a  system  of  keeping  verbatim  records.  We  had  court  reporters 
in  the  employ  of  the  Fleet  Corporation  who  alternated  and  took 
verbatim  records  of  the  minutes. 

The  Chairman.  That  was  when  you  went  there  as  assistant? 

Mr.  Laggren.  Yes,  sir. 

The  Chairman.  And  was  that  continued  when  you  became  secre- 
tary? 

Mr.  Laggren.  That  was  discontinued  when  the  board  moved  to 
Washin^on. 

The  Chairman.  So,  of  matter  coming  before  that  board  in  Wash- 
in^on,  no  verbatim  records  were  kept? 

Mr.  Laggren.  No,  sir. 

The  Chairman.  Were  any  records  or  minutes  of  the  meeting  kept  ? 

Mr.  Laggren.  Yes,  sir. 

The  Chairman.  Who  kept  them  ? 

Mr.  Laggren.  An  assistant  secretary  was  present  at  all  meetings 
who  had  before  him  a  calendar  of  all  matters  to  be  discussed  at  the 
meeting.  Each  board  member  had  a  book  before  him  containing 
the  case  called  for  by  the  calendar.  As  each  case  was  discussed  and 
acted  upon  the  assistant  secretary  took  no^s,  and  after  leaving  the 
meeting  prepared  a  resolution  of  everthing  discussed  which  re- 
sulted in  final  action,  and  if  it  did  not  result  in  final  action  a  short 
extract  of  the  discussed  was  typed  and  kept  right  in  our  minute  book. 

The  Chairman.  If  there  was  final  action,  no  extract  of  the  dis 
cussion  was  kept  ? 

Mr.  Laggren.  Full  resolution  was  then  prepared,  which  would 
be  much  fuller  than  the  extract. 

The  Chairman.  Did  the  resolution  contain  any  resume  of  the  dis- 
cussion ? 

Mr.  Laggren.  It  would  not  exactly  contain  a  .rfeume  of  the  dis- 
cussion, but  it  would  contain  a  resume  of  the  case. 

The  Chairman.  Yes. 

Mr.  Laggren.  If  it  was  a  claim — if  you  want  any  more  you  can 
ask  me  and  I  will  give  it  to  you. 

The  Chairman.  Will  you  cite  an  instance  now  where  a  claim 
comes  before  the  board  for  adjudication  in  which  there  is  a  contro- 
versy and  the  board  reaches  final  action  on  it,  and  a  resolution  is 
drawn;  will  you  just  outline  to  the  committee  the  procedure  in  such 
a  case  as  that  ? 

Mr.  Laggren.  First,  the  title  page  of  the  particular  resolution— 
the  title  of  the  issue,  claim  of  so-and-so;  resolution  passed  by  the 
board  so-and-so.    Then  we  have  a  whereas  clause  showing  the  con- 
tract with  the  contractor  or  the  purchase  order,  showing  what  was 
purchased;  then  another  whereas  showing  what  was  canceled,  if  it 
was  canceled;  another  whereas  showing  what  contractor  owes  and 
in  any  wav  claimed ;  then  we  would  show  his  original  claims  against 
the  amount  recommended,  and  then  you  would  have  beneath  it  the 
resolution  that  ir\  view  of  the  facts  set  forth  that  to  so-and-so  be 
awarded  such  and  such  and  such  in  payment  of  it;  and  if  it  was  m 
full  of  all  claims  against  the  Fleet  Corporation  it  would  appear  to 
be  without  anv  resorvations.    That  would  appear  and  that  ^'^^^^^^^ 
enough  in  itself,  so  that  the  attorney,  with  the  resolution  and  wiin 
the  case  itself,  could  draw  a  contract  covering  the  settlement. 
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The  Chairman.  Now,  then,  assume  that  no  final  action  was 
reached  upon  a  claim,  would  there  be  any  resolution  prepared  ? 

Mr.  Lagoren.  If  it  was — if  no  final  action  was  reached  and  it 
was  to  be  referred  to  the  general  counsel  or  to  be  referred  to  the 
board  of  trustees  or  referred  back  to  the  district  adjuster,  or  any 
further  action  taken  by  an  outside  agency,  there  would  be  a  fur- 
ther resolution  prepared,  therefore,  that  it  oe  sent  to  so-and-so  and 
so-and-so. 

The  Chairman.  Then,  in  case  no  final  action  was  reached,  the 
only  resolution  would  be  for  further  disposition  or  investigation  of 
the  claim,  but  what  minute  would  be  made  of  it  or  what  resolution 
would  be  made  up  covering  that  matter. 

Mr.  Laggren.  There  would  be  no  resolution  covering  that  matter 
unless  the  board  members  desired  to  have  one  made  for  their  own 
personal  use,  in  which  case  they  might  make  them  themselves  as 
they  went  along;  they  always  had  a  pad  and  papers  and  pencils  in 
front  of  them  for  their  use  if  there  were  any  points  they  wanted  to 
look  up  after,  or  something  that  they  might  direct  the  secretary  to 
do  so-and-so;  they  would  make  a  memorandum  of  that,  or  if  they 
wanted  to  just  do  it  for  their  own  information. 

The  Chairman.  I  ha\»  forgotten,  Mr.  Laggren,  when  you  first 
went  with  the  board  as  assistant  secretary. 
Mr.  Laggren.  July,  1919. 
The  Chairman.  July,  1919? 
Mr.  Laggren.  Yes,  sir. 

The  Chairman.  And  who  was  chairman  of  the  board  at  that  time  ? 
Mr.  Laggren.  Mr.  Levi  came  in  just  about  the  same  time  I  did. 
I  went  in  there  just  as  they  were  re-forming  the  board. 
The  Chairman.  Who  was  Mr.  Levi? 

Mr.  Laggren.  He  was  a  man  picked  out  by  the  Fleet  Corporation 
officials  to  head  off  the  board.  I  understand  he  was  loaned  to  the 
fleet  by  Hogg  Island. 

The  Chairman.  He  was  the  Mr.  Levi  who  was  one  of  the  officials 
of  the  American  International  at  Hogg  Island  ? 

Mr.  Laggren.  I  don't  know  whether  he  was  tir  :l  «.•. "  Sit  he  was 
employed  by  the  American  International. 

The  Chairman.  Who  was  the  chairman  of  tj...     !  *  r  Board  at 

that  time  ? 
Mr.  Laggren.  Judge  Payne,  I  believe. 

The  Chairman.  Now,  were  there  cases  handled  by  this  board  while 
you  were  there  when  this  routine  which  you  have  described  was  not 
followed? 

Mr.  Laggren.  You  mean  were  cases  ever  handled  wherein  ver- 
batim records  were  not  kept  during  this  period? 
The  Chairman.  Yes,  sir, 
Mr.  Laggren.  No,  sir;  not  to  my  knowledge. 

The  Chairman.  And  where  no  resolution,  or  the  resolution  which 
you  have  dsscribed  was  not  drawn? 

Mr.  Laggren.  No,  sir;  because  no  settlement  or. any  cancellation 
claim  could  ever  be  made  unless  it  was  passed  upon — among  a  num- 
ber of  other  things,  upon  a  resolution  of  the  then  cancellation  claims 
and  contract  board. 
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The  Chairman.  In  case  final  settlement  was  not  arrived  at  when 
the  case  was  taken  up  by  the  cancellation  board,  and  a  resolution 
was  passed  requiring  a  further  investigation  or  further  referring, 
what  would  happen  when  that  claim  came  a^ain  before  the  board. 

Mr.  Laqgren.  It  would  be  discussed  fully  what  for,  gone  into 
thoroughly. 

The  Chairman.  Would  it  always  come  before  the  board  again  ? 

Mr.  Laggren.  It  would  always  come  before  the  board  again  unless 
it  was — unless  the  action  that  the  board  desired  was  not  forthcoming ; 
in  such  cases  the  board  would  not  consider  it  because  it  was  useless. 
We  had  to  have  information;  if  we  didn't  get  it  we  didn't  sit  on 
the  case.  There  may  have  been  cases  where,  perhaps,  I  believe,  they 
went  to  Washington  and  may  have  gotten  a  settlement  over  the  con- 
struction claims  board's  head. 

The  Chairman.  You  know  there  were  cases  ? 

Mr.  Laggren.  I  know  there  were  cases  of  that  kind. 

The  Chairman.  Quite  a  few? 

Mr.  Laggren.  Not  very  many;  no,  sir,  they  backed  us  up  pretty 
well. 

The  Chairman.  Well,  can  you  give  us  any  idea  of  how  many  ca.^es 
that  you  can  recall,  not  to  pin  you  down,  but  to  the  best  of  your 
knowledge  ? 

Mr.  Laggren.  No  ;  I  can  not. 

The  Chairman.  Whether  4  or  14  ? 

Mr.  Laggren.  Except  I  must  say  they  were  infinitesimal  in  com- 
parison with  the  cases  passed. 

The  Chairman.  As  to  number  ? 

Mr.  Laggren.  As  to  number,  yes. 

The  Chairman.  And  how  about  the  amount  involved  ? 

Mr.  Laggren.  I  don't  believe  there  were  ever — well,  this  is  guess- 
ing— I  think  I  do  not  believe  there  were  very  many  important  cases 
passed  without  a  thorough  discussion  and  a  recommendation  given 
by  the  construction  claims  board. 

The  Chairman.  Now,  after  you  passed  these  resolutions,  or  this 
resolution  of  the  construction  claims  board,  recommending  a  settle- 
ment, would  you  later  have  some  information  for  your  files  of  that 
board  showing  upon  what  basis  the  settlement  was  actually  made 
thereafter? 

Mr.  Laggren.  ■  Absolutely ,  every  step  in  the  settlement,  you  could 
see  in  our  records. 

The  Chairman.  But  the  actual  settlement,  as  I  understand  it, 
was  not  made  by  your  board  ?  You  arrived  at  a  basis  of  settlement 
and  recommended  it  to  the  trustees  of  the  Fleet  Corporation  or  the 
Shipping  Board  proper? 

Mr.  Laggren.  There  were  several  changes  in  procedure.  When  I 
first  went  with  the  board  the  general  manager  of  the  corporation 
signed  every  one  of  our  resolutions,  and  imtil  he  signed  a  resolution, 
approving  it,  no  contract  could  be  drawn  covering  a  settlement. 

The  Chairman.  I  don't  just  get  that,  Mr.  Laggren. 

Mr.  Laggren.  Until  the  general  manager  of  the  corporation  signed 
each  resolution  no  contract  (*ould  be  drawn  covering  that  settlement. 
In  other  words,  the  board  could  make  settlements  until  it  was  blue 
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in  the  face,  but  the  contractor  could  not  get  any  money  until  the 
general  manager  of  the  corporation  had  approved  the  same. 

The  Chairman.  You  think  that  there  may  have  been  a  very  few 
cases  where  settlements  were  made  in  Washington,  irrespective  of  the 
recommendation  of  the  construction  claims  board? 

Mr.  Laggren.  Tes,  sir. 

The  CaHairman.  Do  you  recall  anything  about  the  Whitehaven  set- 
tlement ? 

Mr,  Laggren.  That  was  a  settlement  made  after  the  board  was  in 
W^ashin^ton.    I  recall  something  about  that. 

The  Chairman.  Well,  now,  what  was  there  about  that  settlement? 

Mr.  Laggren.  I  know  very  little  about  it,  except,  I  believe — there 
ai  e  gentlemen  here  who  can  correct  me  if  I  am  wrong — ^the  contractor's 
claim  was  based  on  extras,  what  we  call  claims  for  extras.  They 
had  frequent  conferences  with  the  construction  claims  board,  biit 
never  could  come  to  any  agreement  with  them.  We  referred  the 
matter  to  the  board  of  trustees,  and  some  agreement  was  made  with 
the  Whitehaven — with  the  Whitehaven  Shipbuilding  Co. — I  think 
that  is  what  it  was  called. 

The  Chairman.  Without  the  recommendation  of  the  board  or  with- 
out a  resolution? 

Mr.  Laggren.  Yes,  sir;  I  do  not  believe — no  recommendation  of 
the  board — wait  until  I  get  that  straight.  No  settlement  was  made 
that  I  recall  based  upon  the  recommendation  of  the  construction 
claims  board. 

The  Chairman.  See  if  I  understand  you;  I  am  a  little  thick  on 
some  of  these  things.  In  the  Whitehaven  case,  while  the  claimants 
appeared  before  the  construction  claims  board,  you  had  frequent  con- 
ferences with  them? 

Mr.  Laggren.  Yes,  sir. 

The  Chairman.  No  resolution  recommending  a  settlement  upon  a 
definite  basis  was  ever  passed  by  the  board,  which  was  the  authority 
for  drawing  a  contract  or  settlement? 

Mr.  Laggren.  No,  sir. 

The  Chairman.  Do  you  remember  how  much  was  involved  in  that 
case,  offhand? 

Mr.  Tmggren.  No  ;  I  do  not ;  it  was  not  very  much,  as  settlements 
went  with  ship  contractors;  it  was  something  over  $100,000;  ft  was 
not  verv  much  of  a  claim. 

The  Chairman.  Do  you  know  who  were  the  members  of  the  White- 
haven Co.?  . 

Mr.  Laggren.  No,  sir. 

The  Chairman.  Where  was  their  yard  located  ? 

Mr.  Laggren.  I  think  on  the  eastern  shore,  opposite  Baltimore; 
somewhere  around  in  there. 

The  Chairman.  Do  you  know  how  many  ships  they  constructed? 

Mr.  Laggren.  No,  sir. 

The  Chairman.  Do  you  recall  the  settlement  in  the  Merrill- 
Stevens  case? 

Mr.  Laggrek.  Yes,  sir. 

The  Chairman.  Was  that  handled  by  the  full  board  ? 

Mr.  Laggren.  Yes,  sir ;  that  was  handled  by  the  full  board. 

Tlie  Chairman.  The  settlement  was  made  as  a  result  of  the  resolu- 
tion passed  by  the  board  ? 
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Mr.  Laooren.  Now,  that  I  can  not  exactly  say.  I  believe  it  was 
handled  by  our  full  board,  and  then  went— before  settlement  was 
made,  I  believe  it  was  carried  to  the  board  of  trustees  and  settlement 
was  made  by  the  board  of  trustees.  That  was  dragging  along  so  long 
that  I  donx  believe  the  construction  claims  board  ever  passed  a 
resolution  of  settlement.    It  may  be ;  if  so,  it  is  on  record. 

The  Chairman.  Do  you  recall  how  much  that  involved  ? 

Mr.  Lagoren.  No;  I  do  not. 

The  Chairman.  When  these  claimants  would  appear  before  this 
construction  claims  board,  would  they  appear  personally  or  by 
counsel  ? 

Mr.  Lagoren.  Either  way. 

The  Chairman.  How  did  the  Whitehaven  Co.  appear  ? 

Mr.  Lagoren.  Both  ways. 

The  Chairman.  Who  was  their  attorney? 

Mr.  Lagoren.  I  don't  remember  who  he  was. 

The  Chairman.  Who  appeared  for  the  Merrill-Stevens  Co.  ? 

Mr.  Lagoren.  There  was  a  long  line  of  people  appeared  for  Mer- 
rill-Stevens. Mr.  Payne  was  there  all  the  time;  there  were  so  many 
of  them  it  was  pretty  hard  to  keep  track  of  them. 

The  Chairman.  Mr.  Payne  was  the  officer  of  the  Merrill-Stevens 
Co.? 

Mr.  Lagoren.  Yes,  sir. 

The  Chairman.  Now,  do  you  remember  anybody  else  ? 

Mr.  Lagoren.  I  remember  ex-Gov.  Folk — was  it  Missouri  or  Wis- 
consin ? 

The  Chairman.  Missouri.    Joseph  W.  Folk? 

Mr.  Lagoren.  Yes,  sir. 

The  Chairman.  Missouri  ? 

Mr.  Lagoren.  Yes. 

The  Chairman.  Anybody  else  that  you  recall? 

Mr.  Lagoren.  Not  without  prompting,  I  don't. 

The  Chairman.  Well,  there  was  in  this  case  as  in  most  cases,  I 
ussume,  there  was  a  substantial  difference  between  the  amount  which 
the  board  felt  should  be  paid  and  the  amount  claimed  by  the  con- 
tractor? 

Mr.  Lagoren.  Yes,  sir. 

The  (^HAiRMAN.  Do  you  know  what  the  difference  was  in  this  case 
of  iferr ill- Stevens? 

Mr.  Laogren.  No;  I  do  not. 

The  Chairman.  Do  you  recall  in  connection  with  the  Merrill- 
Stevens  case,  Mr.  Laggren,  any  loss  on  account  of  bonds  which  were 
deposited  as  security? 

Mr.  Laogren.  No,  sir.  You  are  asking  me  questions  now  on  the 
details  of  the  case,  which  I  can  not  answer.  I  could  take  a  wild 
guess:  yes:  at  things,  but  there  are  other  men  here  who  know  every 
detail,  but  I  could  not  answer  these  questions. 

The  Chairman.  As  I  understand  you  now,  you  have  no  reason  to 
look  at  the  records  of  this  board  ? 

Mr.  Laogren.  No. 

The  Chairman.  And  they  are  not  in  your  custodv? 

Mr.  Lagoren.  No  ;  T  have  not  seen  them  since  I  left  there. 

The  Chairman.  I  am  only  asking,  of  course,  for  your  recollection, 
and  if  you  haven't  any,  why,  of  course,  we  can  not  get  the  informa- 


2862  SHIPPING  BOARD   OPERATIONS. 

tion.    In  cases  of  settlement,  would  your  board  sometimes  call  for 
reports  from  the  department  of  investigation? 

Mr.  Laggren.  Yes,  sir. 

The  Chairman.  What  would  be  the  object  of  that? 

Mr.  Laggren.  Well,  we  would  probably  have  called  to  our  atten- 
tion by  some  one,  it  may  have  been  by  the  department  of  investiga- 
tion or  by  the  auditing  department,  that  things  were  not  as  they 
appeared  to  be  on  the  surface.  Then  we  felt  it  our  duty  to  go  to  the 
department  of  investigation  and  see  if  they  could  get  or  give  us  any 
iniormation. 

The  Chairman.  That  is,  if  they  gave  you  any  information,  what 
use  would  you  make  of  it? 

Mr.  Laggren.  We  would  make  every  possible  use  that  could  be 
made  of  it,  acording  to  the  kind  of  information  it  was. 

The  Chairman.  Do  you  recall  the  settlement  with  the  Terry  Ship- 
building Corporation? 

Mr.  Laggren.  Yes,  sir. 

The  Chairman.  Was  that  made  as  a  result  of  a  resolution  passed 
by  the  construction  claims  board? 

Mr.  Laggren.  Handled  the  same  way  as  Merrill-Stevens.  Made 
on  research  and  as  a  result  of  the  discussions  and  work  of  the  con- 
struction claims  board,  and,  if  my  memory  serves  me  right,  on 
recommendations  sent  by  the  construction  claims  board  to  the 
board  of  trustees. 

The  Chair3ian.  Without  passing  a  resolution? 

Mr.  Laggren.  There  may  be  a  resolution,  you  understand — not  a 
final,  one — definitely  making  a  settlement. 

The  Chairman.  Not  a  final  resolution  authorizing  the  drawing 
of  a  contract  of  settlement  ? 

Mr.  Laggren.  No. 

The  Chairman.  A  resolution  making  certain  recommendations? 

Mr.  Laggren.  Yes,  sir. 

The  Chairman.  As  to  allowing  or  disallowing  certain  of  their 
claims? 

Mr.  Laggren.  A  good  many  cases  were  in  the  latter  days  handled 
by  us  as  the  board  oiF  trustees  got  more  familiar  with  the  procedure. 

The  Chairman.  Do  you  recall,  in  connection  with  the  Merrill- 
Stevens  negotiations  before  the  claims  board,  any  controversy  over 
the  back  dating  of  a  certain  document  ? 
".    Mr.  Laggren.  No,  sir. 

The  Chairman.  Don't  remember  that? 

Mr.  Laggren.  No;  our  legal  division  would  know  more  about 
that. 

The  Chairman.  Did  you  have  an  attorney  or  counsel  or  solicitor 
or  somebody  advising  j^ou  ? 

Mr.  Laggren.  Yes,  sir.  In  Washington  we  had  a  general  counsel 
right  with  us. 

The  Chairman.  Who  was  he  ? 

Mr.  Laggren.  In  the  beginning.  Col.  McGovern  was  acting  as 
both  general  counsel  and  chairman  of  our  board.  Then  later  CoL 
Goff  sat  as  general  counsel  and  chairman  of  our  board.  Then  when 
Mr.  Talbert  was  made  chairman  Col.  Goff  moved  up  one  flight  and 
was  general  counsel,  and  was  at  our  hand  always. 
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The  Chairman.  So  in  the  beginning  Mr.  McGovem  was  not  only 
counsel  but  chairman  of  the  board  ? 

Mr.  Laggren.  Yes. 

The  Chairman.  Mr.  Frank  McGovem? 

Mr.  Laggren.  Yes,  sir. 

The  Chairman.  If  you  had  nothing  called  to  your  attention  in 
connection  with  a  settlement  of  a  claim  which  you  thought  required 
looking  into,  would  you  call  upon  the  department  of  investigation 
for  any  report? 

Mr.  Laggren.  If  it  was  information  of  the  nature  which  required 
investigation  by  the  department  of  investigation ;  yes,  sir. 

The  Chairman.  You  would? 

Mr.  Laggren.  Yes^  sir. 

The  Chairman.  Now,  suppose  you  didn't  have  any  such  thing  as 
that  called  to  your  attention,  or  m  looking  over  the  claim  nothing 
upon  its  face  appeared  to  require  investigation,  would  you  then  call 
for  a  report  from  the  department  of  investigation  ? 

Mr.  Laggren.  No,  sir. 

The  Chairman.  So  that  may  be  action  was  taken  by  the  board 
upon  claims,  either  recommending  them  for  settlement  or  passing 
resolutions  authorizing  contract  ox  settlement  to  be  drawn,  in  cases 
where  investigations  had  been  made  by  the  Department  of  Justice 
and  a  report  filed  which  was  not  called  for  by  your  board,  or  which 
was  not  presented  to  your  board  ? 

Mr.  Laggren.  That  might  very  well  have  been  the  case ;  yes,  sir. 

The  Chairman.  So  as  a  part  of  the  procedure  which  you  have  out- 
lined there  was  no  requirement,  so  far  as  you  know,  that  reports 
from  the  Department  of  Justice,  department  of  investigation,  should 
be  furnished  the  construction  claims  board,  irrespective  of  whether 
they  requested  it  or  not  ? 

Mr.  Laggren.  No,  sir.  The  department  of  investigation  was  never 
set  up  to  be  able  to  render  any  such  service  as  that.  I  tried  it  out  at 
one  time.  I  went  down  one  time,  and  I  wanted  to  try  to  tie  up  our 
board ;  I  knew  that  possibly  some  time  things  might  be  investigated, 
and  so  I  sent  down  a  daily  calendar  to  the  department  of  investiga- 
tion in  the  attempt  to  see  whether  they  could  tie  in,  but  it  resulted 
only  in  my  sending  down  the  daily  calendar;  that  is  all  I  ever  heard 
of  it. 

The  Chairman.  Whom  did  you  send  it  to? 

Mr.  Laggren.  I  sent  it  down  to  Mr  Meehan's  office. 

The  Chairman.  In  Washington  ? 

Mr.  Laggren.  Yes,  sir ;  he  was  on  the  floor  beneath  me. 

The  Chairman.  Your  purpose,  Mr.  Laggren,  was  to  have  Mr.  Mee- 
han  look  over  that  daily  calendar,  consult  his  files,  and  if  he  had 
information  upon  any  of  those  matters  appearing  upon  that  calendar 
to  transmit  it  to  your  office? 

Mr.  Laggren.  Absolutely ;  that  is  what  we  wanted. 

The  Chairman.  But  you  never  got  that  information  ? 

Mr.  Laggren.  I  won't  say  never;  once  in  a  while  we  may  have  got 
something  out  of  it.  They  were  not  set  up  to  do  it;  they  did  not 
have  the  force ;  they  didn't  have  the  files  in  the  right  shape  to  do  so. 

The  Chairman.  At  the  time  Mr.  Meehan  was  in  charge  at  Wash- 
ington, his  force  had  been  considerably  reduced,  hadn't  it? 

Mr.  I^GGREN.  I  understood  so. 
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The  Chairman.  Did  you  have  any  knowledge,  in  your  capacity  as 
head  of  the  supply  and  sales,  of  the  provisions  of  the  new  Bardy 
sales  agency  contract  ? 

Mr.  Laggren.  Xo. 

The  CiiAiRAiAN.  Well,  who  made  that  contract? 

Mr.  Laggren.  Mr.  H.  B.  Miller,  director  of  the  supply  and  sales 
division,  with  the  approval  of  the  board  of  trustees. 

The  Chairman.  Were  not  you  consulted  with  reference  to  it? 

Mr.  Laggren.  No,  sir ;  that  involved  entirely  material  on  the  west 
coast. 

The  Chairman.  I  beg  your  pardon.  That  is  the  new  contract  I 
asked  about. 

Mr.  Laggren.  Yes,  sir. 

The  Chairman.  And  none  of  it  is,  of  course,  in  your  district? 

Mr.  Laggren.  No,  sir;  there  is  one  of  the  stipulations — I  don't 
know  whether  the  contract  is  drawn  yet — but  one  of  the  stipulations 
is  that  no  material  can  be  sold  even  by  Mr.  Bardy  east  of  a  certain 
point,  so  that  he  can  not  enter  into  competition  with  us  in  the  East. 

The  Chairman.  Do  you  know  anything  about  the  provisions  of  the 
American  Lumber  sales  contract? 

Mr.  Laggren.  No,  sir. 

The  Chairman.  Does  that  involve  materials  in  your  district  ? 

Mr.  Laggren.  Yes,  sir. 

The  Chairman.  Were  you  consulted  about  that  ? 

Mr.  Laggren.  No,  sir ;  it  was  made  long  before  my  appointment. 

The  Chairman.  Have  you  furnished  materials  to  the  company 
under  the  contract — has  it  been  delivered  ? 

Mr.  Laggren.  Out  of  my  district? 

The  Chairman.  Yes. 

Mr.  Laggren.  Yes,  sir;  but  that  contract  is  handled  in  Washington, 
through  a  lumber  representative ;  that  is  all  he  does,  take  care  ot  the 
American  Lumber  sales  contract. 

The  Chairman.  Does  he  make  no  report  to  you  ? 

Mr.  Laggren.  No  ;  he  makes  a  report  direct  to  the  director  of  the 
supply  and  sales  division. 

The  Chairman.  Even  though  the  material  comes  out  of  your 
district  ? 

Mr.  Laggren.  Yes,  sir;  we  watch  it.  For  instance,  if  we  have  a 
yard  in  our  district  which  we  have  cleaned  out,  and  the  only  thing 
remaining  in  that  yard  is  American  Sales  lumber,  as  long  as  it  stays 
there  we  have  to  keep  a  storekeeper  there  and  have  some  watchman 
around  there,  and  then  I  immediately  get  busy  and  see  to  it  to  get 
that  lumber  out  of  there  right  away.  We  don't  want  that  there, 
because  it  is  an  expense  to  us.  That  is  the  only  way  I  run  up  against 
the  American  Sales  contract. 

The  Chairman.  How  do  you  know  with  reference  to  lumber  in 
your  district  which  belongs  to  the  American  Lumber  Sales  Co.  and 
which  does  not? 

Mr.  Laggren.  The  American  Lumber  Sales  contract — although  I 
have  only  read  it  once,  and  then  some  time  ago — specifies  the  kind 
of  lumber ;  it  classifies  it. 

The  Chairman.  And  have  you  had  the  lumber  classified  in  your 
district  so  as  to  ascertain  which  comes  within  their  contract  and 
which  does  not? 
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Mr.  Laooren.  That  was  all  classified  before  I  took  charge. 

Thfe  Chairman.  Before? 

Mr.  Lagqren.  Yes. 

The  Chairman.  You  have  the  records? 

Mr.  Laggrbn.  Yes ;  we  can  get  the  records.  If  they  are  not  in  my 
office  there,  the  record  is  somewhere  obtainable. 

The  Chairman.  What  I  am. after,  Mr.  Laggren,  you  have,  al- 
though you  were  not  there  when  the  contract  was  made,  you  have 
some  record  available,  so  that  if  half  a  dozen  trucks  of  the  lumber 
sales  company  go  down  to  a  plant  to  load  up  with  lumber,  you  have 

got  some  record,  so  that  you  can  tell  whether  they  are  putting  lum- 
er  on  there  which  has  been  previously  classified  as  coming  within 
their  contract  or  something  that  you  should  have. 

Mr.  Laggren.  Absolutely.  Yes,  sir;  every  yard  has  a  man  who 
knows  every  stick  of  lumber  in  it  that  belongs  to  the  American 
Lumber  Sales  Co. 

The  Chairman.  And  it  has  all  been  inventoried  and  appraised 
and  classified  ? 

Mr.  Laggren.  Yes,  sir. 

The  Chairman.  You  say  each  yard  has  this  list? 

Mr.  Laggren.  Yes. 

The  Chairman.  Haven't  you  any  record  at  all  in  your  office? 

Mr.  Laggren.  No^ir ;  it  is  in  the  home  office. 

The  Chairman.  Washington? 

Mr.  Laggren.  Yes,  sir. 

The  Chairman.  The  home  office  has  the  inventories  and  does  all 
the  billing,  you  say  ? 

Mr.  Laggren.   i  es,  sir. 

The  Chairman.  And  the  records  that  you  have  are  really  in  this 
respect,  in  your  office  I  mean,  not  of  much  use? 

Mr.  Laggren.  No,  sir ;  we  do  not  need  them. 

The  Chairman.  Why  not  ? 

Mr.  Laggren.  Because  the  American  Lumber  Sales  contract  in  its 
execution  is  watched  by  the  home  office  by  a  special  lumber  repre- 
sentative. 

The  Chairman.  Who  is  he  ? 

Mr.  Laggren.  I  believe  he  is  a  man  named  Patchel ;  I  am  not  sure 
of  his  name  even. 

The  Chairman.  Well,  then,  your  office  would  have  no  way  of 
telling  from  your  own  record  just  what  lumber  in  a  certain  plant 
belonging  to  the  American  Lumber  Sales  Co.,  under  its  contract,  and 
what  lumber  in  that  plant  you  had  under  your  jurisdiction? 

Mr.  Laggren.  Yes,  sir ;  we  know  what  lumber  we  have  got  under 
my  iurisdiction ;  we  know  it. 

The  Chairman.  You  do? 

Mr.  Laggren.  Yes,  sir. 

The  Chairman.  Got  a  list  of  all  of  it? 

Mr.  Laggren.  Yes. 

The  Chairman.  Then  yoii  act  upon  the  presumption  if  there  is 
any  other  lumber  there  that  is  not  on  your  list  it  must  belong  to  the 
American  Lumber  Sales  Co.? 

Mr.  Laggren.  Well,  it  is  marked  the  American  Lumber  Sales  Co., 
and  if  there  is  some  lumber  down  there  that  don't  appear  on  my  list 
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and  does  not  appear  on  the  American  Lumber  Sales  list  we  mighty 
soon  find  out  whose  it  is. 

The  Chairman.  How  ? 

Mr.  Lagoren.  We  send  a  claim  agent  down  there  to  check  it  up 
and  see  if  it  belongs  to  the  American  Lumber  Sales  Co.  or  whatever 
class  of  lumber  sales  it  is.  It  might  be  a  case  of  wherein  the  check- 
ing over  of  the  lumber  it  was  a  pile  of  lumber  belonging  to  the 
American  Lumber  Sales  Co.  and  which  had  not  been  marked,  and 
an  examination  of  the  lumber  would  easily  tell,  and  tell  at  once, 
where  it  belonged ;  and  that  would  simply  be  because  it  was  skipped 
through  error ;  but  it  is  a  very  easy  matter  to  tell  who  it  belongs  to. 

The  Chairman.  Has  vour  organization  been  used  by  the  American 
Lumber  Sales  Co.  to  sell  or  resell  any  of  its  lumber? 

Mr.  Lagoren.  No  ;  not  to  mv  knowledge. 

The  Chairman.  You  don't  know  whether  any  of  your  force  in  the 
yard  have  engaged  in  that  ? 

Mr.  Lagoren.  No,  sir. 

The  Chairman.  Have  you  ever  been  told  or  has  anybody  called 
anything  like  that  to  your  attention  ? 

Mr.  Laggren.  No,  sir. 

The  Chairman.  Do  you  deliver  the  lumber,  or  do  you  have  charge 
of  the  deliverv  of  this  lumber  to  the  American  Lumber  Sales  Co. — 
that  is,  under  your  men  ? 

Mr.  Laggren.  The  storekeeper  at  the  yards  know  of  everything 
that  goes  out. 

The  Chairman.  Your  checkers. 

Mr.  Laggren.  Yes. 

The  Chairman.  Do  you  know  whether  he  delivers  it  to  the  cus- 
tomers of  the  American  Lumber  Sales  Co.  ? 

Mr.  Laggren.  No,  sir. 

The  Chairman.  You  don't  know,  you  mean  ? 

Mr.  Laggren.  No  ;  I  don't  know ;  1  know  he  simply  turns  over  the 
jurisdiction  from  us  to  the  American  Lumber  Sales  Co.,  and  I  pre- 
sume if  the  American  Lumber  Sales  Co.  said  "Deliver  this  much 
material  to  this  man,  who  will  be  up  with  his  truck  here  to-morrow 
morning  at  10  o'clock,"  he  probably  would  do  it;  that  seems  to  me  to 
be  all  right. 

The  Chairman.  You  mean  if  he  bought  some  lumber  from  the 
American  Lumber  Sales  Co.  and  the  sales  company  notified  your 
yard  man  that  he  was  coming  down  for  some  of  your  lumber  to- 
morrow morning  with  my  trucks,  it  would  be  all  right  to  deliver  such 
lumber  as  the  sales  company  designated  to  me? 

Mr.  Laggren.  If  the  accounting  procedure  and  all  was  taken  care 
of  properly ;  yes,  sir. 

The  Chairman.  Is  that  done? 

Mr.  Laggren.  Yes ;  that  is  done. 

The  Chairman.  And  your  man  watches  that,  does  he? 

Mr.  Laggren.  Yes. 

The  Chairman.  Do  you  know  whether  there  are  men  employed  by 
the  American  Lumber  Sales  Co.  who  participate  in  any  way  in  the 
negotiations  leading  up  to  the  awarding  of  this  contract  ? 

Mr.  Laggren.  I  know  of  no  such  men ;  no,  sir. 
•  The  Chairman.  Do  you  know  of  the  Rogers  hull  removal  con- 
tract ?    Have  you  anything  to  do  with  that  ? 
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Mr.  Laggren.  In  a  general  way  I  know  about  that ;  yes,  sir. 

The  Chairman.  Just  what  sort  of  a  contract  is  that,  Mr.  Laggren  ? 

Mr.  Laggren.  That  is  a  contract  that  was  discussed  at  some  length 
in  the  cancellations  claims  and  contracts  board  before  it  became 
known  as  the  construction  claims  board ;  that  is  how  I  came  to  know 
about  it.  We  were  having  an  enormous  amount  of  trouble  trying  to 
find  out  what  in  the  world  to  do  with  the  three-quarters,  or  a  quarter, 
or  a  one-eighth,  or  a  one-half  constructed  hull.  We  could  not  sell  it 
to  anybody ;  we  could  not  give  it  away ;  we  could  not  make  the  con- 
tractor take  it  oflF  our  hands ;  we  could  not  do  anything  with  it. 

Some  contractors  were  trying  to  charge  us  up  enormously  for  the 
vessels  partly  constructed  in  their  yards  and  to  get  the  hull  off  the 
ways.  It  was  very  important  for  us  to  get  them  off  the  ways,  and 
these  contractors  stuck  at  it,  and  attempted  to  prove  to  us  by  elaborate 
statements  and  figures  that  it  was  impossible  to  get  them  off  at  a 
less  cost  than  $18,000,  and  they  wanted,  they  suggested  no  less  than 
$2,000  for  profit.  This  man  Kogers  came  on  from  the  Pacific  coast, 
and  I  believe  he  made  an  offer  to  the  general  manager's  assistant,  a 
proposal,  that  he  should  take  these  hulls  off  the  ways  and  make  a 
profit  if  we  would  pay  him  $5,000  a  hull.  And  after  very  carefully 
investigating,  consensus  of  opinion  seemed  to  be  that  he  was  crazy. 
But  there  was  some  doubt  at  some  time  whether  they  should  even 
enter  into  such  a  contract,  because  they  thought  it  was  just  a  case 
of  where  he  would  fall  down  on  it,  and  in  the  meantime  we  would  not 
be  entering  into  negotiations  to  get  rid  of  the  hulls.  Finally  it  was 
decided  to  let  him  take  a  crack  at  it,  if  he  could.  And  he  started  in, 
and  had  the  reputation  of  being  one  of  the  canniest  shifting  men  on 
the  Pacific  coast,  and  he  made  good  on  his  contract,  and  everybody 
was  glad  to  see  him  make  good,  because  it  saved  the  Fleet  Corpora- 
tion  an  awful  pile  of  money. 

The  Chairman.  How  ? 

Mr.  Laggren.  We  could  not  get  rid  of  the  hulls;  we  didn't  have  the 
working  force.  It  meant  that  somebody  had  to  get  right  down  on 
his  hands  and  knees  on  the  proposition  and  get  rid  of  those  hulls — 
enter  into  all  sorts  of  bickering  and  negotiations  with  the  contractors 
in  whose  yards  the  hulls  were ;  get  practically  a  wrecking  crew  and 
get  them  off  somehow,  and  I  understand  that  he  took  some  out  and 
sunk  them,  and  he  dynamited  others,  and  he  sold  others  and  made  a 
good  profit,  too ;  but  we  couldn't  do  it. 

The  Chairman.  That  is  the  only  way  you  could  dispose  of  it? 

Mr.  Laggren.  It  was  the  best  way  that  ever  came  up  for  disposing 

of  these  hulls. 

The  Chairman.  Had  settlements  been  made  with  all  these  con- 
tractors? 

Mr.  Laggren.  The  settlements  had  been  made  with  some  of  them. 

The  Chairman.  With  those  that  had  not  been,  was  there  anything 
to  prevent  the  disposition  and  removal  of  these  hulls  being  one  of 
the  terms  of  the  contract  of  settlement  ? 

Mr.  Laggren.  At  the  contractor's  price. 

The  Chairman.  Why  at  the  the  contractor's  price  ? 

Mr.  Laggren.  Thev  would  not  accept  settlement. 

The  Chairman.  You  mean  to  say  that  if  a  contractor  wanted 
$20,000  for  the  removal  of  that  hull,  and  no  settlement  has  been  made 
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with  him  on  his  contract,  that  unless  he  got  $20,000  covering  the  hull 
removal  matter,  he  would  not  settle  his  contract? 

Mr.  Laggren.  I  guess  the  records  would  probably  show  we  got 
some  of  them  down  as  low  as  10. 

The  Chairman.  And  unless  they  were  allowed  that  they  would 
not  settle? 

Mr.  Laggren.  No  ;  they  would  not. 

The  Chairman.  Well,  Mr.  Rogers  had  sold  a  lot  of  these  hulls, 
hadn't  he? 

Mr.  Laggren.  I  understand  he  has ;  yes,  sir. 

The  Chairman.  The  money  for  them  going  to  him,  doesn't  it? 

Mr.  Laggren.  Yes,  sir ;  they  are  his  huUs. 

The  Chairman.  Is  there  any  reason  why  the  Shipping  Board 
might  not  have  been  j^ble  to  have  sold  them  ? 

Mr.  Laggren.  They  might  have  been  if  it  would  have  paid  them 
to  have  kept  them ;  but  it  would  have  paid  them  to  attempt  to  drop 
other  things  and  go  into  that  minutely  and  see  what  they  could  do 
with  them.    They  might  also  have  been  able  to  sell  them. 

The  Chairman.  How  many  of  these  hulls  were  there? 

Mr.  Laggren.  I  don't  know,  I  have  forgotten  the  number. 

The  Chairman.  There  were  quite  a  few,  though,  on  the  Pacific 
coast  ? 

Mr.  Laggren.  I  believe  so;  I  believe  there  were  quite  a  few  of 
them. 

The  Chairman.  Is  there  any  record  in  your  office  of  these? 

Mr.  Laggren.  There  is  a  record  in  the  legal  division  which  will 
show  every  hull. 

The  Chairman.  You  mean  the  legal  division  of  your  office? 

Mr.  Laggren.  No;  the  Fleet  Corporation,  it  is  all  one  legal  divi- 
sion, the  legal  division  of  the  Emergency  Fleet  Corporation. 

The  Chairman.  I  see.  Well,  then,  what  it  amounted  to  was  to  pay 
Mr.  Rogers  $5,000  to  remove  a  null  and  give  him  the  hull  and  permit 
him  to  sell  it  if  he  wanted  to  and  pocket  the  proceeds? 

Mr.  Laggren.  If  you  will  add  on  to  that:  And  relieve  the  Fleet 
Corporation  of  a  burdensome,  expensive  obligation,  you  just  about 
get  it ;  yes,  sir. 

The  Chairman.  And  relieve  the  Fleet  Corporation  of  a  burden- 
some, expensive  operation? 

Mr.  Laggren.  Yes,  sir. 

The  Chairman.  And  deprive  the  Fleet  Corporation  of  whatever 
revenue  might  have  been  secured  for  the  selling  of  the  hulls? 

Mr.  Laggren.  The  Fleet  Corporation  would  never  have  gotten  any 
revenue  out  of  these  hulls. 

The  Chairman.  Why?    ' 

Mr.  Laggren.  Now  you  are  getting  me  into  more  opinion  than 
anything  else. 

The  Chairman.  I  want  your  opinion.  You  are  the  head  of  the 
supply  and  sales  division ;  here  is  quite  a  lot  of  property  of  the  Fleet 
Corporation  that  has  been  disposed  of  in  a  manner  which  I  think 
has  not  been  applied  with  respect  to  any  other  property ;  at  least,  the 
committee  has  not  thus  far  heard  of  anv  similar  cases ;  and  I  would 
like  your  opinion  as  to  why  the  Fleet  Corporation  could  never  have 
catten  any  proceeds. 
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Mr.  Lagoren.  Because  it  would  take  a  small  organization  with  an 
executive  at  its  head  who  had  nothing  else  to  do  for  the  moment  but 
concentrate  all  his  energy  and  put  all  his  wits  and  all  his  mental 
resources  on  getting  everything  out  of  these  hulls  possible. 

The  Fleet  Corporation  has  not  had  time,  and  no  big  corporation 
in  business,  such  as  the  Fleet  Corporation  is,  would  have.  They 
would  need  to  do  practically  as  any  other  large  corporation  would 
need  to  do;  they  would  be  obliged  to  have  gone  to  another  smaller 
concern  or  have  formed  a  smaller  concern  to  whom  they  could  have 
said,  "  Go  ahead  and  relieve  us  of  this  operation,"  well  and  good,  we 
want  to  get  relieved  of  the  obligation. 

I  can  cite  as  an  example  two  hulls  that  were  not  included  in  the 
Eogers  contract ;  they  were  built  in  a  yard  up  in  Maine  somewhere. 
We  tried  to  find  buyers  for  the  hulls ;  I  don't  loiow  how  far  they  were 
completed.  We  got  one  man  finally  to  offer  $4,000  for  both  hulls.  He, 
I  suppose,  thought  he  was  going  to  go  out  and  make  a  wonderful 
profit  on  the  two  hulls  after  paying  $4,000  for  them.  Of  course, 
$4,000  would  be  but  a  small  part  for  even  a  partly  constructed  hull, 
but  before  we  could  clinch  the  bargain  with  him  he  backed  out  and 
disappeared,  as  far  as  that  bargain  was  concerned,  and  the  hulls  are 
sitting  there  yet  and  we  are  still  under  the  obligation  of  selling  them 
and  getting  the  hulls  off  the  property.  We  can  not  get  rid  of  the 
hulls;  they  are  right  there.  We  have  had  bids  of  from  $10,000  to 
$20,000  for  removing  these  two  hulls. 

It  does  not  take  many  cases  of  that  kind  to  show  that  when  we  got 
rid  of  our  wood  hulls  in  contractors'  yards,  especially  where  yards 
had  to  be  turned  back  to  municipalities  and  on  leased  ground,  and 
where  naturally  we  would  be  liable  for  storage  and  rent  and  for 
what  not,  and  when  we  could  get  rid  of  that  obligation  it  was  a  fine 
stroke  of  business;  and  when  all  the  practical  shipping  men  in  the 
Fleet  Corporation  were  skeptical  of  the  fact  that  the  contract  could 
be  even  carried  out  by  Eogers,  and  I  know,  from  hearing  the  con- 
versation that  took  place  between  the  members  themselves,  they  were 
skeptical  as  to  whether  or  not  they  should  give  it  to  him,  because 
they  said  he  never  could  go  through  on  it  and  it  would  simply  be  a 
case  of  having  a  bad  tangle  left  on  our  hands.  We  entered  into  this 
contract  with  this  man,  and  he  happened  to  be  a  pretty  hard-headed, 
diplomatic  man,  and  he  went  into  a  good  many  yards  that  were  hold- 
ing out  on  us  for  big  sums  of  money  and  took  the  hulls  off  their  ways. 
And  in  some  cases  they  absolutely  refused  to  let  him  enter  a  yard. 
He  overcame  all  of  this  sort  of  difficulty  and  got  the  hulls  off  the 
ways. 

The  Chairman.  So,  the  result  was  this:  That  you  employed  Mr. 
Rogers,  at  $5,000  per  hull,  to  get  rid  of  these  hulls,  and  if  you  can  sell 
them,  put  the  money  in  your  pocket? 

Mr.  JLaggken.  Yes,  sir ;  he  to  provide  his  own  forces  and  his  own 
machinery  and  everything  else. 

The  Chairman.  And  in  a  number  of  instances  he  did  not  have  to 
lift  his  finger;  he  sold  them  to  a  man — he  sold  them  to  a  company 
that  came  in  and  took  them  out. 

Mr.  Laqoren.  I  can  not  answer  that. 

The  Chairman.  You  don't  know  that? 

Mr.  Lagoren.  No,  sir. 
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The  Chairman.  Never  followed  up  the  disposition  of  the  hulls? 

Mr.  Lagoren.  No,  sir. 

The  Chairman.  That  is  not  in  your  jurisdiction? 

Mr.  Lagren.  That  was  not  in  our  jurisdiction  at  all. 

The  Chairman.  IIow,  a  great  many  of  these  wooden  hulls  were 
in  yards  that  the  Government  had  built,  weren't  they? 

Mr.  Laggren.  They  may  have  been. 

The  Chairman.  Don't  you  know? 

Mr.  Laggren.  No,  sir ;  I  could  not  check  up  on  what  yards  they 
were  in. 

The  Chairman.  Well,  you  know  there  were  but  very  few  wooden- 
ship  yards  in  actual  operation  at  the  time  the  Shipping  Board  started 
on  this  building  contract,  don't  you? 

Mr.  Laggren.  Yes,  sir. 

Tlie  Chairman.  And  you  know  that  the  (Tovemment  did  build  a 
good  many  wood-ship  yards? 

Mr.  Laggren.  Yes;  advanced  money  for  the  building  of  the  yards. 

The  Chairman.  And  they  owned  the  yards  in  some  instances? 

Mr.  Laggren.  Well,  I  may  be  wrong  in  confessing  this,  but  I 
don\.  remember.  Tt  may  have  slipped  my  mind,  and  if  I  thought  of 
it,  it  might  come  back  to  me;  but  at  the  present  moment,  all  I  c»n 
say  is  I  don't  Iniow  whether  we  actualy  owned  the  wood-ship  yards 
or  not. 

The  Chairman.  Do  you  know  what  previous  connection  Mr.  Rog- 
ers had  with  shiDbuilding  matters? 

Mr.  Laggren.  No,  sir. 

The  Chairman.  Was  there  any  requirement,  as  you  recall,  in  the 
contract  that  Rogers  should  report  the  receipts  for  the  sale  of  these 
hulls? 

Mr.  Laggren.  I  don't  know. 

he  Chairman.  You  say  some  of  them  he  has  taken  out  and  sunk 
or  dynamited? 

Mr.  Laggren.  That  is  all  hearsav ;  that  is  what  I  understand. 

The  Chairman.  Do  you  recall  whether  there  was  any  difference 
in  the  price  of  the  hull,  depending  upon  the  stage  of  completion? 

Mr.  Laggren.  I  think  I  can  safely  sav  it  was  not ;  it  was  a  straight 
$5,000  a  hull? 

The  Chairman.  The  Shipping  Board  has  got  a  lot  of  uncompleted 
hulls  anchored  around  in  various  parts  of  the  country  that  they 
have  been  unable  to  sell,  haven't  they? 

Mr.  Laggren.  Yes,  sir. 

The  Chairman.  You  think  if  you  paid  Mr.  Rogers  $5,000  a  hull 
and  let  him  put  his  proceeds  from  tne  sale  in  his  pocket,  that  he 
could  dispose  of  them,  too? 

Mr.  Laggren.  Well,  that  is  not  an  analagous  case  at  all.  They 
would  never  have  made  any  such  contract  as  that. 

The  Chairman.  Why  isn't  it? 

Mr.  Laggren.  These  hulls  are  afloat.  If  we  can  find  a  customer, 
we  can  deliver  them. 

The  Chairman;  They  are  not  completed,  though? 

Mr.  Laggren.  No,  sir;  but  they  are  an  entirely  different  proposi- 
tion. 

The  Chairman.  But  these  hulls  were  on  the  ways,  and  if  you  could 
find  a  customer  you  could  deliver  them,  couldn't  you  ? 
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Mr.  Laggren.  Yes,  sir. 

The  Chairman.  Do  you  know  whether  the  Shipping  Board  made 
any  attempt  to  find  customers  for  these?  Did  they  set  up  any 
organization  or  confer  jurisdiction  upon  any  of  its  branches  to  go 
out  and  try  to  dispose  oi  these  hulls,  or  did  Mr.  Rogers  come  in  and 
say,  "  You  got  a  lot  of  hulls  around  here ;  you  are  unable  to  get  rid 
of  them;  the  contractors  won't  settle  with  you;  I  will  get  them  off 
your  hands;  you  ^ve  me  $5,000  "? 

Mr.  Laggren.  x  ou  asked  me  a  question  which  I  shall  have  to 
answer  generally.  I  can  say,  however,  that  the  problem  of  dis- 
posing of  those  nulls,  though,  has  been  on  the  minds  of  the  men  who 
were  directing  the  affairs  of  the  Fleet  Corporation  for  a  considerable 
time,  and  that  undoubtedly  every  effort  had  been  made  to  attempt  to 
dispose  of  these  hulls  to  advantage. 

The  Chairman.  Now,  then,  will  you  tell  me  the  names  of  some  of 
the  gentlemen  who  had  this  matter  on  their  minds,  under  whose 
jurisdiction  they  came? 

Mr.  Laggren.  I  can  give  you  titles  and  some  names. 

The  Chairman.  If  you  will,  please. 

Mr.  Laggren.  The  manager  oi  the  ship  construction  division. 

The  Chairman.  Who  was  he? 

Mr.  Laggren.  I  don't  know  who  he  was,  they  have  changed.  Mr. 
G.  L.  Ackerson,  then  vice  president  and  general  manager  of  the  Fleet 
Corporation,  and  Mr.  Frick,  who  is  a  practical  shipbuilding  man, 
and  Mr.  Ackerson,  assistant.  That  is  about  as  definite  as  I  can  get 
on  that  subject. 

The  Chairman.  Did  vou  have  anything  to  do  with  the  southern 
scrap  material  contract? 

Mr.  Laggren.  No,  sir. 

The  Chairman.  It  is  outside  of  your  district? 

Mr.  Laggren.  Yes,  sir. 

The  Chairman.  And  the  material  that  is  being  disposed  of  under 
that  contract  is  not  within  your  jurisdiction? 

Mr.  Laggren.  No,  sir. 

The  Chairman.  Now,  have  you  had  any  occasion' to  compare  the 
appraisals  made  by  the  traveling  engineers  imder  the  plant  construc- 
tion division,  with  the  appraisals  that  are  made  for  your  division  ? 

Mr.  Laggren.  No,  sir.  You  mean  comparing  plant  appraisals  with 
material  appraisals? 

The  Chairman.  Yes. 

Mr.  Laggren.  No,  sir.  Plant  disposal  does  not  come  under  the 
jurisdiction  of  the  supply  and  sales  division.  At  least,  not  under  the 
district. 

The  Chairman.  Now,  are  all  the  sales  made  through  your  depart- 
ment made  at  private  sale  or  made  by  calling  for  bids  mostly? 

Mr.  Laggren.  We  make  some  sales  in  every  possible  way,  just  as 
any  other  sales  organization  would.  Some  of  our  sales  are  private 
negotiations,  some  of  our  sales  are  bids  solicited,  sealed  bids,  opened 
in  the  presence  of  all  the  bidders. 

The  Chairman.  What  determines  which  it  should  be? 

Mr.  Laggren.  The  class  of  material  freauently,  the  quantity  of 
material.  When  we  can  get  one  buyer  to  take  a  small  group  of  ma- 
terial at  a  good  price  we  are  satisfied  it  would  not  pay  us  to  circu- 
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larize.  When  we  have  got  a  large  amount  of  material  which  we  feel 
it  would  not  be  fair  at  all  to  attempt  to  negotiate  with  one  man,  be- 
cause we  must- have  the  combined  offers,  the  individual  offers  of  a 
good  many  firms,  then  we  circularize. 

The  Chairman.  There  is  a  Barde  contract,  is  there,  in  existence, 
which  does  cover  this  material  in  your  district  ? 

Mr.  Lagoren.  Yes  sir. 

The  Chairman.  Does  that  involve  fabricated  steel? 

Mr.  Lagoren.  I  understand  that  it  does,  as  it  stands,  involve  fabri- 
cated steel. 

The  Chairman.  There  was  some  controversy  about  that,  wasn't 
there,  at  some  time? 

Mr.  Lagoren.  Yes,  sir. 

The  Chairman.  How  was  it  determined,  Mr.  Laggren? 

Mr.  Laggren.  Will  you  let  me  give  a  little  general  discussion  on 
that? 

The  Chairman.  I  wish  you  would. 

Mr.  Laggren.  I  will  show  you  why  I  can  not  give  you  the  details 
on  it.  That  contract  was  made  many  months  ago,  before  my  con- 
nection with  the  supply  and  sales  division,  and  is  at  present  in  its 
interpretation  subject  to  the  home  office  jurisdiction.  1  have  in  my 
district  a  man  who  has  done  nothing  but  handle — ^I  won't  say  done 
nothing,  but  one  of  his  functions  is  to  handle  the  sale  under  the 
Barde  contract.  Nobody  else  handles  it.  His  interpretations  of 
that  contract,  which  show  him  what  steel  is  to  be  delivered,  he  keeps 
track  of  shipments,  and  all  that  sort  of  thing  on  it,  and  he  goes  to 
the  home  office  for  that  interpretation.  So  that  the  district  director, 
or  as  district  director,  I  have  absolutely  no  jurisdiction  over  the 
Barde  contract. 

The  Chairman.  Now,  do  you  remember  whether  there  was  a  com- 
mittee of  three  appointed  to  construe  that  contract  ? 

Mr.  Laggren.  There  was  a  committee,  but  I  don't  know  whether 
it  was  a  committee  of  three.    There  was  a  committee  formed. 

The  Chairman.  Do  you  know  whether  or  not  Mr.  Weaver  was  a 
member  of  that  committee? 

Mr.  Laggren.  Yes,  sir ;  he  was. 

The  Chairman.  Was  the  contract  construed  in  favor  of  the  Barde 
Co.? 

Mr.  Laggren.  In  some  respects  it  was,  and  in  some  respects  it 
was  not. 

The  Chairman.  In  its  final  analysis,  it  was  favorable  to  their 
contention,  wasn't  it? 

Mr.  Laggren.  Yes,  sir. 

The  Chairman.  So  that  was  that  while  Mr.  Weaver  was  acting 
as  adviser  on  steel  ? 

Mr.  Laggren.  That  was  while  Mr.  Weaver  was  a  full-fledged 
member  of  the  construction  claims  board. 

The  Chairman.  And  how  long  after  that  did  he  become  associated 
with  the  Barde  Co.  ? 

Mr.  Laggren.  I  could  not  give  you  a  definite  figure,  because  it 
never  stuck  in  my  mind — a  month  or  so. 

The  Chairman.  Within  a  few  weeks? 

Mr.  Laggren.  I  would  not  say  "  a  few  weeks."  I  think  it  is  too 
close.    I  would  say  a  month  or  so. 
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The  Chairman.  A  month,  or  perhaps  six  weeks? 

Mr.  Laggren.  A  month,  or  perhaps  six  weeks  ? 

The  Chairman.  Now,  were  you  consulted  with  reference  to  the 
controversy  about  what  should  constitute  fabricated  steel  and  what 
should  not?    Did  they  ask  you  to  give  your  views  in  that  matter? 
.  Mr.  Laggren.  No,  sir. 

The  Chairaian.  Well,  did  you  have  any  views  in  the  matter? 

Mr.  Laggren.  No,%ir. 

The  Chairman.  Do  you  know  what  the  principal  question  was? 

Mr.  Laggren.  No,  sir;  I  do  not. 

The  CHAiitMAN.  Have  you  been  advised  as  to  what  the  determina- 
tion was  as  to  the  interpretation? 

Mr.  Laggren.  No,  sir;  there  was  a  supplemental  agreement. drawn, 
which  I  have  never  read. 

The  Chairman.  And  how  are  your  representatives  in  the  yards 
disposing  of  this  material  ? 

Mr.  Laggren.  Under  direction  from  Washington.  The  disposi- 
tion of  claims  all  go  into  the  home  office. 

The  Chairman.  No  records  in  your  office  to  show  ? 

Mr.  Laggren.  Yes,  sir ;  there  are  records,  but  I  must  confess  that 
I  don't  even  know  exactly  what  those  records  are.  I  have  a  gentle- 
man here  whom  I  understand  you  are  going  to  put  on,  who  can  pos- 
sibly tell  you  what  those  records  are. 

The  Chairman.  He  is  your  assistant,  I  take  it  ? 

Mr.  Laggren.  Yes,  sir. 

The  Chairman.  And  he  has  supervision  over  that  matter? 

Mr.  Laggren.  No,  sir;  he  had  not  supervision  over  the  Barde 
contract  at  all,  except  that  he  has  been  in  the  district  longer  than  I 
have  and  probably  knows  what  records  we  have  on  the  Barde  con- 
tract. 

The  Chairman.  Well,  there  are  some  matters,  then,  affecting  the 
material  and  sales  of  materials  that  are  in  the  yards  in  your  district 
that  have  beto  handled  direct  through  Washington,  and  all  vou  know 
is  after  the  decision  is  made  there  you  are  informed,  and  you  are 
governed  accordingly. 

Mr.  Laggren.  I  am  governed  accordingly,  if  I  think  it  is  all  right. 
If  I  don't,  I  will  make  my  objection. 

The  Chairman.  Have  you  made  any  objections  with  reference  to 
the  Barde  contract  ? 

Mr.  Laggren.  No,  sir;  I  do  not  believe  there  have  been  any  ques- 
tions of  dispute  up  since  I  have  been  in  the  district;  if  they  have, 
they  have  never  come  to  my  attention. 

"the  Chairman.  Do  you  know  whether  or  not,  as  a  result  of  the 
Barde  contract  and  the  supplemental  agreement  interpreting  or  con- 
struing the  phrase  "  fabricated  material  "  has  resulted  in  leaving  on 
the  hands  of  the  Fleet  Corporation  a  large  quantity  of  material  which 
might  profitably  have  been  included  in  the  original  contract  ? 

Mr.  Laggren.  I  don't  believe  that  question  has  been  definitely  de- 
cided yet  on  that  point  of  fabricated  steel. 

The  Chairman.  You  think  that  this  supplemental  agreement  did 
not  definitely  decide  it? 

Mr.  Laggren.  No  ;  I  think  that  was  on  another  point.  I  think  that 
was  on  loading  and  on  lengths.  I  don't  think  it  was  on  fabricated 
steel.    I  don't  believe  it  has  been  settled  vet. 
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The  Chairman.  You  have  nothing  to  do  with  amortization  of 
plants,  do  you  ? 

Mr.  Laggren.  No,  sir ;  not  any  more. 

The  Chairman.  Did  you  when  you  were  in  the  construction  claims 
division  ? 

Mr.  Laggren.  The  construction  claims  board  had  that  thing  to 
fight  all  the  time. 

The  Chairman.  Of  course,  there  was  a  wide  Variance  between  the 
board  and  the  various  parties  upon  that  ? 

Mr.  Laggren.  A  tremendous  amount;  yes,  sir.  That  was  and 
always  has  been  a  controversy,  and  to-day  it  is  the  big  controversy 
on  the  big  ships,  as  you  know. 

The  Chairman.  You  said  that  when  you  took  charge  of  your  dis- 
trict, you  reduced  your  force  considerably  and  got  rid  of  inefficient 
men? 

Mr.  Laggren.  Yes,  sir. 

The  Chairman.  Were  there  a  number  of  inefficient  employees? 

Mr.  Laggren.  Yes,  sir ;  there  were  lots  of  men  on  there,  and  clerks 
of  various  kinds  who  did  not  have  enough  to  keep  them  working  up 
to  full  speed  all  the  time,  in  my  estimation,  and  on  my  principle,  in 
running  an  organization,  it  is  to  double  up  the  work  on  the  efficient 
men  and  drop  those  that  are  not  and  help  those  out  that  are  efficient 
with  an  increase  of  salary,  if  we  can  slip  it  past  the  Board  of  Trus- 
tees.   That  is  my  principle  of  organization. 

The  Chairman.  That  is,  keeping  the  force  that  you  have,  work- 
ing, keeping  them  all  busy? 

Mr.  Laggren.  Absolutely ;  keeping  them  all  up  to  the  top  notch ; 
if  you  don't,  they  fall  back. 

The  Chairman.  How  much  did  you  reduce  your  force  when  you 
came  in? 

Mr.  Laggren.  Reduced  it,  approximately,  $95,000  so  far. 

The  Chairman.  In  salaries,  you  mean? 

Mr.  Laggren.  Yes,  sir. 

The  Chairman.  Is  that  a  year  or  what? 

Mr.  Laggren.  That  is  the  yearly  salaries.  Of  course,  we  haven't 
very  many  highly  paid  men. 

The  Chairman.  How  large  a  force  have  you  got,  Mr.  Laggren  ? 

Mr.  Laggren.  Somewhere  in  the  neighborhood  of  157.  I  have  got 
a  few  figures  here  [consulting  paper].  No;  I  have  not  got  my  fig- 
ures here,  but  we  have  got  in  the  neighborhood  of  150  or  165  em- 
ployees. 

The  Chairman.  How  many  do  you  think  you  had  before  you  made 
this  $95,000  reduction? 

Mr.  Laggren.  Over  200. 

The  Chairman.  Were  they  mostly  in  your  home  office,  or  were 
they  scattered  around  through  the  district? 

Mr.  Laggren.  All  over,  sir.  New  York,  Chicago,  Philadelphia, 
have  been  my  principal  points  of  reduction.  Then  I  have  cut  off  the 
entire  pay  root  in  a  good  many  jards  by  making  drives  and  dispos- 
ing of  the  material  in  those  points,  so  we  could  stop  the  overhead 
right  here,  that  means  the  eliminating  of  guards  and  storekeepers, 
low-paid  men,  but  still  they  all  pile  up  the  overhead. 
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The  Chairman.  Have  you  any  yards  in  your  district  where  mate- 
rial is  still  arriving  that  was  ordered  before  the  contract  was  can- 
celed? 

Mr.  Laggren.  You  mean  contractors  shipping  building  yards? 

The  Chairman.  Yes. 

Mr.  Laggren.  I  don't  know. 

The  Chairman.  You  don't  know  ? 

Mr.  Laggren.  I  don't  know  whether  there  is  any  more  material 
arriving  on  original  purchase  orders.  There  may  be  some.  There  is 
still  a  remnant  of  the  production  and  inspection  branch  left  in  my 
outfit;  it  is  almost  cut  down  to  a  minimum,  but  we  happen  to  have 
some  pretty  reliable  men  and  I  understand  from  the  head  of  it  in  my 
office  that  he  expects  to  be  through  in  a  month  or  so.  I  should  judge 
there  are  perhaps  driblets  of  stuff  that  ai-e  coming  in,  perhaps  a  very 
little. 

The  Chairman.  When  you  first  took  charge,  was  material  still 
arriving  at  the  yards? 

Mr.  Laggren.  No  ;  I  think  that  that  has  just  about  been  stopped. 

The  Chairman.  Sow  long  have  you  been  in  charge  ? 

Mr.  Laggren.  Since  October  1. 

The  Chairman.  This  year? 

Mr.  Laggren.  Yes,  sir. 

The  Chairman.  Perhaps  we  will  take  a-  recess  here,  it  is  nearly  1 
o'clock,  and  if  there  is  no  objection  we  will  take  a  recess  to  2  o'clock. 

(Recess  to  2  p.  m.) 

AFTER    RECESS. 

TESTIMONY  OF  ME.  ROBEET  I.  LAOOEEN— Eesumed. 

Mr.  Kelley.  Before  your  present  employment,  Mr.  Laggren,  you 
were  the  secretary  of  the  claims  committee  of  the  Emergency  Fleet 
Corporation? 

Mr.  Laggren.  Yes,  sir. 

Mr.  Kellet.  How  long  had  you  held  that  position  ? 

Mr.  Laggren.  Since  July,  1919. 

Mr.  Keli.ey.  And  had  you  been  with  the  committee  in  some  other 
capacity  before  that — were  you  an  assistant  secretary,  or  something 
before  you  were  secretary? 

Mr.  Laggren.  Allow  me  to  correct  myself :  You  asked  me  how  long 
I  have  been  secretary? 

Mr.  Kelley.  Yes. 

Mr.  Laggren.  Since  February  1, 1920. 

Mr.  E^LLEY.  And  before  that  you  were  assistant  secretary  from 
what  time? 

Mr.  Laggren.  From  July,  1919. 

Mr.  Kelley.  And  was  that  your  first  service  with  the  Shipping 
Board? 

Mr.  Laggren.  Yes,  sir. 

Mr.  Kelley.  What  was  your  experience  before  that,  immediately ; 
where  did  you  come  from  to  the  Shipping  Board  ? 

Mr.  Laggren.  From  the  law  firm  of  Breed,  Abbott  &  Morgan. 

Mr.  Kelley.  Where  is  that  firm  located  ? 

Mr.  Laggren.  They  are  located  at  32  Liberty  Street,  Xew  York 
City. 
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Mr.  Kelley.  Did  the  personnel  of  the  claims  committee  change 
much  during  the  time  ^ou  were  there? 

Mr.  Laggren.  Yes,  sir. 

Mr.  Kelley.  Now,  just  run  along  through  that,  so  far  as  your 
memory  will  serve  you,  and  tell  us  who  was  on  the  committee  rrom 
the  start. 

Mr.  Laggren.  When  I  first  went  with  the  board  Mr.  Levy  was 
cliairman  of  the  board.  The  other  members  were  Mr.  Weaver,  Mr. 
Murdock,  Mr.  Meigs,  and  Mr.  Lord.  That  was  a  committee  of  five, 
of  which  Mr.  Ackermon,  then  vice  president  and  general  manager, 
was  the  sixth,  except  that  he  was  ex  officio.  Shortly  after  that  Mr. 
Lord  left  us  and  the  committee  continued  to  sit  with  Mr.  Levy,  Mr. 
Weaver,  Mr.  Murdock,  and  Mr.  Meigs.  Mr.  Levy  left  us  and  a 
captain  in  the  Navy  was  designated  as  chairman — I  forget  his  name — 
he  never  actually  sat  in  an  official  capacity,  and  Mr.  Talbert  came 
from  the  legal  division  as  a  member  of  the  board.  So  that  the  really 
active  board  was  then  Mr.  Talbert — ^Mr.  Talbert  came  before  Mr. 
Levy  left.  When  Mr.  Levy  left  the  active  board  was  Mr.  Talbert, 
Mr.  Weaver,  Mr.  Murdock,  and  Mr.  Meigs,  up  until  the  time  we 
moved  to  Washington. 

When  we  went  to  Washington  Col.  McGovern  was  designated  as 
chairman  and  joined  us  there,  and  Mr.  Weaver  and  Mr.  Talbert  com- 
prised the  other  two  members  of  the  board.  So  there  really  have 
not  been  very  many  changes  and  through  the  whole  existence  of  the 
board  we  have  had  men  on  it  who  were  on  it  from  its  inception. 

Mr.  Kelley.  Let  us  see.  Who  is  on  the  board  now  who  was  on 
there  at  the  beginning? 

Mr.  Laggren.  Mr.  Talbert. 

Mr.  Kelijey.  I  thought  he  came  on  a  little  later,  you  said. 

Mr.  Laggren.  From  the  beginning  ?  Oh,  no  one  is  there  now  who 
came  on  from  the  beginning.     But  that  is  very  recently. 

Mr.  Kelley.  But  no  one  is  there  now  who  was  on  even  when  you 
went  there  first  ? 

Mr.  Laggren.  No. 

Mr.  Kelley.  I  suppose  in  a  case  of  the  board  changing  like  that  a 
good  deal  of  the  work  of  referring  cases,  the  Government's  side  of 
the  claims,  fell  to  you  as  secretary  ? 

Mr.  Laggren.  No,  sir.  We  had  a  very  excellent  working  system 
for  the  preparation  of  the  cases.  I  had  supervision,  to  a  degree, 
over  it,  but  I  had  nothing  to  do  with  the  actual  work.  My  duties 
were  executive  and  administrative  with  the  board,  to  see  that  every- 
tliing  kept  functioning,  and  that  the  stuff  kept  coming  in  right. 

Mr.  Kelley.  Did  you  not  act  somewhat  in  an  advisory  capacity  on 
the  claims  themselves? 

Mr.  Laggren.  Very  seldom,  except  when  called  upon  by  the  board. 

Mr.  Kelley.  Well,  naturally,  would  they  not  quite  frequently  ask 
you  for  your  opinion  as  to  what  you  thought  ought  to  be  done  ? 

Mr.  Laggren.  No,  sir;  very  seldom. 

Mr.  Keli^y.  You  having  been  there  so  long,  and  being  so  familiar 
with  all  these  things 

Mr.  Laggren  (interposing).  Very  seldom,  for  this  reason,  that 
while  at  the  present  time  no  member  of  the  committee  was  on  it  at  its 
inception,  Mr.  Talbert  came  on  it  at  the  time  when  the  principles 
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on  which  it  was  to  work  were  just  becoming  firmly  molded,  and  he 
studied  them  very  carefully  and  was  with  us  throughout,  and  is  with 
the  board  now,  and  he  is  the  man  now,  on  matters  of  policy,  they 
would  go  to. 

Mr.  Kellet.  Who  took  your  place  as  secretary  ? 

Mr.  Laogren.  My  assistant. 

Mr.  Kelley.  Had  he  been  there  long  ? 

Mr.  Laogren.  I  believe  he  came  in  the  fall  of  the  same  year  I  did — 
in  the  fall  of  1919. 

Mr.  Kelley.  Is  he  a  younger  man  or  an  older  man  than  you  are  ? 

Mr.  Laggren.  He  is  an  older  man. 

Mr.  Kelley.  Is  he  a  lawyer? 

Mr.  Laggren.  No,  sir. 

Mr.  Kelley.  I  suppose  you  have  not  much  of  an  idea  how  long  it 
will  take  to  settle  up  the  claims  ? 

Mr.  Laggren.  Yes,  sir. 

Mr.  Kelley.  Against  the  Shipping  Board — about  how  long? 

Mr.  Laggren.  I  believe  that  the  construction  claims  board,  as  such, 
can  go  out  of  business  in  a  very  few  months.  It  has  accomplished  a 
tremendous  amount  of  work. 

Mr.  Kelley.  You  were  so  well  equipped  for  that  work  and  have 
been  there  so  long  and  the  board  going  out  after  such  a  short  time,  it 
rather  occurred  to  me  that  it  would  have  been  in  the  interest  of 
eflSciency  had  you  continued  there  until  these  claims  were  all  out  of 
the  way.  Will  there  not  be  some  lost  motion  there,  occasioned  by  the 
change  ? 

Mr.  Laggren.  Not  a  bit.  I  set  up  things  when  I  left  there  so  that 
they  have  gone  on  very  smoothly.  My  assistant  is  a  very  conscien- 
tious man,  to  whom  I  have  given  as  much  authority  as  possible,  and 
when  I  leave  he  can  take  the  job. 

Mr.  Kelley.  Of  course,  you  were  thoroughly  familiar  with  every- 
thing connected  with  all  the  rulings  from  the  beginning? 

Mr.  Laggren.  As  familiar  as  I  could  be ;  yes,  sir. 

Mr.  ICelley.  In  this  position  which  you  hola  now,  what  equipment 
did  you  have  to  put  up  ? 

Mr.  Laggren.  I  do  not  know  what  equipment  I  had  for  it. 

Mr.  Kelley.  I  mean  to  say,  have  you  ever  had  any  exj)erience  in 
the  sale  of  large  quantities  of  machinery  and  other  material  of  that 
sort? 

Mr.  Laggren.  Not  a  bit. 

Mr.  Kelley.  Was  it  in  the  way  of  a  promotion  as  to  salary  ? 

Mr.  Laggren.  Yes,  sir. 

Mr.  Kelley.  That  sometimes  is  something  of  an  inducement  to 
change,  I  know. 

Mr.  Laggren.  I  might  as  well  tell  you  it  was  my  idea  to  get  back 
into  civil  life.  I  thought  I  had  had  enough  of  working  for  the  Gov- 
ernment, and  I  told  the  board  it  was  my  desire  to  resign,  if  I  could  do 
so  without  embarrassing  them,  about  October  1. 

Mr.  Kelley.  That  is  last  October?  .  . 

Mr.  Laggren.  This  same  October;  yes;  when  this  position  was 

offered  me. 

Mr.  Kelley.  But  you  will  probably  now  continue  on  until  this  sur- 
plus material  is  pretty  well  out  of  the  way? 
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Mr.  Laggren.  I  will  continue  on  as  long  as  this  thing  goes  ahead; 
I  won't  stay  with  anything  that  is  dead. 

Mr.  Kelley.  They  have  not  really  given  you  very  much  authority 
on  this  sales  position  ? 

Mr.  Laggren.  Well,  it  is  according  to  how  you  construe  that. 

Mr.  Kelley.  I  judged  from  your  testimony  this  morning  that  the 
larger  items  had  already  been  disposed  of  and  were  being  handled 
from  Washington. 

Mr.  jliaggren.  I  did  not  testify  to  that. 

Mr.  Kelley.  No  ;  possibly  not  in  that  many  words ;  but  a  part  of 
the  sales  business  is  conducted  in  Washington  and  part  through  your 
office  here? 

Mr.  Laggren.  Naturally;  ves,  sir. 

Mr.  Kelley.  Is  it  in  the  interest  of  efficiency  to  have  a  part  of  the 
business  transacted  in  Washington  and  part  in  the  district  ? 

Mr.  Laggren.  The  way  we  work  it,  it  is  very  efficient ;  yes,  sir.  As 
long  as  we  have  a  close  tie-in  with  the  list  of  the  sales  of  the  home 
office,  everything  works  in  a  very  satisfactory  manner. 

Mr.  KelixEy.  Do  you  have  some  inspectors  that  report  both  to  you 
and  to  Washington? 

Mr.  Laggren.  Well,  what  sort  of  inspectors? 

Mr.  Kelley.  Well,  I  understand  you  have  men  in  these  lumber 
yards  to  see  that  the  right  man  gets  the  right  lumber.  You  do  not 
have  jurisdiction  over  it  exactly ;  that  is,  over  all  of  it,  though  you 
have  over  part  of  it.  There  is  certain  lumber  in  the  yard  over  which 
you  have  jurisdiction  and  there  is  lumber  in  the  same  yard  they  have 
jurisdiction  over  in  the  Washington  office.  Are  there  two  men  watch- 
ing such  a  yard,  or  just  one? 

Mr.  Laggren.  No,  sir ;  there  are  not.  I  might  suggest  that  I  will 
answer  those  questions,  if  you  want  me  to.  The  head  of  my  ware- 
housing section  is  here,  and  I  expect  will  be  the  next  witness,  and  he 
can  give  you  much  more  reliable,  authentic,  and  accurate  information 
on  those  things  than  I  can. 

Mr.  Kelley.  I  judged  from  what  you  said  that  as  long  as  this 
thing  goes  ahead,  that  you  want  to  remain  with  the  Government,  but 
you  do  not  want  to  stay  with  it  after  it  is  dead. 

Mr.  Laggren.  No,  sir. 

Mr.  Kelley.  By  that  you  mean  that  you  do  not  want  to  be  merely 
a  perfunctory  officer,  ana  I  wondered  whether  or  not  there  were  signs 
of  your  being  a  perfunctory  official  ? 

Sir.  Laggren.  Absolutely  none ;  we  are  getting  more  authority  all 
the  time. 

Mr.  Kelley.  Are  there  any  materials  over  which  you  would  not 
have  jurisdiction  besides  what  you  have  testified  to  this  morning? 

Mr.  Laggren.  There  may  be  some  other  contracts  in  existence,  but 
I  am  not  sure  of  it.  Of  course,  we  have  no  jurisdiction  over  the  sale 
of  ships,  except  that  we  may  negotiate  sales  and  refer  them  to  the 
ship  sales  division. 

Mr.  Kelley.  I  should  think  you  would  have  to  know  very  definitely 
about  all  the  contracts  for  material  over  which  you  did  not  have 
jurisdiction? 

Mr.  Laggren.  I  might  know  that.  If  anything  which  has  been 
under  a  prior  contract,  that  contract  determines  the  disposition  of 
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that  material,  and  if  that  was  sold  and  completed  prior  to  my  taking 
over  the  supply  sales  division,  I  naturally  have  no  interest  in  it.  It 
it  was  contract  involving  the  sale  of  material  in  my  district  since  my 
taking  over  the  sales  division  I  would  have  an  interest  in  it.  Some 
of  those  contracts  are  still  interpreted  in  Washington.  That  was  so^ 
and  there  may  come  a  day  yrhen  they  will  turn  them  over  to  me.  1 
do  not  know.  Some  of  them  are  interpreted  in  our  district,  but  when 
the  contract  was  made  and  Negotiated  in  the  home  office,  that  is 
usually  where  the  disputes  and  arguments  entering  into  it  are  going 
to  be  brought  out.  That  is  what  1  meant  by  not  having  jurisdiction 
over  sales  made  in  the  home  office  prior  to  my  taking  over  the  district. 

Mr.  Kelm:y.  Who  is  youF  superior  in  Washington  ? 

Mr.  Laggren.  Mr.  H.  G.  Miller  and  his  executive  manager  of  ware- 
house and  sales ;  of  course,  they  are  both  higher  than  we  are. 

Mr.  Ket.IiEY.  How  long  has  Mr.  Miller  had  charge  of  the  sales  de- 
partment in  Washington  ? 

Mr.  Laggren.  He  must  have  gone  in  there  in  July,  somewhere  in 
there,  or  maybe  within  a  month  of  it.    1$  do  not  know. 

Mr.  Kelusy.  How  much  property  have  you  within  your  district 
for  sale? 

Mr.  Laggren.  I  can  not  tell  you  without  looking  at  my  records.  I 
would  not  even  attempt  to  estimate  it. 

Mr.  Kelley.  Do  you  find  any  special  confusion  growing  out  of  part 
of  this  work  being  handled  in  Washington  and  part  here  ? 

Mr.  Laggren.  I  think  we  are  thrashing  those  things  out  in  good 
shape.  If  we  are  negotiating  the  sale  of  a  ship,  Washington  agrees 
to  keep  its  hands  oflf  until  we  get  the  sale  worked  up  to  a  point  where 
it  can  be  completed,  and  then  it  goes  to  Washington  for  conclusion. 
If  people  walk  into  the  Washin^on  office  and  try  to  negotiate  bids^ 
Washington  sends  that  up  to  my  office.  I  went  aown  there  and  had 
that  out  with  them. 

Mr.  Kelley.  What  has  become  of  all  that  fabricated  steel  in  Hog 
Island?  I  think  there  is  enough  there  for  a  dozen  or  perhaps  eleven 
ships? 

Mr.  Laggren.  As  far  as  I  know,  it  is  still  there.  But  that  is  not 
authentic. 

Mr.  ICelley.  Is  not  that  under  your  jurisdiction? 

Mr.  Laggren.  Hog  Island  is  under  a  special  representative. 

Mr.  Kelley.  I  thought  Hog  Island  was  a  sort  of  a  concentration 
depot  where  all  the  material  from  various  yards  had  been  gathered 
together  ? 

Mr.  Laggren.  There  is  a  lot  of  stuff  in  there ;  a  lot  from  the  Ameri- 
can-Intemationah  and  probably  from  some  other  yards,  too. 

Mr.  Kelley.  Have  you  been  in  there  lately? 

Mr.  Laggren.  I  have  not  been  in  there  for  three  weeks  or  a  month. 

Mr.  Kelley.  Is  it  still  all  stored  beautifully  out  there  in  the  sand  ? 

Mr.  Laggren.  Oh,  I,  think  they  have  been  making  considerable 
progress  in  getting  that  stuff  where  it  belongs. 

Mr.  Kelley.  Is  some  of  it  outdoors  still  ? 

Mr.  Laggren.  I  otcss  there  is ;  there  is  bound  to  be  if  they  have 
not  got  enough  roofs  to  put  it  under. 

AG.  Kelley.  I  suppose  it  would  have  been  advantageous  to  have 
some  of  the  lumber  used  to  build  roofs? 
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Mr.  Laggren.  I  can  not  guess  on  that;  I  could  guess  on  it,  but 
what  is  the  use?     I  do  not  know. 

Mr.  Kellet.  Now,  from  your  experience  as  a  business  man,  what 
would  you  say  about  leaving  the  machinery  and  bolts,  electrical  sup- 
plies, and  various  other  perishable  stuff  out  of  doors? 

Mr.  Laggren.  I  would  say  put  it  undor. 

Mr.  Kelley  (continuing).  And  selling  the  lumber  at  the  price  we 
got  for  it  ?  • 

Mr.  Laggren.  I  would  say  put  it  under ;  but  I  do  not  know  whether 
that  stuff  is  outdoors. 

Mr.  Kelley.  If  it  is  outdoors  ? 

Mr.  Laggren.  If  it  is  outdoors,  I  would  say  certainly  cover  it  with 
something. 

Mr.  Kelley.  Was  it  outdoors  three  weeks  ago  ? 

Mr.  Laggren.  I  do  not  know. 

Mr.  Kelley.  When  you  were  down  there,  what  did  you  see  out- 
doors? 

Mr.  Laggren.  Practically  nothing ;  I  went  into  one  warehouse  and 
got  out  again.    I  was  there  on  business. 

Mr.  Kelley.  You  did  not  look  at  the  stuff  outdoors  ? 

Mr.  Laggren.  I  drove  around  and  looked  at  it. 

Mr.  Kelley.  Are  there  sheds  built  over  it,  running  down  on  that 
long  stretch  there  a  half  mile  ? 

Mr.  Laggren.  There  were  quite  a  few  sheds  down  there  with  stuff 
under  them. 

Mr.  Kelley.  But  that  did  not  come  under  your  jurisdiction? 

Mr.  Laggren.  No,  sir. 

Mr.  Kelley.  Where  is  the  stuff  under  your  jurisdiction? 

Mr.  Laggren.  All  over  the  eastern  district.  Some  of  it  is  in  ship- 
yards, some  of  it  is  in  manufacturing  plants,  some  of  it  is  in  construc- 
tion yards,  and  some  in  warehouses. 

Mr.  Kelley.  Do  you  know  how  much  rent  we  are  paying  for  actual 
storage  now? 

Mr.  Laggren.  Xo.  sir;  but  I  ciin  ijive  that  to  you  if  you  want  to 
find  out. 

Mr.  Kelley.  I  think  that  would  be  a  good  thing  to  have. 

Mr.  Laggren.  We  are  going  very  carefully  into  the  warehouse 
situation. 

Mr.  Kelley.  Have  you  got  a  good  many  feet  of  warehouse  space 
occupied  in  New  York  City? 

Mr.  Laggren.  No,  sir;  we  have  not.  We  have  one  warehouse  in 
Mew  York  City  at  Kent  Avenue,  Brooklyn,  the  rental  of  which,  I 
believe,  is  $15,000  a  year. 

Mr.  Kelley.  Where  is  your  material  in  New  York  located? 

Mr.  Laggren.  At  the  concentration  yard  at  Wilson  Point;  and 
then,  of  course,  it  is  in  lots  of  shipbuilders'  plants  and  manufacturers' 
plants  all  around  New  York. 

Mr.  Kelley.  What  State  is  Wilson  Point  in  ? 

Mr.  Laggren.  Connecticut. 

Mr.  Kelley.  How  about  the  housing  conditions  for  this  machinery 
and  these  supplies  at  Wilson's  Point  ?  Is  it  pretty  well  under  cover 
there  ? 

Mr.  Laggren.  Yes,  sir;  they  have  been  putting  Wilson's  Point  in 
pretty  good  shape.  The  stutf  was  dumped  into  the  Wilson's  Point 
plant  somewhat  promiscuously,  I  suppose,  and  I  suppose  in  the  rush 
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there  was  stuff  dumped  there  outside  which  should  have  been  put 
under  cover,  and  later  there  was  stuff  that  should  have  been  put  under 
cover  which  was  left  outside,  but  that  is  a  condition  that  I  do  not 
think  you  can  very  well  criticize  any  one  for,  as  long  as  steps  were 
taken  and  discovered  to  remedy  it.  The  stuff  must  have  been  coming 
in  there  pretty  fast. 

Mr.  Kelilby.  How  did  you  get  your  inventory  of  stuff  on  hand  ? 

Mr.  Lagoren.  We  get  that  through  the  inventory  section. 

Mr.  Kellby.  How  do  they  get  it  ? 

Mr.  Laggren.  Go  out  and  get  it,  take  it. 

Mr.  Kblley.  That  is,  they  went  to  the  concentration  yards? 

Mr.  Laggren.  Yes,  sir. 

Mr.  Kellby.  And  the  other  other  places  where  it  is  stored  and  made 
a  list  of  the  stuff  ? 

Mr.  Laggkbx.  Yes,  sir. 

Mr.  Ejexley.  How  do  they  know  they  got  all  they  ought  to  have? 

Mr.  Laggren.  I  do  not  suppose  they  know  whether  they  ^ot  every 
stick  or  not,  the  inventory  men  or  inventory  crews;  the  inventory 
men  or  inventory  crews,  I  suppose,  are  supposed  to  go  in  and  take  an 
inventory  under  the  head  of  the  inventory  section. 

Mr.  Blellby.  Is  there  any  way  they  could  check  up  with  the  ma- 
chinery and  lumber  and  other  supplies  that  were  sent  to  these  places 
in  the  first  place,  to  know  how  much  was  used  and  determine  how 
much  ought  to  be  left  there  ? 

Mr.  Laggren.  Yes,  sir;  tliere  is  an  accurate  record  kept  of  all 
those  things,  all  incoming  shipments  and  outgoing  shipments. 

Mr.  Kelley.  Of  course  there  ought  to  be,  but  are  you  sure  such  was 
the  case? 

Mr.  Laggren.  No,  sir ;  that  is  past  history  that  I  can  not  tell  you. 

Mr.  EIelley.  Does  that  inventory  which  your  inventory  people  took 
at  the  yards,  where  the  concentration  yards  are  located,  tally  pretty 
well? 

Mr.  Laggren.  Yes;  does  tally  pretty  well.  We  have  just  had  a 
new  inventory  at  Wilsons  Point  made,  and  that  inventory  should  be 
almost  typed  at  the  present  time.  That  ought  to  be  the  most  accu- 
rate Uiing  we  have  ever  had  come  out  of  Wilsons  Point. 

Mr.  Kelley.  How  much  have  you  got  in  this  fund — ^how  many 
dollars'  worth  of  material? 

Mr.  Laggren.  None  of  us  have  seen  that  inventory.  That  does  not 
interest  me^  until  I  see  it  completed — ^but  probabljr  $7,000,000  or 
$8,000,000.  I  may  be  over  a  couple  of  million.  But  in  a  few  weeks 
we  will  be  able  to  exactly  see  that  inventory. 

Mr.  Kelley.  Do  you  sell  the  steel  ? 

Mr.  Laggren.  Yes,  sir;  we  sell  steel. 

Mr.  Kelley.  What  sKape  is  the  steel  in  that  you  have  to  sell  ? 

Mr.  Laggren.  All  conditions. 

Mr.  Kelley.  But  you  have  steel  not  fabricated — that  is,  not  made 
up  for  some  particular  ship  ? 

Mr.  Laggren.  We  probably  have  very  little  unf  abricated  steel,  be- 
cause the  unf  abricated  steel,  as  I  understand,  was  included  in  the 
body  of  the  contract. 

Mr.  Kelley.  And  the  steel  made  for  some  particular  ship  is  about 

all  you  have  on  hand? 
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Mr.  Laggren.  We  have  fabricated  steel. 

Mr.  Kelley.  That  is  what  you  meant  by  that,  is  it  not? 

Mr.  Laggren.  We  have  some  structural  steel. 

Mr.  Kelley.  Where  else  have  you  got  materials  ? 

Mr.  Laggren.  We  have  also  got  material  at  Metuchen  warehouse, 
also  in  the  warehouse  at  Erie  and  the  warehouse  at  Chicago. 

Mr.  Kelley.  Does  your  jurisdiction  extend  to  Chicago? 

Mr.  Laggren.  Yes,  sir. 

Mr.  Kelley.  Have  you  any  at  Detroit  ? 

Mr.  Laggren.  We  have  no  concentration  at  Detroit;  no,  sir.  The 
material  there  is  simply  scattered  through  the  plants. 

Mr.  Kelijey.  Just  how  do  you  get  in  touch  with  customers  for 
these  materials? 

Mr.  Laggren.  We  have  what  we  call  our  mailing  list,  which  we 
attempt  to  keep  up  to  date,  which  shows  possible  purchasers  for  all 
classes  of  material.  Those  are  left  in  the  nands  of  our  salesmen,  the 
head  of  our  warehouse  and  sales  section ;  the  head  of  our  warehouse 
and  sales  section  has  that  list  which  he  works  with  always;  and  we 
get  a  statement  of  material  when  it  is  turned  over  to  us,  and  that  is 
when'we  get  jurisdiction,  inventory  certified  and  appraised.  We  will 
write  to  40  or  50  different  firms  showing  them  we  have  this  list  of 
material,  attach  a  list  to  it  minus  cost  price  and  minus  appraisal 
price — that  means  nothing  to  them ;  that  is  confidential  information. 
That  goes  out  to  all  these  people.  We  may  ask  them  to  go  over  and 
take  a  look  at  it  and  give  us  an  offer  on  it ;  we  may  say,  '*  We  are 
going  to  open  bids  on  this  on  December  10,  at  10  o'clock.  Send  in 
your  bids,  with  10  per  cent  certified  check,"  and  so  on,  whatever  the 
terms  are  going  to  be.  We  circularize  so  as  to  get  in  touch  with 
everv  possible  buyer  for  that  material. 

Mr.  Kelley.  \  ou  do  sell,  of  course,  below  the  appraised  price  ? 

Mr.  Laggren.  Yes,  sir. 

Mr.  Kelley.  And  who  finally  passes  on  such  sales  as  that  ? 

Mr.  Laggren.  There  are  a  gopd  many  rules  governing  that,  all  of 
which  I  do  not  remember.  I  do  not  attempt  to  carry  them  in  my 
head.  If  we  are  going  to  clean  out  a  small  lot  of  material  under  a 
certain  figure,  we  will  say,  $1,000,  at  a  plant  where  we  are  paying 
storage  on  it,  it  would  not  pay  us  to  take  and  move  that  across  the 
country  to  some  storage  point  if  we  can  sell  that  out  in  our  own 
judgment  below  appraisal.  Anything  which  is  sold  out  of  one  of  our 
concentration  warehouses,  if  it  is  sold  below  appraisal,-  must  go  to 
Washington  for  the  approval  of  the  oiBcials  in  Washington. 

Mr.  Kelley.  And  these  smaller  sales  your  personal  approval  is 
sufficient  ? 

Mr.  Laggren.  These  smaller  sales  on  appraisal  at  manufacturing 
plants  can  be  made  according  to  the  judgment  of  the  district  director. 

Mr.  Kelley.  When  you  were  on  the  claims  board,  what  depart- 
ment of  the  Fleet  Corporation  gave  you  your  information  upon  which 
you  could  take  the  Government's  side  of  the  case  ? 

Mr.  Laggren.  Originally  the  supply  and  sales  division  had  a  can- 
cellation section.    They  worked  up  the  cases 

Mr.  Kelley  (interposing).  You  see,  I  am  talking  now  about  the 
claims. 

Mr.  Laggren.  That  is  right ;  I  am  coming  to  it.  They  worked  up 
the  claims  for  presentation  to  our  board  on  purchase  orders.    That  is 
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not  a  contract  for  ship  construction,  but  on  the  machinery  contracts 
and  purchases  of  supplies  and  purchases  of  equipment — they  would 
work  up  the  cases  and  send  then\  in  to  our  board ;  that  is,  the  can- 
cellation section  of  the  supply  and  sales  division.  There  was  a  section 
they  called  the  cancellation  section,  which  was  attached  to  the  con- 
struction division — I  think  that  is  its  organization  attachment — ^that 
worked  up  the  claims  on  ship  contracts. 

Then,  later,  when  we  were  tryinor  to  get  matters  better  systema- 
tized, we  did  away  with  the  cancellation  section  of  the  supply  and 
sales  division  and  with  the  cancellation  division  of  the  construction 
division,  and  we  set  up  district  offices  under  the  construction  claims 
board  throughout  the  country. 

The  first  try-out  with  that  was  with  district  cancellation  claims 
and  contract  boards.  That  did  not  work.  So  we  changed  it  and 
we  put  one  man  in  each  place,  called  the  district  adjuster.  It  was 
up  to  him  to  see  that  the  claims  got  in  from  those  districts.  He  had 
a  force  of  negotiators  with  him.  He  had  at  his  services  the  district 
comptrollers.  He  worked  up  the  claims,  got  the  signatures  of  the 
district  comptrollers,  and  their  approval,  and  district  managers  and 
various  other  people  interested  and  sent  them  on  into  Washington 
to  our  board — worked  up  what  we  called  the  "recommendation." 
No  case  would  go  before  the  board  without  wha<^  we  called  the  can- 
cellation recommendation,  which  set  up  the  history  of  the  contract, 
what  was  canceled,  what  the  contractor  claimed,  discussion  on  each 
item,  why  items  were  disallowed,  how  much  the  contractor  cut  down, 
how  his  overhead  figured,  and  everything  about  the  claim. 

Mr.  Kelley.  Would  that  all  come  down  to  you  through  the  comp- 
troller's office? 

Mr.  Lagoren.  Every  claim  that  came  into  our  office  we  sent  to  the 
general  comptroller's  office.  That  claim  was  not  acted  upon  by  the 
board  until  we  got  the  comptroller's  report  on  it;  that  was  to  check 
up  on  the  bids.  Of  course,  it  was  all  supposed  to  be  audited  before- 
hand. Sometimes  claims  came  in  improperly  audited,  and  the  comp- 
troller would  want  to  find  fault  with  it  and  criticize.  So  we  adopted 
the  system,  in  order  to  prevent  trouble  after  settlement,  of  getting 
these  things  beforehand. 

Mr.  Kellet.  And  would  the  comptroller  make  a  recommendation 
as  to  what  he  claimed  should  be  allowed  ? 

Mr.  Ijaggren.  The  comptroller,  if  he  approved,  would  write  us  a 
small  letter,  which  would  go  on  file,  and  be  presented  to  the  board 
along  with  the  cancellation  recommendation,  stating  in  a  few  words 
that  he  approved  settlement  as  recommended.  If  he  disagreed  with 
any  part  of  it  he  would  state  what  his  disagreement  was,  and  we 
would  probably  send  for  his  representative  and  argue  it  out  with 
him.  Maybe  we  would  have  to  send  for  the  contractor,  and  get  the 
comptroller  and  our  people  and  the  contractor  together,  and  work 
out  something  that  was  mutually  satisfactory. 

Mr.  Kelley.  The  allowances  which  you  made  finallv  might  or 
might  not  be  in  harmony  with  the  ideas  of  the  comptroller? 

Mr.  Laggren.  Very  seldom  were  they  out  of  harmony  with  the 
ideas  of  the  comptroller,  because  the  comptroller  was  a  man  who 
had  his  hands  on  the  money  bag,  and  if  it  came  to  a  showdown, 
although  we  always  disupted  authority,  if  the  comptroller  did  not 
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think  a  claim  was  a  right  claim  it  came  pretty  near  being  held  up, 
and  usually  was  held  up. 

Mr.  KsLUET.  Where  would  it  go  then,  if  the  comptroller  could  not 
agree? 

Mr.  Lagoren.  Sometimes  it  had  to  go  to  the  board  of  trustees; 
usually  we  could  come  to  an  agreement  among  ourselves. 

Mr.  Kelley.  The  chairman  mentioned  a  few  cases  this  morning — 
the  Merrill-Stevens  case.  Did  the  comptroller  approve  that  settle- 
ment? 

Mr.  Lagorek.  I  can  not  answer ;  I  do  not  know. 

Mr.  KIelley.  And  how  about  this  White  Haven  case? 

Mr.  Lagoren.  I  can  not  answer  as  to  that.  That  is  a  canceled 
case,  and,  as  I  answered  this  morning,  I  do  not  know.  I  know  that 
the  comptroller's  man  was  in  our  board  room  day  after  day  and 
week  after  week,  and  that  he  got  all  sorts  of  statements  from  us, 
and  he  was  working  with  us  to  attempt  to  arrive  at  something. 
Whether  they  got  in  mutual  accord  on  that,  I  do  not  know. 

Mr.  Kelley.  That  was  done  after  you  left  the  board? 

Mr.  Lagoren.  During  my  regime,  but  those  were  special  cases. 

Mr.  Kelley.  You  can  not,  of  course,  carry  the  records  all  in  your 
mind. 

Mr.  Lagoren.  No. 

Mr.  Kelley.  I  do  not  remember  whether  vou  stated  who  were  the 
parties  in  interest  in  the  White  Haven  case  f 

Mr.  Lagoren.  The  names? 

Mr.  Kelley.  Yes. 

Mr.  Lagoren.  No  ;  I  do  not  know  the  names. 

Mr.  Kelley.  You  have  not  very  much  personal  knowledge  of  any 
kind  about  these  wooden  ships  or  the  hulls? 

Mr.  Lagoren.  No,  sir. 

Mr.  Kelley.  You  do  not  know  whether  or  not  any  wooden  ships 
are  being  built  now,  do  you? 

Mr.  Lagoren.  I  should  say  no;  but  I  do  not  know  whether  they 
are  or  not. 

Mr.  Kelley.  Probably  not  many  of  these  wooden-ship  yards  are 
doing  business  at  the  present  time? 

Mr.  Lagoren.  No  ;  it  is  safe  to  say  they  all  went  out  of  business. 

Mr.  Kelley.  It  would  practically  be  a  scrap  proposition,  would 
it  not? 

Mr.  Lagoren.  Yes,  sir. 

Mr.  Kelley.  That  being  the  case,  how  could  they  make  a  claim 
against  the  Government  for  $20,000  for  a  hull  on  the  ways,  and  make 
it  stick?. 

Mr.  Lagoren.  They  claimed  it  cost  them  that  to  get  it  down. 

Mr.  Kelley.  If  the  yard  is  not  any  good  only  for  scrap,  anyhow  ? 

Mr.  Lagoren.  They  want  to  turn  tne  yard  into  something  else,  and 
there  it  sets  in  the  middle  of  the  yard. 

Mr.  KjaLLBY.  I  have  seen  a  number  of  these  yards,  and  they  did  not 
look  like  they  would  be  a  very  good  place  for  residence  property  or 
anything  like  that. 

Mr.  Lagoren.  You  can  not  tell  a  man  he  is  not  going  to  use  his 
yard  for  something,  if  he  comes  in  and  tells  you  he  is  going  to  use 
that  yard  for  something? 


SHIPPING  BOABD  OPERATIONS.  2885 

Mr.  Kelley.  Unless  the  Government  built  it  in  the  first  place,  or 
advanced  large  sums  of  money  toward  it. 

Mr.  Lagorek.  Yes,  sir. 

Mr.  Kblley.  You  do  not  have  any  jurisdiction  over  the  wooden 
ships  on  this  side  offered  for  sale? 

Mr.  Laggrbn.  No,  sir.    We  attempt  to  find  customers,  and  we  do. 

Mr.  Kellbt.  Is  there  anybody  asking  for  the  purchase  of  these 
wooden  ships? 

Mr.  Laggren.  No,  sir;  but  we  did  sell  one  in  our  New  York  office 
awhile  ago. 

Mr.  Kelley.  Do  you  remember  what  you  got  for  it? 

Mr.  Laggren.  Yes ;  we  got  $45,000  for  it,  and  had  a  deuce  of  a  time 
getting  the  man  to  take  it ;  he  wanted  to  back  out  of  it. 

Mr.  Kelley.  Do  you  remember  what  percentage  that  would  be  of 
its  cost? 

Mr.  Laggri^in.  Well,  I  do  not  know  what  the  average  was  on  the 
cost,  t)ut  did  not  those  hulls  average  somewhere  around  $419,000  or 
$420,000. 

Mr.  Kelley.  That  would  be  about  10  per  cent.  You  think  that  is 
a  pretty  good  sale,  do  you? 

Mr.  Laggren.  Yes,  sir.  I. do  not  know  whether  it  was  a  fully 
completed  hull  or  not. 

Mr.  Kelley.  Do  you  know  what  the  Shipping  Board  asked  for 
those  hulls  out  there  in  Lake  Union  ? 

Mr.  Laggren.  What  they  are  asking  ? 

Mr.  Keli^y.  Yes. 

Mr.  Laggren.  No,  sir;  but  I  suppose  if  they  had  been  allowed  to 
sell  them  a  year  ago  they  would  be  a  whole  lot  better  off  than  they 
are  now. 

Mr.  ICelijey.  What  could  they  have  gotten  for  them  a  year  ago, 
do  you  think,  Mr.  Laggren? 

Mr.  Laggren.  They  might  have  gotten  $40,000  or  $50,000  for  them, 

Mr.  Kjell:5Y.  Wliere  are  the  hulls  stored  on  this  coast  ? 

Mr.  Laggren.  A  lot  of  them  are  at  Wilsons  Point — seven  or  eight 
of  them  are  tied  in  there  at  Wilsons  Point 

Mr.  Kelley.  Those  are  in  your  territory,  but  not  under  your  juris- 
diction, except  that  you  would  be  glad  to  sell  them  if  anybody  made 
application  ? 

Mr.  Laggren.  Yes,  sir. 

Mr.  Kelley.  Do  you  know  what  you  did  with  the  machinery  which 
we  had  on  hand  for  the  hulls? 

Mr.  Laggren.  We  are  willing  to  sell  one  of  the  hulls,  and  we  will 
sell  the  machinery  extra  that  is  not  in  it. 

Mr.  Keli^y.  I)o  you  have  jurisdiction  over  the  machinery? 

Mr.  Laggren.  Yes,  sir. 

Mr.  Kelley.  I  should  think  the  same  man  who  has  jurisdiction 
over  the  hulls  ou^ht  to  have  jurisdiction  oyer,  the  machinery. 

Mr.  Laggren.  That  is  a  matter  of  organization. 

Mr.  Kelley.  What  do  you  think  ? 

Mr.  Laggren.  I  would  just  as  leave  have  jurisdiction  over  the 
ships. 

Mr.  Kelley.  Or  the  man  who  has  jurisdiction  over  the  sale  of  the 
ships,  why  should  he  not  have  the  machinery  that  goes  into  it  ? 


2886  SHIPPING  BOABD  OPERATIONS. 

Mr.  Laggren.  You  see  that  does  not  affect  us  any.  If  the  home 
office  sell  a  hull  without  machinery,  they  have  to  sell  the  machinery 
also. 

Mr.  Kelley.  Simply  directs  you  to  deliver  it? 

Mr.  Laggrex.  Sure.    They  have  got  it  all  right  in  their  hands. 

Mr.  Kelley.  But  in  negotiating  a  contract  with  the  probable  pur- 
chaser he  would  undoubtedly  go  to  Washington  rather  than  to  bother 
with  you  under  those  conditions,  because  he  would  first  have  to  make 
an  arrangement  for  the  hull  ? 

Mr.  Laggren.  He  probably  would,  though  we  would  w^ork  up  the 
negotiation  and  prepare  the  man  and  get  him  in  shape  and  get  him 
up  to  the  point  where  his  proposition  is  worth  something. 

Mr.  Kelley.  You  do  not  think  this  division  of  authority,  one 
agent  selling  the  hulls  and  another  selling  the  machinery — ^tends  to 
delay  the  whole  proposition  of  selling  these  ships,  do  you? 

Mr.  Laggren.  No,  sir;  I  do  not  think  that  affects  it  a  particle;  I 
think  it  is  all  right. 

Mr.  Kelley.  Very  often  during  the  war  we  would  hear  men  com- 
plain about  having  to  go  from  one  agency  to  another,  nnd  that  they 
were  never  able  to  quite  finish  up  negotiating  a  contract.  Is  not  this 
something  like  that?  . 

Mr.  Laggren.  A  lot  of  those  things  are  done  away  with,  because 
we  are  realizing  that  we  must  get  cooperation  and  coordination  or 
we  will  never  get  anywhere,  so  we  are  getting  it. 

Mr.  Kelley.  There  are  some  men  in  your  district  who  are  charged 
with  the  respunsibility  of  carrving  out  the  Barde  contracts,  are 
there? 

Mr.  Laggren.  Only  in  a  supervisory  capacity,  that  is  all. 

Mr.  Kelley.  To  whom  do  they  report? 

Mr.  Laggren.  On  the  Barde  contract  itself — right  into  Wash- 
ington. 

Mr.  Kelley.  They  are  not  under  your  supervision  at  all? 

Mr.  Laggren.  Yes ;  because  they  do  a  lot  of  my  w^ork. . 

Mr.  Kelley.  You  employ  them,  do  you  ? 

Mr.  Laggren.  Yes,  sir :  they  are  employed  in  my  office. 

Mr.  Kelley.  I  know ;  but  do  you  employe  them  ? ' 

Mr.  Laggren.  Yes ;  sure,  I  employ  them. 

Mr.  Kelley.  Do  you  hire  and  discharge  inspectors  at  will  ? 

Mr.  Laggren.  Inspectors — that  is  a  very  vague  term.  I  do  not 
know  what  you  mean  by  that. 

Mr.  Kelley.  Whatever  it  is  that  you  call  these  men  who  see  that 
the  contract  is  properly  carried  out  t 

Mr.  Laggren.  Yes ;  1  can  discharge  them  at  will. 

Mr.  Kelley.  And  these  men  are  not  appointed  from  Washington 
who  have  charge  of  the  Barde  contract  ? 

Mr.  Laggren.  Not  the  men  in  my  district ;  no. 

The  Chairman.  You  said  something  about  this  material  at  Wil- 
sons Point  having  been  piled  in  there  pretty  fast,  Mr.  Laggren  ? 

Mr.  Laggren.   1  es,  sir. 

The  Chairman.  What  was  the  cause  of  that  ? 

Mr.  Laggren.  Canceled  ship  contracts. 

The  Chairman.  They  went  there  from  the  various  shipyards? 
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Mr.  Laggren.  A  lot  of  it  went  there  from  the  various  shipyards, 
and  a  lot  came  from  the  persons  who  would  have  a  lot  shipped  to 
the  shipyards — ^there  it  was  ready  for  delivery. 

The  (3hairman.  From  the  manufacturers? 

Mr.  Laggren.  Yes,  sir. 

The  Chairman.  In  the  shipyards  they  had  buildings  where  a  lot 
of  this  machinery  could  be  stored,  did  they  not  ? 

Mr.  Laggren.  I  presume  so. 

The  Chairman.  You  have  visited  some  of  the  shipyards  where 
there  were  buildings  that  this  material  could  have  been  stored  tem- 
porarily ? 

Mr.  Laggren.  Very  few  of  the  shipyards.  I  have  only  visited 
Hog  Island  and  Merchant  Ship ;  I  never  had  time  to  get  out  and  visit 
any  of  them ;  I  did  not  need  to. 

The  Chairman.  You  said  you  thought  there  was  more  coordina- 
tion and  cooperation  being  shown  with  reference  to  closing  up  these 
matters  than  when  you  first  went  in  the  board ;  is  that  so  ? 

Mr.  Laggren.  Yes,  sir. 

The  Chairman.  And  that  within  a  few  months  you  thought  the 
cancellations  and  supply  matters  might  be  fixed  up  ? 

Mr.  Laggren.  No,  sir;  I  do  not  think  that  applies  to  supply  and 
sales  division.  . 

The  Chairman.  Not  in  the  supply  and  sales  division  ? 

Mr.  Laggren.  No,  sir. 

The  Chairman.  You  meant  to  the  cancellation  of  them  ? 

Mr.  Laggren.  To  construction  and  claims  board. 

The  Chairman.  How  about  sales  and  supplies  ? 

Mr.  Laggren.  That  is  going  to  continue  for  some  time. 

The  Chairman.  Do  you  think  that  if  the  board  reduced  its  prices 
materially  on  a  lot  of  its  material  that  it  would  hasten  the  disposi- 
tion of  it? 

Mr.  Laggren.  No,  sir;  I  do  not  think  we  ought  to  reduce  prices; 
I  think  we  ought  to  staj^  right  in  the  market.  We  must  stay  up  and 
know  what  the  market  is,  and  just  because  people  are  buying  from 
the  Government  they  must  not  expect  we  are  going  to  give  the  stuff 
away. 

The  Chairman.  You  think  that  it  would  be  more  advantageous 
for  the  Government  for  them  to  keep  up  near  the  market  on  this 
material  that  is  available  for  sale  and  keep  its  organization,  even 
though  it  took  a  little  longer  to  dispose  of  it  ? 

Mr.  Laggren.  I  certainly  do ;  yes,  sir. 

The  Chairman.  In  the  long  run  they  would  have  to  charge  off 
less? 

Mr.  Laggren.  Yes,  sir. 

The  Chairman.  Are  you  called  in  by  Mr.  Miller  or  his  assistant 
for  conference  or  consultation  on  matters  of  policy? 

Mr.  Laggren.  Yes,  sir. 

The  Chairman.  Are  you  present  when  other  district  managers  are 
there,  too?     Do  you  have  a  general  conference,  or  is  just 

Mr.  Laggren  (interposing).  We  have  had  no  general  conference 
since  I  have  been  with  the  supply  and  sales  division. 

The  Chairman.  So  you  do  not  know  whether  the  same  policy  that 
applies  to  your  district  is  being  pursued  in  other  sections  of  the 
country  ? 
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Mr.  Lagqren.  I  know  that  Mr.  Miller  is  very  actively  engaged  in 
putting  all  his  districts  on  what  he  believes  to  be  a  solid  l)usiness 
basis. 

The  Chairman.  They  have  not  been  heretofore,  have  they? 

Mr.  Lagoren.  Naturally  not.  In  a  mushroom  corporation  there 
have  been  lots  of  evils  that  always  take  a  man  who  is  going  to  get 
into  the  thing  personally  to  stop — whether  Government  corporation 
or  private  corporation 

The  Chairman  (interposing).  Yes;  but  these  contracts  were  can- 
celed some  two  years  ago. 

Mr.  Lagoren.  Yes,  sir. 

The  Chairman.  And  you  say  there  is  more  cooperation  and  co- 
ordination now  than  there  has  been  previously  ? 

Mr.  Lagoren.  Yes,  sir. 

The  Chairman.  Do  you  not  think  that  the  shipping  of  vast  quan- 
tities of  material — machinery,  pumps,  dynamos,  engines,  lifeboats, 
and  other  materials — into  these  concentration  plants  and  dumping 
them  down  in  the  sand  without  protection  from  the  weather,  in  many 
instances  without  any  inventory  or  check  up  being  made  or  the  ma- 
terial, could  have  been  avoided  in  the  first  instance? 

Mr.  Lagoren.  I  would  want  to  know  before  I  answered  that  all 
the  conditions  which  led  to  those  shipments. 

The  Chairman.  Do  you  think  there  ought  to  have  been  any  con- 
ditions that  would  have  permitted  millions  of  dollars  worth  of  prop- 
erty being  handled  in  that  way,  in  such  haste  and  with  such  disre- 
gard of  proper  care  for  it? 

Mr.  Lagoren.  No.  When  you  come  right  down  to  it  there  is  no 
excuse  for  carelessness  in  the  handling  oi  property. 

The  Chairman.  You  have  seen,  you  say,  at  Wilsons  Point  and 
Hog  Isand 

Mr.  Lagoren  (interposing).  I  did  not  say  Hog  Island. 

The  Chairman.  I  beg  pardon;  I  thought  you  said  you  drove 
around  the  property  at  Hog  Island  down  sJong  that  neck,  the  lowei 
end  of  Hog  Island.  Have  you  ever  been  down  there — walked  down 
through  there  and  seen  the  material  ? 

Mr.  Lagoren.  No;  I  have  never  walked  down  through;  I  went 
down  through  one  or  two  in  an  automobile. 

The  Chairman.  And,  of  course,  you  are  not  familiar  with  the  con- 
ditions on  the  Pacific  coast;  you  have  never  visited  that  coast? 

Mr.  Lagoren.  No,  sir. 

The  Chairman.  By  whom  were  you  appointed  to  your  present 
position  ? 

Mr.  Lagoren.  By  O.  G.  Thompson,  who  was  acting  director  of 
supply  and  sales  division  during  Mr.  Miller's  absence  on  the  Pacific 
coast. 

Mr.  Kelley.  Under  Barde's  contract,  did  he  buy  the  supplies  out- 
right from  the  Government? 

Mr.  Lagoren.  What  do  you  mean  by  "buying  outright"? 

Mr.  Kelley.  What  i§  it,  a  lump-sum  price  ? 

Mr.  Lagoren.  The  original  contract? 

Mr.  Kelley.  The  one  he  is  operating  under  now  for  the 

Mr.  Lagoren.  I  believe  he  did. 

Mr.  Kelley.  How  about  the  last  contract  ? 
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Mr.  Laggren.  No,  sir;  that  is  on  a  percentage  basis. 

Mr.  Kellet.  Under  that  contract,  who  fixes  the  prices  at  which 
he  is  to  sell  them  ? 

Mr.  Laggren.  That  he  is  to  sell  at? 

Mr.  Keuuet.  Yes. 

Mr.  Laggren.  I  do  not  know. 

Mr.  Kellet.  You  say  he  gets  a  percentage  of  the  sales? 

Mr.  Laggren.  Yes. 

Mr.  KelIiEy.  And  he  conducts  the  sales? 

Mr.  Laggren.  Yes,  sir.  " 

Mr.  Kelx£t.  Do  you  not  know  the  general  terms  under  which  he 
sells? 

Mr.  Laggren.  No;  I  do  not.  I  have  only  heard  through  hearsay 
and  in  a  very  general  way  the  terms  of  the  proposed  west  coast. 
Barde  deal.  I  do  not  even  know  whether  it  is  consummated  or  not. 
Eventually,  if  the  contract  is  ever  drawn,  I  will  get  it  and  read  it 
carefully  for  my  own  information. 

Mr.  Kellet.  I  judge  from  what  you  said  you  thought  all  the  sup- 
plies ought  to  be  sold  as  near  the  market  price  in  the  commercial 
world  as  possible  ? 

Mr.  Laggren.  I  said  I  did  not  think  we  should  knock  down  our 
prices. 

Mr.  K[elley.  You  do  not  know  whether  or  not  Mr.  Barde  could 
knock  the  prices  down  or  not? 

Mr.  Laggren.  No;  but  I  do  not  see  how  he  could.  I  have  this 
much  confidence  in  my  superiors  that  when  they  draw  their  contract 
with  Barde  it  will  amply  protect  the  United  States  Shipping  Board. 

Mr.  Kellet.  And  that  you  will  expect  to  find  there  a  provision 
reauiring  him  to  sell  as  near  market  price  as  possible? 

Mr.  Laggren.  I  would  expect  to  find  some  provisions  in  there 
protecting  the  Shipping  Board  as  to  prices. 

Mr.  Kellet.  You  have  not  any  knowledge  about  that  ? 

Mr.  Laggren.  No,  sir. 

Mr.  Kellet.  Did  you  have  anything  to  do  with  reinstating  can- 
celed contracts? 

Mr.  Laggren.  The  construction  claims  board  frequently  recom- 
mended the  reinstatement  of  canceled  contracts;  yes,  sir. 

Mr.  Kellet.  Are  you  familiar  with  the  reinstatement  of  the 
Diesel  engine  contract  out  in  San  Francisco  or  Oakland  ? 

Mr.  Laggren.  I  was,  a  little,  at  the  time,  but  I  have  forgotten  all 
the  details  of  that.    That  was  a  long  while  ago. 

Mr.  Kellet.  You  do  not  know  now  why  that  was  done  ? 

Mr.  Laggren.  In  general,  they  figured  out  the  cancellation  costs, 
what  we  would  have  to  pay  if  we  accepted  the  cancellation  and  paid 
the  man  his  regular  cancellation  allowances  and  compared  it  with  the 
cost  of  completing  the  engines,  and  the  balance  was  in  favor  of  rein- 
stating the  engines  and  taking  them  as  completed  units  and  seeing 
what  we  could  do  with  them. 

Mr.  Kellet.  What  will  the  Government  do  with  these  engines 
when  it  gets  them  ? 

Mr.  Laggren.  That  is  one  of  the  problems  that  the  supply  division 
has  got  to  face. 


2890  SHIPPING  BOARD  OPERATIONS. 

Mr.  Kelley.  They  will  go  into  the  salvage  yard  to  be  sold,  will 
they  not? 

Mr.  Laggren.  We  do  not  know  where  they  will  go  yet. 

Mr.  Kelley.  They  are  not  building  them  for  any  ships  at  all  ? 

Mr.  Laggren.  No.  Do  you  get  the  point  on  the  reinstatement? 
You  must  always  compare  cost  of  completion  with  your  cost  of  can- 
cellation, and  if  it  is  not  going  to  cost  you  as  much  to  complete  as  it 
is  to  pay  your  cancellation  costs,  Avhatever  you  can  make  out  of  your 
product  is  going  to  be  a  little  extra  for  the  United  States  Govern- 
ment. 

Mr.  lOiLLEY.  This  contract  has  been  running  along  for  a  couple  of 
years,  has  it  not,  since  the  war  ended  ? 

Mr.  Laggren.  I  do  not  know  about  that. 

Mr.  Kelley.  Were  these  Diesel  engines  so  near  finished  two  years 
ago  that  they  are  still  being  delivered? 

Mr.  Laggren.  That  problem  did  not  come  to  the  board  two  years 
ago. 

Mr.  Kelley.  When  did  that  come  up  ? 

Mr.  Laggren.  This  past  winter,  when  I  was  in  Washington. 

Mr.  Kelley.  Why  did  they  not  stop  construction  on  th6se  men 
when  they  stopped  construction  of  other  things  when  the  armistice 
was  signed  ? 

Mr.  Laggren.  That  is  another  question  I  can  not  answer. 

Mr.  Kelley.  That  was  not  a  matter  for  vou  to  decide  ? 

Mr.  Laggreni  No,  sir. 

Mr.  Kelley.  And  you  have  no  information  as  to  why  it  was  not 
done? 

Mr.  Laggren.  No,  sir. 

Mr.  Kelley.  Who  would  know  about  that  ? 

Mr.  Laggren.  I  imagine  the  construction  of  those  Diesel  engines — 
I  do  not  know  whether  that  would  come  under  construction  division 
or  supply  and  sales.  That  was  a  building-up  program  and  I  did  not 
come  with  them  until  they  began  tearing  down. 

The  Chairman.  Just  a  single  question,  Mr.  Laggren.  You  stated 
that  some  of  these  shipbuilders  who  wanted  the  hulls  taken  off  the 
ways  represented  that  they  wanted  to  use  the  property  for  some- 
thing else  ? 

Mr.  Laggren.  Yes. 

The  Chairman.  Do  you  know  how  many  of  these  shipyards  there 
are  where  that  claim  was  set  up  which  remained  in  the  same  condi- 
tion as  they  did  when  the  hulls  were  removed  ? 

Mr.  Laggren.  No,  sir ;  I  do  not.   I  would  like  to  know,  but  I  do  not. 

The  Chairman.  Do  you  know  how  many  of  these  shipyards  there 
are  where  the  hulls  have  been  removed  under  the  Kogers  agreement 
have  been  converted  to  other  uses  since  then  ? 

Mr.  Laggren.  No,  sir. 

The  Chairman.  I  think  that  is  all,  Mr.  Laggren. 

TESTIHONY  OF  MB.  EAOS  JOHNSODT. 

(The  witness  was  duly  sworn  by  the  chairman.) 
The  Chairman.  What  is  your  name,  Mr.  Johnson? 
Mr.  Johnson.  Eads  Johnson. 
The  Chairman.  Where  do  you  reside? 
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Mr.  Johnson.  Univereity  Club,  New  York. 

The  Chairman.  What  is  your  business? 

Mr.  Johnson.  Consulting  marine  engineer  and  naval  architect. 

The  Chairman.  By  whom  are  you  employed? 

Mr.  Johnson.  It  is  my  own  business. 

The  Chairman.  You  are  in  business  for  yourself? 

Mr.  Johnson.  Yes,  sir. 

The  Chairman.  Were  y^u  formerly  connected  with  the  Emer- 
gency Fleet  Corporation? 
Mr.  Johnson.  Yes,  sir. 

The  Chairman.  Or  the  United  States  Shipping  Board? 

Mr.  Johnson.  Yes.  sir. 

The  Chairman.  When  did  you  first  enter  their  employment  ? 

Mr.  Johnson.  In  April,  19i7. 

The  Chairman.  How  long  did  vou  continue  with  them? 

Mr.  Johnson.  Until  about  October,  1917. 

The  Chairman.  In  what  capacity? 

Mr.  Johnson.  District  officer  here  in  New  York. 

The  Chairman.  Of  what  did  your  duties  consist? 

Mr.  Johnson.  I  was  detailecf  here  to  take  entire  charge  of  the 
contracts,  the  letting  of  contracts,  and  supervision  over  the  shipyards 
in  this  district. 

The  Chairman.  You  let  what  sort  of  contracts? 

Mr.  Johnson.  Contracts  for  wood  and  steel  ships  or  anything  that 
came  before  me  at  that  time. 

The  Chairman.  You  let  contracts  for  the  construction  of  ships? 

Mr.  Johnson.  We  have  the  vise  of  contracts,  you  may  say.  We 
got  them  prepared  and  made  our  recommendations.  Then  they  went 
before  Gen.  Goethals,  and  he  was  to  approve  them. 

The  Chairman.  Well,  what  contracts  here  in  New  York  do  you 
recall  that  you  viseed  or  recommended  being  let? 

Mr.  Johnson.  I  think  there  was  a  contract  with  the  Johnson 
Shipyards  on  Staten  Island  for  some  wooden  ships. 

The  Downey  contract  came  before  me  at  that  time,  but  I  had  noth- 
ing to  do  with  that,  it  was  given  to  Mr.  Downey  in  Washington.  We 
had  a  contract  with  the  Kingston  Shipbuilding  Co.,  at  Kingston, 
N.  Y.  Another  contract  was  given  to  Mr.  Simon  Lake,  the  Housa- 
tonic  Shipbuilding  Co..  which  came  under  me,  but  I  did  not  have  the 
giving  of  that  contract. 

Mr.  C.  W.  Morse's  yard  at  Noank,  Conn. — or  not  at  Connecticut, 
Groton;  that  came  under  me  at  the  time.  I  do  not  recall  just  all  the 
other  contracts  we  had  to  do  with. 

The  Chairman.  Who  appointed  you  ? 

Mr.  Johnson.  Mr.  Denman. 

The  Chairman.  Did  you  have  anything  to  do  with  drawing 

Mr.  Johnson.  Oh,  I  should  qualify  that  statement.  Mr.  Denman 
called  me  to  Washington;  Mr.  Denman  and  Mr.  Brent,  vice  chair- 
man.   When  I  went  down  there  Gen.  Goethals  employed  me. 

The  Chairman.  He  gave  you  your  assignment  ? 

Mr.  Johnson.  And  he  gave  me  the  assignment  here  in  New  York ; 
yes,  sir. 

The  Chairman.  And  you  were  there  from  April  to  October,  1917  ? 

Mr.  Johnson.  About  that  time.  I  recall  I  found  the  appointment, 
I  think  it  was  dated  April  11,  but  I  could  not  find  the  letter  of  • 
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acceptance  of  my  resignation  by  Admiral  Capps.    It  was  in  October, 
I  think. 

The  Chairman.  Did  you  resign  voluntarily  ? 

Mr.  Johnson.  Yes,  sir;  I  resigned  several  times  before  it  was 
finally  accepted. 

The  Chairman.  And  what  business  did  you  go  into  then  ? 

Mr.  Johnson.  I  went  back  into  my  own  business,  consulting  naval 
architecture  and  marine  engineering. 

The  Chairman.  How  would  you  nnd  out,  when  a  contract  was  sub- 
mitted to  the  Shipping  Board,  as  to  whether  it  should  be  awarded 
or  not,  or  had  been  awarded? 

Mr.  Johnson.  Will  you  state  that  question  again,  please? 

(The  question  was  read.) 

Mr.  Johnson.  A  contract — a  copy  of  the  contract  was  sent  to  me 
from  Washington. 

The  Chairman.  Well,  were  you  ever  instructed  to  place  contracts 
by  telcOTaph? 

Mr.  Johnson.  No,  sir;  we  placed  no  contracts  bv  telegraph. 

The  Chairman.  Did  you  ever  do  any  work  here  for  the  Shipping 
Board  after  you  left  the  Fleet? 

Mr.  Johnson.  No,  sir. 

The  Chairman.  What? 

Mr.  Johnson.  No,  sir ;  it  was  not  for  the  Shipping  Board  at  that 
time. 

The  Chairman.  What  was  it? 

Mr.  Johnson.  Mr.  Morse  called  me  in  and  asked  me  to  go  to 
Alexandria  to  look  over  a  shipbuilding  site,  which  I  did,  and  ac- 
companied him  to  Washington,  looked  over  his  site,  and  approved 
of  it,  and  gave  him  soil;  of  a  layout  of  his  yard ;  gave  him  two  days 
of  service,  and  that  is  all  there  was  to  it. 

The  Chairman.  That  is  all  you  had  to  do  with  that? 

Mr.  Johnson.  That  is  all  I  had  to  do  with  it ;  jes^  sir. 

The  Chairman.  Are  you  familiar  with  the  early  history  and  work- 
ing of  the  Fleet  Corporation  ? 

Mr.  Johnson.  I  think  so,  fairly  so,  from  recollection  only. 

The  Chairman.  What  was  the  procedure  in  the  awarding  of  con- 
tracts ? 

Mr.  Johnson.  I  did  not  have  very  much  to  do  with  that,  Congress- 
man. I  was  at  the  other  end  of  the  line,  except  when  I  first  started 
out,  Mr.  Brent  telephoned  and  asked  me  to  come  to  Washington, 
which  I  did.  I  met  Mr.  Brent  and  Mr.  Denman,  and  I  met  the  rest 
of  the  Shipping  Board.  They  decided  they  were  going  to  build  a 
fleet  of  wooden  vessels,  and  they  wanted  to  find  out  just  what  the 
possibilities  were  through  the  South. 

Shortly  after  that,  I  think,  I  was  in  Washington  a  couple  of  days, 
and  Gen.  Goethals  came  there  and  took  charge,  and  he  told  me  at  the 
time  it  was  his  understanding  that  I  was  to  take  a  trip  through  the 
South  to  look  over  the  possibilities.  And  I  left  and  went  direct  to 
New  Orleans,  without  any  instructions,  but  he  was  to  wire  me  in- 
structions when  I  got  there.  I  had  a  man  go  through  Texas,  along 
the  Texas  coast,  my  brother  Warren  Johnson,  and  report  back  to 
New  Orleans  to  me,  to  let  me  know  what  he  could  find;  and  I  had 
^another  man,  Ollinger,  from  Mobile,  who  went  over  to  Pensacola 
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from  Mobile  and  met  me  in  New  Orleans,  so  that  we  could  get  a 
•quick  survey  of  the  whole  situation  down  there. 

While  I  was  in  New  Orleans  I  took  a  trip  over  to  Ernest  Janke's 

glace,  which  was  a  place  over  on  the  Chefuncta  River,  across  Lake 
*onchartrain ;  so  I  telegraphed  after  seeing  Mr,  Janke's  site,  I 
thou^t  he  was  worth  while  starting,  and  at  that  time  it  is  my  recol- 
lection that  I  gave  a  contract,  or  gave  an  order,  an  authority  for 
ways  only ;  but  the  ways  were  to  be  started,  ship  contracts  would  be 
forthcoming. 

After  I  got  through  with  Mr.  Janke  I  wrote  out  a  telegram  and 
sent  it  on  to  Washington  to  get  approval^  if  I  could  give  nim  such 
a  letter  or  such  a  telegram,  such  authority;  and  I  got  an  answer 
back  that  it  was  perfectly  all  right  to  give  it  to  him.  That  was  the 
wav  he  started  on  his  wooden-ship  contract. 

While  I  was  in  New  Orleans  I  got  a  telegram  from  Washington 
directing  me  to  go  straight  to  Savannah — that  there  was  a  man  there 
who  was  going  to  build '50  ships — wanted  to  build  hO  ships  immedi- 
ately. So  I  had  to  break  all  of  my  arrangements  and  go  to  Sa-. 
vannah.  I  met  a  Mr.  Salas  there,  and  I  rode  up  and  down  the 
river,  and  I  did  not  see  anything  but  the  banks  of  the  river,  so  I' 
was  not  very  enthusiastic  albout  giving  Mr.  Salas  any  contract  for 
50  ships.  So  I  telegraphed  on,  and  the  telegram  came  back  to  give 
him  5  or  10  ships— I  do  not  know  what  it  was,  but  I  qualified  that 
into  ways — and  we  got  him  started,  or  supposedly  so. 

There  was  another  man  there  named  Wayne  Cunningham  who 
had  a  pretty  good  little  wooden  shipyard  at  the  time.  He  was 
building  a  large  schooner,  and  he  asked  for  a  similar  letter,  and  I 
think  he  got  a  similar  authority  for  two  ways;  but  I  telegraphed 
and  got  authority  to  go  through  with  it  in  each  case. 

From  there  I  went  to  Jacksonville,  Fla.,  and 

The  Chairman.  Just  before  you  take  up  Jacksonville,  did  these 
men  have  plants  established? 

Mr.  Johnson.  Salas  did  not  have  a  plant ;  no,  sir. 

The  Chairman.  Did  you  pick  out  the  site  of  the  plant? 

Mr.  Johnson.  I  looked  over  his  site. 

The  Chairman.  Did  you  pick  out  the  site? 

Mr.  Johnson.  No,  sir. 

The  Chairman.  Who  did  ? 

Mr.  Johnson.  Mr.  Salas. 

The  Chairman.  Without  approval  on  the  part  of  anybody  repre- 
senting the  Shipping  Board  ? 

Mr.  Johnson.  He  showed  me  the  site  where  he  proposed  to  put 
up  a  shipyard,  and  asked  if  that  was  all  right.  I  said  it  would  make 
a  very  good  site,  although  there  were  miles  of  it  that  would  make 
just  as  good  a  site. 

The  Chairman.  Did  you  tell  him  that  without  making  any  survey 
as  to  the  depth  of  the  river  or  the  exact  location  of  the  ways? 

Mr.  Johnson.  Oh,  no ;  we  went  over  the  ground. 

The  Chairman.  Was  the  plant  later  constructed  at  the  point  you 
had  inspected? 

Mr.  Johnson.  According  to  the  records  which  are  on  file— they 
should  be — ^telegrams  back  and  f ortji — ^the  contract  was  never  given ; 
that  is,  it  was  never  approved  of,  because  when  I  got  back  to  Wash- 
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ington  and  told  Gen.  Goethals,  reported  to  him,  why,  he  said  that  he 
did  not  know  that  I  had  left  New  Orleans. 

The  Chairman.  Who  wired  you  these  instructions  to  go  to  Sa- 
vannah ? 

Mr.  Johnson.  He  finally  sent  for  Mr.  Eustis,  who  was  then  acting 
as  an  assistant  general  manager,  I  think  he  called  himself,  and  he 
had  been  sending  all  these  telegrams  in  reply  to  mine,  without  my 
knowledge,  of  course. 

The  Chairman.  Was  Gen.  Goethals's  signature,  or  was  the  name 
of  Gen.  Goethals  affixed  to  the  telegrams? 

Mr.  Johnson.  I  think  they  are  all  signed  "  Goethals." 

The  Chairman.  And  you  had  been  sent  down  there  under  tele- 
graphic instructions,  presumably,  from  Gen.  Goethals,  and  upon  your 
return  to  Washington  was  told  that  he  did  not  know  you  had  left 
New  Orleans? 

Mr.  Johnson.  Yes,  sir. 

The  Chairman.  Who  was  Mr.  Eustis. 

Mr.  Johnson.  I  think  the  records  will  show  that.  I  could  not  tell 
you  exactly  who  he  is.  I  met  him  down  there  with  the  rest  of  them. 
He  seemed  to  be  a  sort  of  an  adviser  to  the  Shipping  Board.  There 
were  two  men,  Eustis  and  Clark,  who  came  down  there  \^ith  a  won- 
derful idea  of  building  1,000  wooden  ships.  If  they  built  1,000,000 
rowboats  it  would  have  taken  1,000,000  torpedoes  to  have  sunk  them, 
and  they  had  the  same  idea  about  building  wooden  ships;  so  they 
thought  the  more  wooden  ships  they  would  build  the  more  torpedoes 
it  would  take. 

The  Chairman.  You  left  Savannah  and  went  to  Jacksonville  ? 

Mr.  Johnson.  Yes,  sir. 

The  Chairman.  Under  instructions? 

Mr.  Johnson.  Yes,  sir. 

The  Chairman.  Presumably  from  the  general? 

Mr.  Johnson.  Some  of  those  telegrams  are  probably  signed  "  Eus- 
tis." I  do  not  recall  just  who  signed  all  of  them,  but  I  was  acting 
under  the  authority  from  Washington,  their  telegrams  show. 

The  Chairman.  What  did  you  do  at  Jacksonville? 

Mr.  Johnson.  I  went  all  over  Jacksonville ;  got  there  7  o'clock  at 
night,  and  in  the  morning,  at  4.35, 1  got  out  with  Mr.  Cummer,  of  the 
Cummer  Lumber  Co.,  and  looked  over  Jacksonville,  and  caught  th« 
9  o'clock  train  for  Brunswick,  without  giving  any  authority  down 

there  at  all. 

The  Chairman.  You  went  to  Brunswick,  then  ? 

Mr.  Johnson.  Yes,  sir. 

The  Chairman.  Under  orders? 

Mr.  Johnson.  Yes,  sir. 

The  Chairman.  What  did  you  do  at  Brunswick? 

Mr.  Johnson.  I  met  the  Brown  Bros.,  I  think  they  call  themselves, 
and  I  had  instructions  to  give  them  a  contract,  and  I  think  they  had 
a  yard  thei'e,  the  Brunswick  Shipbuilding  Co^,  or  some  such  place, 
I  have  forgotten  the  name  of  it ;  and  I  gave  them  an  order  for  two 
ways,  or  something  of  the  sort. 

'The  Chairman.  A  contract,  do  you  mean? 

Mr.  Johnson.  An  authority  tggp  ahead  on  two  ways. 

The  Chairman.  Authority.    Wnere  did  you  go  from  there  ? 
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Mr.  Johnson.  I  went  straight  back  to  Washington. 

The  Chairman.  Did  you  ever  approve  any  sites  for  a  yard  at  any 
other  points  down  South? 

Mr.  Johnson.  No,  sir. 

The  Chair3ian.  Never  approved  any  cite  at  Jacksonville? 

Mr.  Johnson.  No,  sir.  I  say  that  without  records.  All  of  these 
records  and  the  entire  corespondence  was  brought  back  with  me  to 
Washington  when  I  returned,  and  there  might  nave  been  some  that 
I  am  begging  the  question  now,  I  am  not  sure.  I  do  not  recollect 
giving  anything  in  Jacksonville. 

The  Chairman.  How  long  did  you  stay  at  Savannah  ? 

Mr.  Johnson.  During  the  day. 

The  Chairman.  And  that  is  all  the  inspection  you  made? 

Mr.  Johnson.  Yes,  sir. 

The  Chairman.  Before  you  recommended  some  shipyards  there. 
Oh,  you  got  orders,  did  you? 

Mr.  Johnson.  Yes,  sir. 

The  Chairman.  To  give  the  authority? 

Mr.  Johnson.  Yes,  sir. 

The  Chairman.  And  that  is  the  gentleman  who  wanted  to  build 
50  ships? 

Mr.  Johnson.  Yes,  sir.   . 

The  Chahiman.  Wooden  ships? 

Mr.  Johnson.  That  is  right. 

The  Chairman.  And  at  Brunswick  you  gave  authority  for  two 
ways? 

Mr.  Johnson.  I  think  so. 

The  Chairman.  And  that  was  all  the  inspection  you  made,  just  one 
day  there  ? 

Mr.  Johnson.  Yes,  sir. 

The  Chairman.  And  in  New  Orleans  you  had  also  given  authority 
for  how  many  ways  there? 

Mr.  Johnson.  Just  one  yard,  Janke's  yard. 

The  Chairman.  That  was  a  shipyard? 

Mr.  Johnson.  Yes,  sir.       ^  ' 

The  Chairman.  Wore  you  under  instructions  to  look  up  any  exist- 
ing yards  and  ascertain  whether  they  could  be  enlarged  or  extended, 
on  that  trip  ? 

Mr.  Johnson.  Yes,  sir ;  I  was  to  make  a  survey  of  the  entire  situa- 
tion. 

The  Chairman.  Did  you? 

Mr.  Johnson.  T  did. 

The  Chairman.  Did  you  find  any  existing  yards? 

Mr.  Johnson.  Nothing  except  what  I  have  mentioned. 

The  Chairman.  Janke's? 

Mr.  Johnson.  Janke's. 

The  Chairman.  That  was  the  only  one?  a.  t    i 

Mr.  Johnson.  That  was  the  onlv  one.  There  were  yards  at  Jack- 
sonville, but  I  had  nothing  to  do  with  contracts  there,  as  I  recollect. 
There  was  a  yard  at  Brunswick,  they  were  building  schooners  there. 
None  of  these  yards  were  building  wooden  steamships. 

The  Chairman.  About  what  time  was  this,  in  ApriH 
.    Mr.  Johnson.  It  was  between  the  11th  of  April,  a^^.i^^Jj^^J  '^ 
took  me  about  14  days  to  make  the  trip ;  say  the  11th  and  the  ^Dtn. 
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The  Chairman.  Did  you  ever  revisit  those  points  to  see  whether 
they  ways  were  established? 

Mr.  Johnson.  No,  sir.  I  was  under  orders  continuously ;  I  had  no 
opportunity  to  do  that. 

The  Chairman.  After  you  got  back  to  Washington  what  did 
you  do? 

Mr.  Johnson.  After  Gen.  Goethals  found  out  this  mix  up  about 
telegrams,  he  immediately  wired  down  to  all  of  these  plants,  with  the 
exception  of  Janke,  rescinding  the  orders  that  were  given,  and  I 
wrote  the  telegrams ;  so  that  canceled  all  of  that  work. 

The  Chairman.  So  the  man  did  not  build  the  50  wooden  ships 
down  at  Savannah? 

Mr.  Johnson.  No,  sir.    I  do  not  think  he  built  any  ships  at  all. 

The  Chairman.  After  that  what  happened,  after  you  rescinded 
these? 

Mr.  Johnson.  I  had  enough  of  the  Shipping  Board,  and  I  came 
to  New  York. 

The  Chairman.  Did  you  leave  the  work? 

Mr.  Johnson.  I  resigned  for  the  first  time. 

The  Chairman.  You  resigned? 

Mr.  Johnson.  Yes,  sir;  I  saw  the  waj  things  were  going '^and 
thought  they  were  going,  and  I  thought  it  best  to  get  out.  I  have 
been  a  shipbuilder  all  my  life,  that  is  all  I  know. 

The  Chairman.  Where  have  you  built  ships,  Mr.  Johnson? 

Mr.  Johnson.  Why,  I  have  been  building  ships  since  1899.  I 
started  out  at  Lewis  Nixon's  yard,  and  worked  in  overalls  for  two 
or  three  years,  and  I  was  foreman  at  Cramp's  yard ;  I  was  then  super- 
intendent of  construction  in  the  United  states  Lighthouse  Depart- 
ment ;  and  from  there  I  went  to  James  Shewan  &  Sons,  New  i  ork 
City,  as  their  general  manager  for  three  years,  in  their  repair  plant 
here — their  dry  docks.  Then  I  took  charge  of  the  New  York  Ship- 
building Co.'s  office  in  New  York,  and  from  there  I  went  out  for  my- 
self.   I  spent  11  years  educating  myself  in  my  present  business. 

The  Chairman.  You  say  you  saw  the  way  things  were  going  in 
the  Shipping  Board  ? 

Mr.  Johnson.  Yes,  sir.  ^ 

The  Chairman.  And  you  resigned.  What  do  you  mean,  the  way 
things  were  going? 

Mr.  Johnson.  Well,  I  did  not  like  the  way  they  were  going,  that 
is  all.    There  were  no  shipbuilders  in  Washington,  that  I  saw. 

The  Chairman.  Things  were  not  going,  were  they  ? 

Mr.  Johnson.  Oh,  they  were  going  in  every  direction ;  yes,  sir. 

The  Chairman.  ^Vell,  what  do  you  mean  by  that  ? 

Mr.  Johnson.  Well,  exactly  what  I  say — they  were  going  in  every 
direction  ? 

The  Chairman.  Confusion? 

Mr.  Johnson.  Yes,  sir. 

The  Chairman.  An  unsettled  policy,  apparently? 

Mr.  Johnson.  They  had  a  policy  to  build  wooden  ships,  which  did 
not  appeal  to  me  very  much.    I  am  a  steel-ship  builder. 

The  Chairman.  Well,  wooden  ships  do  not  appeal  to  steel-ship 
builders,  as  a  rule,  do  they,  Mr.  Johnson  ? 

Mr.  Johnson.  No,  sir. 
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The  Chairman.  And  steel  ships  do  not  appeal  to  the  wooden-ship 
builders,  as  a  rule,  do  they? 

Mr.  Johnson.  I  think  you  can  qualify  that  statement.  A  wooden- 
ship  builder  knows  the  limitation  of  the  wooden  ship,  and  when  he 
gets  above  that  size  he  knows  he  has  to  go  to  steel,  so  he  must  recog- 
nize the  advisability  of  steel. 

The  Chairman.  How  long  were  you  in  Washington  after  you 
came  back  from  this  excursion  through  the  South  ? 

Mr.  Johnson.  I  took  the  midnight  train  back  to  New  York.  I  got 
there  in  the  afternoon  about  5  o'clock  and  left  that  night. 

The  Chairman.  Having  previously  tendered  your  resignation? 

Mr.  Johnson.  Yes,  sir. 

The  Chairman.  Was  it  accepted? 

Mr.  Johnson.  It  was  laid  on  the  table.  I  think  evervbody  was 
ready  to  resign. 

The  Chairman.  What  happened  when  you  came  back  to  New 
York? 

Mr.  Johnson.  I  was  called  again,  and  I  went  back  to  Washington. 
Gen.  Goethals  sent  for  me. 

The  Chairman.  How  long  afterwards? 

Mr.  Johnson.  I  think  that  was  on  a  Thursday,  and  it  was  Sunday 
afternoon  I  was  called,  and  I  went  back  on  Monday,  and  Gen. 
Goethals  asked  me  if  I  would  help  him  and  I  told  him  I  would  be 
very  glad  to.  And  then  he  asked  me  to  take  charge  of  the  New  York 
district. 

The  Chairman.  To  take  charge  of  the  New  York  district? 

Mr.  Johnson.  Yes,  sir. 

The  Chairman.  Just  who  were  under  your  supervision  here  in 
New  York  ?  What  organization  did  you  have,  and  what  was  your 
authority,  and  who  was  under  you,  and  what  did  you  do? 

Mr.  Johnson.  That  is  all  a  matter  of  record,  under  the  district 
officers'  instructions,  which  was  dictated  by  Gen.  Goethals  at  a  meet- 
ing of  the  district  officers.  I  could  not  recall  all  of  the  limitations 
on  my  authority  or  otherwise,  but  I  was  sent  here  to  be 

The  Chairman.  Were  vou  the  boss  of  this  district? 

Mr.  Johnson.  Yes,  sir ;  absolutely. 

The  Chairman.  Everybody  else  operating  here  took  their  orders 
from  you  ? 

Mr.  Johnson.  At  that  time ;  but  there  were  only  14  of  us. 

The  Chairman.  Only  14  in  the  organization? 

Mr.  Johnson.  That  is  all ;  yes^  sir. 

The  Chairman.  Did  you  contmue  in  that  position  until  you  left 
the  Fleet  Corporation? 

Mr.  Johnson.  Yes,  sir. 

The  Chairman,  Had  you  had  any  other  resignation  put  upon  the 
table  prior  to  your  leaving  the  service  of  the  Shipping  JBoard? 

Mr.  Johnson.  I  resigned  as  soon  as  Gen.  Goethals  resigned. 

The  Chairman.  That  was  during  that  summer  ? 

Mr.  Johnson.  Yes,  sir. 

The  Chairman.  Was  that  accepted  ? 

Mr.  Johnson.  No,  sir.  Gen.  Goethals  asked  me  to  stay,  and  I 
stayed. 
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The  Chairman.  Are  you  interested  at  present  in  any  shipbuilding 
concern  ? 

Mr.  Johnson.  Yes,  sir;  I  am  vice  president  of  the  Johnson  Iron 
Works,  in  New  Orleans. 

The  Chairman.  Is  that  a  shipbuilding  plant? 

Mr.  Johnson.  Yes,  sir. 

The  Chairman.  Were  you  interested  in  it  when  you  went  to  New 
Orleans  ? 

Mr.  Johnson.  No,  sir. 

The  Chairman.  W  as  it  in  operation  then  ? 

Mr.  Johnson.  I  was  interested  as  a  member  of  the  family:  but  at 
that  time  we  did  not  have  a  corporation,  and  I  was  not  an  officer. 
That  has  only  been  since  April  of  this  year. 

The  Chairman.  When  you  took  charge  of  the  New  York  office  did 
you  confer  with  people  seeking  contracts  for  the  construction  of 
ships  ? 

Mr.  Johnson.  Yes,  sir.  They  came  in  looking  for  a  contract  on  a 
cost-plus  basis  for  the  wooden  ships,  and  I  think  the  first  week  we 
had  about  155  applicants.  So  I  went  to  Washington  to  see  Gen. 
Goethals.  He  told  me  he  would  send  Admiral  Rousseau  up  here  to 
confer  with  me.  Admiral  Kousseau  came  up,  and  I  told  him  the 
impossibility  of  giving  so  many  people  contracts  for  wooden  ships 
without  stepping  on  some  one's  toes.  So  the  lump-sum  contract  was 
then  decided  upon,  and  I  did  not  have  quite  so  many  applicants. 

The  Chairman.  After  they  eliminated  the  cost  plus,  the  list  of 
applicants  decreased? 

Mr.  Johnson.  Yes ;  we  got  down  to  business  then. 

The  Chairman.  Was  Admiral  Kousseau  in  Washington  when  you 
went  there? 

Mr.  Johnson.  No,  sir;  he  was  up  in  New  York  State  somewhere^ 
and  he  was  sent  around  to  New  lork  and  stopped  in  my  office  in 
New  York  to  look  over  this. 

The  Chairman.  Were  the  wooden-ships  contracts  that  were  let 
here  carried  out  ? 

Mr.  Johnson.  Lump-sum  contracts. 

The  Chairman.  Were  they  carried  out? 

Mr.  Johnson.  They  were  carried  out,  so  far  as  I  was  concerned. 
I  did  not  stay  there  until  their  completion. 

The  Chairman.  None  of  the  ships  were  completed  while  you  were 
district  officer,  then  ? 

Mr.  Johnson.  No,  sir. 

The  Chairman.  Did  you  have  anything  to  do  with  steel  ships? 

Mr.  Johnson.  Yes;  one  contract — well,  we  had  all  the  steel  yards 
here;  they  all  came  under  my  supervision," as  well.  Samuel  L. 
Moore's  yard  at  Elizabethport,  Staten  Island  Shipbuilding  Co.,  and 
Standard  Shipbuilding  Co. 

The  Chairman.  And  the  Downey? 

Mr.  Johnson.  Downey  was  getting  a  contract  at  that  time.  I  did 
not  meet  Mr.  Downey  untU  after  he  came  from  Washington  with  his 
contract. 

The  Chairman.  After  they  got  started  building  ships  here,  were 
the  inspectors  under  your  supervision? 

Mr.  Johnson.  Yes,  sir. 
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The  Chairman.  How  many  inspectors  did  you  have,  do  you  know? 

Mr.  Johnson.  I  had  one  at  each  yard. 

The  Chairman.  One? 

Mr.  Johnson.  Yes,  sir. 

The  Chairman.  To  inspect  construction? 

Mr.  Johnson.  Yes,  sir. 

The  Chairman.  Was  that  a  sufficiertt  number? 

Mr.  Johnson.  It  was  at  that  time. 

The  Chairman.  Why? 

Mr.  Johnson.  They  were  very  hard  to  find,  men  whom  I  would 
let  qualify  as  inspectors,  for  one  thing,  and  we  did  not  have  so  much 
work  going  on  while  I  was  there  that  we  could  not  get  along  with  one 
man,  and  1  supplemented  the  inspectors  by  daily  visits  myself.  I 
was  on  the  road  continuously. 

The  Chairman.  Did  you  have  charge  of  the  shipment  of  material 
into  the  yards  ? 

Mr.  Johnson.  We  did  not  have  very  much  to  do  with  that  at  that 
time. 

The  Chairman.  Why  not? 

Mr.  Johnson.  Well,  the  material  had  not  really  started  coming. 
During  the  latter  part  of  my  work  there  it  was  starting  to  come  in, 
lumber  from  the  South  for  the  wooden  ships,  steel,  and,  whatnot. 

The  Chairman.  Did  you  pass  on  the  original  contract  with  the 
Groton  Iron  Works? 

Mr.  Johnson.  That  contract  was  sent  to  me  completed,  from 
Washington.  I  saw  that  Mr.  Morse  met  every  qualification  to  get 
his  contract.  He  gave  me  a  list  of  men  whom  he  would  employ  in 
his  shipyards  as  assistants  in  the  different  positions ;  he  gave  me  a 
list  of  the  manufacturers  from  whom  he  was  going  to  get  his  ma- 
chinery, not  only  for  his  yard  but  also  his  ships,  and  he  met  every 
qualification  that  I  required  of  him  at  that  time. 

The  Chairman.  And  while  you  were  there  the  Groton  Iron  Works' 
contract  was  being  carried  out  according  to  its  letter? 

Mr.  Johnson.  They  were  only  constructing  the  ways;  they  had  not 
gotten  anywhere  at  all. 

The  Chairman.  They  had  not  started  ships? 

Mr.  Johnson.  No,  sir. 

The  Chairman.  Were  there  any  new  yards  constructed  while  you 
were  district  officer  here  ? 

Mr.  Johnson.  The  Foundation  Co.  put  up  a  yard  out  on  Newark 
Meadows.  They  got  their  contract  in  Washington.  The  yard  was 
constructed  under  my  administration. 

The  CiiAniMAN.  Did  the  contract  come  direct  from  Washington  ? 

Mr.  Johnson.  Yes,  sir.  Newburgh  started  at  the  same  time,  too ; 
that  was  another  yard. 

The  Chairman.  Are  you  familiar  with  the  contract  of  the  United 
States  Bureau  of  Survey  with  the  Shipping  Board  ? 

Mr.  Johnson.  No,  sir;  I  am  not  familiar  with  that  contract. 

The  Chairman.  This  inspector  that  you  had  in  each  yard,  was  he 
in  addition  to  the  inspector  of  Lloyd's?  Did  they  have  one  there, 
too? 

Mr.  Johnson.  Oh,  yes ;  we  do  not  recognize  Lloyd's  inspector  from 
an  owner's  standpoint.  The  owner  has  nis  own  inspector.  Lloyd's 
inspects  for  classification. 
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The  Chairman.  Were  you  consulted,  or  was  your  opinion  asked, 
as  to  the  wood-ship  building  program  when  you  were  in  Washington 
at  any  time  ? 

Mr.  Johnson.  There  was  quite  a  little  reference  made  to  it  from 
time  to  time ;  no  specific  opinion.  Gen.  Goethals  asked  me  what  I 
thought  of  them,  and  I  told  him  I  did  not  think  very  much  of  them. 

The  Chairman.  Were  you  present  at  any  conference  in  Washing- 
ton when  any  shipbuilders  were  called  in  and  this  matter  was  dis- 
cussed ? 

Mr.  Johnson.  We  discussed  it  the  first  time  I  went  down  there, 
with  the  Shipping  Board  themselves,  and  I  asked  Mr.  Denman  if  he 
would  not  call  in  five  men  competent  in  shipbuilding  to  confer  with 
the  Shipping  Board  and  get  their  6pinion  as  to  the  best  thing  to  do ; 
and  he  said  ne  thought  that  would  be  a  splendid  idea,  but  that  is  as 
far  as  it  got. 

The  Chairman.  As  far  as  you  know,  it  was  not  done? 

Mr.  Johnson.  No,  sir. 

The  Chairman.  Well,  at  that  time,  Mr.  Johnson,  there  were  not 
Tery  many  experienced  wood-ship  builders  in  this  section  of  the 
countrj^,  were  there? 

Mr.  Johnson.  Just  as  many  at  that  time  as  there  are  now. 

The  Chairman.  Well,  were  there  many  at  that  time? 

Mr.  Johnson.  No:  that  is  the  reason  why  I  asked  him  to  name 
five.    There  were  very  few,  but  they  could  have  been  had. 

The  Chairman.  You  think  there  are  no  more  now  than  there  were 
then  ? 

Mr.  Johnson.  No,  sir. 

The  Chairman.  Despite  the  fact  that  they  have  built  a  lot  of 
wooden  ships  around  in  different  yards? 

Mr.  Johnson.  Well,  thev  tried  to. 

The  Chairman.  And  the  experience  has  not  taught  them  how  to 
build  wood  ships? 

Mr.  Johnson.  I  would  not  say  so ;  no,  sir.  You  can  not  learn  how 
to  build  a  ship  in  a  couple  of  years  under  war  pressure. 

The  Chairman.  The  number  of  steel-ship  builders  at  that  time  was 
not  very  large,  was  it? 

Mr.  Johnson.  No,  sir.    The  same  statement  applies  there. 

The  Chairman.  You  think  that  the  number  of  experienced,  com- 
petent, steel-ship  builders  now 

Mr.  Johnson  (interposing).  Have  been  very  little  augmented  by 
the  shipbuilding  during  the  war. 

The  Chairman.  Were  you  called  in  on  matters  of  design  or  speci- 
fications for  contracts  ? 

Mr.  Johnson.  No,  sir. 

The  Chairman.  On  any  of  these  ships  ? 

Mr.  Johnson.  No,  sir. 

The  Chairman.  Were  you  familiar  with  the  Ferris  plant? 

Mr.  Johnson.  Yes,  sir. 

The  Chairman.  Was  that  a  good  type  of  ship  ? 

Mr.  Johnson.  Wooden  ship? 

The  Chairman.  Yes. 

Mr.  Johnson.  I  would  not  qualify  as  a  wooden-ship  builder. 

The  Chairman.  You  couldn't? 
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Mr.  Johnson.  I  could,  but  I  wouldn't. 

The  Chairman.  You  think  you  know,  but  you  do  not  care  to,  is 
that  it  ? 

Mr.  Johnson.  That  is  it ;  yes,  sir. 

The  Chair3ian.  While  you  were  district  officer,  did  you  inspect 
the  actual  construction  of  steel  ships? 

Mr.  Johnson.  Yes,  sir. 

The  Chairman.  In  what  yards? 

Mr.  Johnson.  The  Standard  Shipbuilding  Co.,  Staten  Island 
Ship,  Samuel  L.  Moore  &  Co.;  they  were  mostly  commandeered 
ships. 

The  Chairman.  Oh,  they  were  requisitioned  on  the  ways  under 
construction  ? 

Mr.  Johnson.  Yes,  sir;  they  were  under  construction  on  private 
contract. 

The  Chairman.  And  whether  or  not  they  were  constructed  along 
the  lines  and  requirements  of  the  original  contracts  ? 

Mr.  Johnson.  Yes,  sir.  We  did  not  change  any  of  the  contracts. 
They  started  to  change  them  and  make  them  for  war  service  later  on. 

The  Chairman.  Were  you  there  when  these  various  changes  of 
specifications  came  over  the  wire  and  through  the  mails  daily  and 
hourly? 

Mr.  Johnson.  On  the  wooden  ships? 

The  Chairman.  On  either. 

Mr.  Johnson.  Well,  we  did  not  have  any  steel  ships  under  con- 
struction at  that  time;  but  the  wooden  ships,  yes,  sir;  we  had  them 
in  every  mail. 

The  Chairman.  What  was  the  situation  with  wooden-ship  con- 
struction, about  changing  designs  and  specifications  and  supple- 
menting the  contracts,  or  any  other  matters  of  that  sort  ? 

Mr.  Johnson.  Well,  it  was  changed  to  suit  a  great  many  contin- 
gencies that  arose  as  they  went  on. 

The  Chairman.  Might  they  have  been  foreseen  before  construc- 
tion work  began? 

Mr.  Johnson.  It  is  possible. 

The  Chairman.  How  would  it  have  been  possible? 

Mr.  Johnson.  By  the  appointment  of  such  a  board  as  I  previously 
mentioned. 

The  Chairman.  Of  experienced  men  ? 

Mr.  Johnson.  I  think  so. 

The  Chairman.  Who  was  in  charge  of  the  awarding  of  these  con- 
tracts at  that  time  in  Washington? 

Mr.  Johnson.  Gen.  GoethaTs,  I  imagine. 

The  Chairman.  Did  he  not  have  some  naval  architect  advising 
him? 

Mr.  Johnson.  Mr.  Ferris  designed  the  ship,  and  the  ship  might 
have  stood  as  originally  designed,  but  it  never  got  a  chance  to  stand 
on  that  basis ;  it  was  continuously  changed. 

The  Chairman.  Well,  who  changed  it  ? 

Mr.  Johnson.  I  could  not  tell  you  where  the  changes  came  from. 
As  they  went  out  the  lumber  committee  might  have  nad  something 
to  do  with  it.  Lots  of  little  things  that  did  not  amount  to  very  much 
were  called  changes.    They  specified  black  locust  treenails — ^"  trun- 
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nels,"  as  we  call  them,  treenails  you  spell  it.  They  finally  accepted 
oak.  That  was  a  change ;  anything  of  that  character  was  a  change. 
But  I  think  when  Admiral  Capps  got  there  they  went  very  serioudy 
into  the  design  of  the  ship,  and  they  increased  the  depth  of  the  floors, 
wliich  was  quite  a  tremendous  change. 

The  Chair^ian.  Then  they  began  making  such  changes  as  would 
result  in  a  new  type,  a  different  type  perhaps  ? 

Mr.  Johnson.  I  do  not  think  they  ever  changed  the  lines  of  the 
ship ;  that  is,  the  model,  but  they  changed  the  construction. 

The  Chairman.  What  was  the  occasion  of  your  resigning  in  Octo- 
ber, 1917  ? 

Mr.  Johnson.  I  did  not  want  to  serve  under  the  Navy. 

The  Chairman.  Under  the  Navy? 

Mr.  Johnson.  Admiral  Capps  and  Admiral  BoUes  and  Capt.  Snow, 
and  a  great  many  others  down  there,  they  were  all  Navy  men,  and  I 
was  not  a  Navy  man,  and  I  thought  I  should  not  be  there. 

The  Chairman.  Did  you  have  any  controversy  or  difficulty  with 
them? 

Mr.  Johnson.  Yes,  sir;  I  had  a  controversy  with  Admiral  Bolles. 

The  Chairman.  What  about? 

Mr.  Johnson.  About  investigating  Mr.  Ferris's  office. 

The  Chairman.  What  was  that  about? 

Mr.  Johnson.  He  wanted  me  to  investigate  Mr.  Ferris's  office,  and 
I  refused  to  do  it.  I  had  resigned  previous  to  that,  and  he  would  not 
accept  it. 

The  Chairman.  To  investigate  what  in  Mr.  Ferris's  office? 

Mr.  Johnson.  He  wanted  me  to  dig  into  all  of  his  business  affairs 
over  there.  Mr.  Ferris  and  myself  have  been  friends ;  we  have  been 
competitors  in  a  friendly  way  of  business.  He  is  a  naval  architect 
and  so  am  I,  and  I  refused  to  perform  that  service,  and  I  told  Admiral 
Bolles  that  I  would  not  do  it ;  and  he  gave  me  an  order  to  do  it  and 
I  confirmed  my  refusal  with  my  resignation.  And  several  weeks  after 
that  I  got  a  letter  from  Admiral  Capps,  thanking  me  for  my  services 
to  the  corporation  and  accepting  my  resignation. 

The  Chairman.  Was  there  any  other  matter  involved  in  your 
separation  from  the  Fleet  Corporation  ? 

Mr.  Johnson.  Not  that  I  know  of. 

The  Chairman.  Were  these  naval  men  apparently  in  charge  of  the 
construction  program  at  that  time  ? 

Mr.  Johnson.  No  question  about  that;  they  were  absolutely  in 
charge. 

The  Chairman.  But  later  they  relinquished  their  positions,  did 
they  not  ? 

Mr.  Johnson.  Well,  they  had  two  or  three  general  managers  of  the 
Shipping  Board,  the  Emergency  Fleet. 

The  Chairman.  Was  there  anything  about  the  manner  in  which 
they  were  carrying  on  the  program  to  which  you  objected? 

Mr.  Johnson.  Yes,  sir. 

The  Chairman.  What  was  it? 

Mr.  Johnson.  I  thought  there  was  entirely  too  much  red  tape 
connected  with  it. 

The  Chairman.  You  do  not  know  anything  about  the  red  tape  in 
those  days  and  the  red  tape  months  after  you  resigned,  do  you,  in 
the  Shipping  Board? 
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Mr.  Johnson.  Well,  only  what  everybody  knows  from  reading. 
The  Chairman.  You  did  not  again  enter  the  service  of  the  Ship- 
ping Board? 

Mr.  Johnson.  Not  the  service  of  the  Shipping  Board  directly, 
but  indirectly;  Mr.  Piez  asked  me  to  go  with  the  George  A.  Fuller 
Co.  as  their  shipbuilder,  so  that  they  could  get  a  contract  to  build 
some  ships  at  Wilmington,  N.  C,  and  I  went  there  as  vice  president. 

The  Chairman.  What  was  the  Fuller  Construction  Co.? 

Mr.  Johnson.  Called  the  Carolina  Shipbuilding  Corporation. 

The  Chairman.  You  were  vice  president  of  that? 

Mr.  Johnson.  Yes,  sir. 

The  Chairman.  How  many  ships  did  they  have  a  contract  for? 

Mr.  Johnson.  We  got  a  contract  for  12. 

The  Chairman.  How  many  did  they  build? 

Mr.  Johnson.  They  did  not  build  any  while  I  was  there. 

The  Chairman.  How  many  did  they  start? 

Mr.  Johnson.  We  had  four  ways,  and  we  started  four  ships. 

The  Chairman.  How  long  did  you  stay  with  them? 

Mr.  Johnson.  I  was  there  until  January  30,  1919. 

The  Chairman.  And  they  had  not  launched  any  ships? 

Mr.  Johnson.  No,  sir. 

The  Chairman.  How  many  have  they  launched  since  then? 

Mr.  Johnson.  I  understand  they  have  delivered  four  or  eight,  I 
am  not  sure ;  I  think  it  is  eight. 

The  Chairman.  Where  was  it;  at  Wilmington,  N.  C.  ? 

Mr.  Johnson.  Wilmington,  N.  C. ;  yes,  sir. 

The  Chairman.  Did  they  have  a  going  plant  there? 

Mr.  Johnson.  No;  it  was  built;  it  was  built  under  a  contract. 

The  Chairman.  You  say  Mr.  Piez  asked  you  to  go  there  ? 

Mr.  Johnson.  Well,  Mr.  Piez  told  Mr.  Paul  Starrett  to  get  a 
shipbuilder,  and  he  would  give  him  a  contract,  because  he  thought 
that  the  Fuller  Co.  should  utilize  their  tremendous  force  and  energy 
to  help  build  ships.  Mr.  Starrett  and  myself  have  been  friends  for 
a  long  while,  so  he  mentioned  my  name,  and  Mr.  Piez  said,  "  Get  him. 
If  you  don't  get  him,  I  will  commandeer  his  services."  So  I  had  to 
go.    I  was  then  operating  my  business  again  in  New  York. 

The  Chairman.  How  was  he  going  to  commandeer  your  services? 

Mr.  Johnson.  Well,  that  was  in  the  wind  then.  They  would  com- 
mandeer anybody's  services  in  those  days.  I  did  not  ask  the  question, 
I  simply  went. 

The  Chairman.  And  how  long  do  you  say  you  stayed  there,  Mr. 
Johnson? 

Mr.  Johnson.  We  started,  I  think,  in  April,  and  I  stayed  there 
until  January.    I  lost  my  wife  down  there,  and  I  stopped  at  that  time. 

The  Chairman.  That  was  the  reason  for  your  leaving? 

Mr.  Johnson.  That  was  the  end  of  it ;  yes,  sir.  I  resigned  the  day 
the  armistice  was  signed,  because  I  was  not  in  sympathy  with  the 
building  at  that  time.  I  did  not  think  it  would  do  any  good,  and 
of  course  as  soon  as  the  armistice  was  signed  I  thought  all  this  new 
shipbuilding  should  be  stopped,  and  I  agreed  to  stay  there  until  the 
1st  of  February. 

The  Chairman.  About  that  time  they  did  begin  canceling  con- 
tracts right  and  left,  did  they  not? 
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Mr.  Johnson.  It  was  after  that  time  thev  started  to  cancel. 

The  Chairman.  In  March? 

Mr.  Johnson.  I  think  so. 

The  Chairman.  Did  you  have  any  other  connection  or  association 
with  firms  doing  business  with  the  Shipping  Board  after  you  left 
the  Carolina  Shipbuilding  Co.? 

Mr.  Johnson.  Not  directly  with  the  Shipping  Board  contracts.^ 
Before  I  went  with  the  Carolina  I  got  a  contract  for  the  Johnson 
Iron  Works  in  New  Orleans  to  build  six  steel  tugs. 

The  Chairman.  Did  they  construct  them? 

Mr.  Johnson.  They  did,  and  they  are  the  only  shipyard  in  the 
South  that  went  through  on  contract  payments,  without  assistance 
from  the  Shipping  Board.    That  is  a  matter  of  record. 

The  Chairman.  Without  assistance  from  the  Shipping  Board? 

Mr.  Johnson.  Yes,  sir. 

The  Chairman.  I  have  forgotten;  did  you  say  they  had  a  going 
concern  there  at  the  time  they  secured  the  contract? 

Mr.  Johnson.  Yes,  sir :  my  father  established  that  plant  60  years 
ago. 

The  Chairman.  And  they  built  six  steel  tugs? 

Mr.  Johnson.  Yes,  sir. 

The  Chairman.  Without  financial  assistance  from  the  Shipping 
Board? 

Mr.  Johnson.  Well,  on  a  regular  lump-sum  contract;  yes,  sir. 

The  Chairman.  I  mean,  they  did  not  have  to  have  any  money 
loaned  them? 

Mr.  Johnson.  No;  they  did  not. 

The  Chairman.  Or  advanced  them,  outside  the  terms  of  the  origi- 
nal contract? 

Mr.  Johnson.  No. 

The  Chairman.  And  they  delivered  them  in  accordance  with  the 
terms  of  the  contract? 

Mr.  Johnson.  Yes,  sir ;  they  were  all  completed  and  delivered. 

The  Chairman.  Were  you  there  while  that  construction  work  was 
going  on? 

Mr.  Johnson.  No  ;  I  was  in  New  York.  I  have  always  been  a  New 
Yorker. 

The  Chairman.  Have  you  any  questions,  Mr.  Kelley?  I  think 
that  is  all,  Mr.  Johnson. 

TESTIMONY  OF  ME.  GEOBGE  S.  WATT. 

(The  witness  was  duly  sworn  by  the  chairman.) 
The  Chairman.  What  is  your  name,  Mr.  Watt? 
Mr.  Watt.  George  S.  Watt. 
The  Chairman.  Where  do  you  reside? 
Mr.  Watt.  Philadelphia. 
The  Chairman.  What  place? 
Mr.  Watt.  738  South  Cicil  Street  is  the  number. 
The  Chairman.  Are  you  employed  by  the  Shipping  Board  or  the 
Fleet  Corporation? 
Mr.  Watt.  I  am.  , 

The  Chairman.  In  what  capacity? 
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Mr.  Watt.  I  am  now  manager  of  the  sales  and  warehouse  section 
of  the  east  district  supply  and  sales. 

The  Chairman.  Under  whom? 

Mr.  Watt.  Under  Mr.  Robert  I.  Laggren. 

The  Chairman.  How  long  have  you  been  employed  by  the  Fleet 
Corporation  ? 

Mr.  Watt.  Since  August  1,  1919. 

The  Chairman.  And  what  position  did  you  hold  prior  to  the  one 
you  now  hold? 

Mr.  Watt.  I  was  first  supervising  storekeeper,  from  August  1, 
1919,  to  January  1,  1920. 

The  Chairman.  Then  what? 

Mr.  Watt.  Then  I  was  made  head  of  the  material  section  from  the 
1st  of  January  until  the  1st  of  May. 

The  Chairman.  And  then  what  ? 

Mr.  Watt.  Made  head  of  the  sales  section. 

The  Chairman.  Where  you  now  are? 

Mr.  Watt.  No,  sir.  On  October  1  of  this  year  I  was  made  manager 
of  the  sales  and  warehouse  section. 

The  Chairman.  What  do  your  duties  comprise  now  ?  What  juris- 
diction and  authority  do  you  have  ? 

Mr.  Watt.  I  have  charge  of  the  storing  of  all  material,  the  keeping 
of  records  of  all  material,  the  disposing  of  all  material,  marketing, 
selling  it. 

The  Chairman.  Do  you  have  charge  of  the  inventories  ? 

Mr.  Watt.  I  do,  sir.  I  have  charge  of  the  inventories  after  they 
are  turned  over  to  me. 

The  Chairman.  But  not  the  making  of  them  ? 

Mr.  Watt.  No,  sir.    We  have  an  inventory  section  for  that  purpose. 

The  Chairman.  Is  that  inventory  section  in  your  division  ? 

Mr.  Watt.  Yes,  sir;  it  comes  under  my  direction.  Mr.  L.  H. 
Parker  is  head  of  the  inventory  section. 

The  Chairman.  Since  October  1  you  have  had  charge  of  the  storing 
of  material  ? 

Mr.  Watt.  Yes,  sir. 

The  Chairman.  Did  you  have  charge  of  it  before  then  ? 

Mr.  Watt.  Yes,  sir ;  1  did,  in  a  way. 

The  Chairman.  Did  you  order  the  material  transferred  from  the 
vards  to  the  concentration  plants? 

Mr.  Watt.  I  did,  after  November  1, 1919.    Before  that  time,  before 
the  centralization  of  the  home  office,  that  was  done  by  what  we  cair 
the  home  office,  the  director  of  the  supply  and  sales  office.    They  issued 
all  salvage  shipping  instructions,  ordering  material  moved  from  any 
given  point  into  a  concentration  yard. 

The  Chairman.  Who  was  responsible  for  the  disposition  of  the 
property  when  it  reached  the  concentration  plant?  Take,  for  in- 
stance, at  Wilsons  Point  ? 

Mr.  Watt.  At  Wilsons  Point  it  came  under  my  care  on  October 

1, 1920. 

The  Chairman.  Before  you? 

Mr.  Watf.  I  could  not  tell  you,  sir. 

The  Chairman.  Well,  was  there  considerable  of  it  sent  there  after 
October  1,  1920? 

Mr.  Watt.  No,  sir. 
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The  Chairman.  Most  of  it  had  been  sent  there  ? 

Mr.  Watt.  I  do  not  know  of  any  shipments  going  there  since  that 
date,  sir. 

The  Chairman.  Most  of  it  had  been  sent  there? 

Mr.  Watt.  I  should  say  so. 

The  Chairman.  And  how  about  this  Hog  Island? 

Mr.  Watt.  Hog  Island  has  been  a  concentration  yard.  They  have 
been  shipping  material  in  there  constantly  ever  since  1918,  away 
back.  I  can  tell  you,  Mr.  Chairman,  prior  to  the  change  in  the  pro- 
cedure, prior  to  the  appointment  of  Mr.  H.  B.  Miller,  director  of  the 
supply  and  sales,  it  was  the  custom  to  ship  material  from  a  manufac- 
turing point,  or  any  shipyards  not  the  property  of  the  Emergency 
Fleet  Corporattion,  into  a  concentration  yard.  Mr.  Miller  does  not 
approve  of  that  method.  He  approves  of  selling  the  material  as  is 
and  where  is,  disposing  of  it  without  adding  that  additional  cost  of 
handling. 

The  Chairman.  Have  you  disposed  of  material  that  way? 

Mr.  Watt.  Lots  and  lots  of  it  since  I  have  gotten  a  little  authority 
to  do  it. 

The  Chairman.  Without  this  additional  shipment? 

Mr.  Watt.  Let  the  man  that  buys  it  pay  the  freight  on  it. 

The  (^HAiRMAN.  In  your  judgment,  could  this  vast  quantity  of  ma- 
terial, scattered  around  through  dozens  of  yards,  have  been  disposed 
of  to  advantage  in  that  way  ? 

Mr.  Watt.  A  trial  could  have  been  made.  I  do  not  sav  that  all  of 
it  could  have  been,  but  a  portion  could  have  been. 

The  Chairman.  Well,  you  have  disposed  of  it  that  way,  have  you 

not  ? 

Mr.  Wati.  Of  the  majority  of  it. 

The  Chairman.  Well,  I  mean  the  trial  you  have  made  has  shown 
you  that  it  can  be  done  ? 

Mr.  Watt.  Yes,  sir. 

The  Chairman.  And  it  has  been  done? 

Mr.  Watt.  I  would  not  say  in  all  cases.  In  some  few  cases  we  have 
been  forced,  owing  to  conditions  of  not  owning  the  property  where 
the  material  is,  for  quick  removal  we  did  not  have  time  to  sell  it,  we 
were  forced,  the  storage  was  so  high,  to  move  it.  Some  few  cases  we 
moved  into  a  concentration  point. 

The  Chairman.  Did  you  have  charge  of  the  removal  of  these  un- 
completed hulls  from  the  ways? 

Mr.  Watt.  Nothing  to  do  with  that  at  all,  sir. 

The  Chairman.  You  do  not  know  anything  about  the  contract  for 

that? 

Mr.  Watt.  I  did  not  draw  it ;  it  was  drawn  in  Washington  by  the 

home  office. 

The  Chairman.  And  do  you  have  to  supervise  that  at  all  in  any 

way  ? 

Sir.  Wati.  If  it  is  in  a  yard  that  comes  under  my  jurisdiction  I 

do;  my  men  do,  sir. 
The  Chairman.  Have  the  uncompleted  hulls  been  removed  from 

the  ways  in  your  district  ? 

Mr.  Watt.  They  have,  sir,  as  far  as  I  know.   I  do  not  know  of  a 

The  Chairman.  Do  you  know  whether  or  npt  ways  from  which 

these  uncompleted  hulls  have  been  removed  have  been  converted  to 

other  uses? 
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Mr.  Watt.  Well,  sir,  I  could  not  tell  you.  There  are  only  two 
jards— three  yards  that  I  know  of — that  we  had  hulls  to  be  removed 
from,  namely,  the  Moorehead  City  (N.  C.)  yard;  I  think  that  is  the 
Carolina  Shipbuilding  Co.;  and' at  Henry  W.  Smith  Sons  &  Co. 
yard  at  Baltimore,  Md.;  and  at  the  Maryland  Shipbuilding  Co.'s 

giant,  which  is  now  known  as  the  Baltimore  Storage  Yard,  at  SoUers 
'oint,  Md.     At  those  three  yards  I  can  tell  you  positively  that  the 
hulls  have  been  removed. 

The  Chairman.  What  has  become  of  the  yards? 

Mr.  Watt.  The  yards  are  the  property — one  is  the  property  of  the 
Carolina  Shipbuilding  Co.,  at  Moorehead  City;  Henry  Smith  owns 
another  yard;  the  other  concentration  yard  has  been  sold  in  its  en- 
tirety to  the  National  Metals  Co.,  of  New  York  City. 

The  Chairman.  The  National  Metals  ? 

Mr.  Watt.  Yes,  sir. 

The  Chairman.  Do  you  know  whether  there  is  any  construction 
"work  going  on  at  the  Carolina  Ship  or  the  Smith  yard? 

Mr.  Watt.  Onlj'  from  hearsay. 

The  Chairman.  What  is  the  hearsay  you  know? 

Mr.  Watt.  There  is  not. 

I'he  Chairman.  And  the  ways  still  remain  there  vacant  ? 

Mr.  Watt.  Yes,  sir. 

The  Chairman.  In  what  condition  were  the  inventories  of  material 
taken  by  the  csincellation  department  when  you  came  to  take  charge? 

Mr.  Watt.  The  only  inventory  that  the  cancelhition  section  takes, 
sir,  is  the  material  that  is  surplus  and  salvage,  which  is  turned  over 
to  us  to  be  disposed  of.  That  is  turned  over  on  a  certification.  Eight 
•copies  come  to  the  director  of  the  supply  and  sales.  That  is  the  only 
inventory  that  I  know  of  that  the  cancellation  section  have  e^er 
taken,  unless  it  is  the  inventory  of  material  that  is  left  over  from  a 
canceled  contract  at  a  manufacturer's  plant,  and  which  is  turned  back 
to  the  manufacturer  in  settlement  of  his  claim,  liis  cancvUation  claim. 

The  Chaiuman.  You  get  an  inventory;  these  eight  copies  are  made 
of  this.     Do  you  check  it  up? 

Mr.  Watt.  The  basis  of  all  work  in  the  Emergency  Fleet  Corpo- 
ration, supply  and  sales,  for  all  purposes  is  a  certification.  It  is 
made  out  in  eight  copies.  When  it  comes  to  us  that  first  is  entered 
into  a  register  book,  simply  for  a  record  of  it.  Then  it  goes  to  the 
appraisal  section.  If  it  is  a  small  lot  of  material  and  an  appraisal 
engineer  can  be  sent  to  the  manufacturing  plant,  he  inventories  it 
and  appraises  it.  After  it  is  inventoried  and  appraised  that  certifi- 
cation is  then  signed  by  the  head  of  the  appraisal  section,  then  trans- 
mitted to  Mr.  Laggren,  who  signs  it,  then  to  the  district  comptroller, 
and  he  or  his  representatives  sign  it — in  fact,  the  district  comptroller 
signs  all  certifications.  After  this,  it  is  termed  an  accomplished 
certification.  A  copy  of  it  then  comes  to  me  as  head  of  the  sales 
section,  to  dispose  of  this  material. 

The  Chairman.  Well,  now,  it  has  been  signed  and  countersigned 
and  certified. 

Mr.  Watt.  And  audited. 

The  Chairman.  And  delivered  and  audited  and  entered  in  the 
register. 
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Mr.  Watt.  Yes,  sir. 

The  Chairman.  Do  you  ever  make  an  examination  to  find  out  if 
that  is  a  correct  inventory,  if  the  stuff  they  say  is  in  a  certain  plant 
is  there  ? 

Mr.  Watt.  I  just  stated  that  our  appraisal  engineer  and  inven- 
tory man — or  if  it  is  a  big  lot  of  material  we  send  two  men ;  if  it  is 
a  handful  we  send  one  man,  and  he  jointly  inventories  it  and  ap- 
praises it  at  the  same  time. 

The  Chairman.  These  men  are  under  your  jurisdiction? 

Mr.  Watt.  They  are  under  my  jurisdiction.  The  inventory  man 
is,  but  no  appraisal  engineers  are  under  the  jurisdiction  of  anybody 
connected  with  the  sales  or  with  the  district.  They  come  under  the 
home  office,  sir. 

The  Chairman.  What  do  you  say  as  to  the  inventories  that  have 
been  transmitted  to  you;  have  you  found  them  to  be  correct  and 
accurate? 

Mr.  Watt.  In  the  majority  of  cases  we  sell  right  from  the  certifi- 
cation, and  they  are  correct;  with  a  few  exceptions,  which  you  will 
find  in  any  line  of  business. 

The  Chairman.  No  serious  errors? 

Mr.  Watt.  No  serious  errors. 

The  Chairman.  Or  omissions? 

Mr.  Watt.  No,  sir. 

The  Chairman.  Have  you  charge  of  the  delivery  of  property  to 
the  Barde  Co.  under  its  contract  ? 

Mr.  Watt.  On  material  located  in  the  eastern  district,  I  have,  sir. 

The  Chairman.  Do  you  know  of  the  controversy  over  the  inter- 
pretation of  the  term  "  fabricated  steel "  in  that  contract? 

JMr.  Watt.  No,  sir ;  nothing  whatever.    The  contract  is  interpreted 
by  Washington,  by  the  home  office. 

The  Cetairman.  Had  you  delivered  any  steel  prior  to  this  con- 
troversv  ? 

Mr.  Watt.  Oh,  yes,  sir.  If  you  will  allow  me,  Mr.  Chairman, 
I  will  explain  the  procedure  for  the  delivery  of  the  Barde  steel. 

The  Chairman.  I  wish  you  would. 

Mr.  Watt.  All  material,  whether  steel  or  what  not,  before  it  can 
be  turned  over  to  the  sales  section  or  the  district  director  of  the  sup- 
ply and  sales  for  disposal,  must  be  certified.  As  I  stated,  there  are 
eight  copies.  .  One  copy  of  the  original  certification  goes  to  Wash- 
ington. They  have  a  man  down  there,  Mr.  E.  O.  Bratt,  head  of  the 
material  section,  who,  when  he  gets  a  certification  covering  a  lot  of 
steel  at  any  given  location,  in  turn  certifies  that  material  to  the 
Barde  Steel  Products  Co.  He  sends  them  a  certification,  and  they 
in  turn  furnish  him  shipping  instructions.  He  simply  transmits 
the  shipping  instructions  to  the  district  director,  Mr.  Laggren.  That 
comes  to  me ;  I  am  his  assistant  and  in  his  office.  We  do  nothing  but 
deliver.  We  check  everv  ounce  of  steel  that  leaves  a  vard  as  it  is 
loaded  out. 

There  are  six  copies  of  the  tally  sheet,  and  everyl)ody  concerned 
gets  a  copy — your  district  comptroller,  your  district  director,  Wash- 
ington, the  head  comptroller  in  Washington.  It  is  the  most  thorough 
system  I  have  ever  experienced,  very,  very  thorough. 

Mr.  Watt.  Absolutely.  Everybody  concerned  gets  a  copy,  sir,  of 
that  paper.    In  addition  to  this  we  have  a  steel  record  in  our  office. 
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When  the  certification  comes  in  we  set  up  a  stock  record  card  in  the 
district  office,  showing  every  piece  of  steel — size,  amount.  When  it  is 
shipped  out  we  deduct  it  from  that  stock  record.  We  have  a  per- 
petual inventory,  sir,  in  the  district  office,  of  all  material  as  well  as 
steel — especially  steel. 

The  Chairman.  Do  you  make  delivery  of  lumber  under  the  Ameri- 
can Lumber  Sales  Co.  contract? 

Mr.  Watt.  Yes,  sir;  I  have  since  the  contract  first  went  into 
force. 

The  Chairman.  Have  any  members  of  your  organization  been 
used  as  an  auxiliary  sales  force  for  the  American  Lumber  Sales  Co.  ? 

Mr.  Watt.  Absolutely  not,  sir.  Mr.  Chairman,  I  might  add  that 
there  are  quite  a  few  Fleet  employees  who  worked  in  these  different 
yards  after  the  lumber  contract  went  into  force,  that  we  discharged 
or  released,  who  were  hired  by  the  American  Lumber  Sales  Co.  But 
they  absolutely  had  nothing  to  do  with  the  selling  or  the  checking  of 
the  lumber.  All  lumber  delivered  to  the  American  Lumber  Sales 
Corporation  is  checked  by  a  Southern  Pine  lumber  inspector,  an  ap- 
pointed man,  hired  by  the  Emergency  Fleet  Corporation  at  a  salary 
of  $10  per  day.  That  is  my  understanding;  that  salary  proposition 
is  only  m  rumor.    I  have  not  a  copy  of  that  contract,  sir. 

The  Chairman.  What  do  tftey  check  it  for  ? 

Mr.  Watt.  Final  judgment,  to  pass. 

The  Chairman.  Oh,  yes ;  the  quality  of  lumber. 

Mr.  Watt.  They  gracle  it  and  check  it.  That  was  in  the  contract, 
if  you  have  read  the  contract. 

The  Chairman.  Yes. 

Mr.  Watt.  It  recites  plainly  in  there  that  they  are  the  final  judge 
of  all  lumber  delivered,  as  to  grade  and  counting,  measurements,  sizes, 
and  all. 

The  Chairman.  Are  you  familiar  with  the  incidents  in  the  Green- 
berg  contract  for  scrap  junk? 

Mr.  Watt.  Junk  scrap  ?  That  matter  was  handled  entirely  by  Mr. 
R.  E.  Kline,  at  that  time  district  director  of  the  eastern  district. 

The  Chairman.  Mr.  Laergren  succeeded  him? 

Mr.  Watt.  Yes.  sir.  Tliat  contract  was  handled  personally  be- 
tween Mr.  Kline  and  Mr.  Greenberg. 

The  Chairman.  Were  you  with  the  supply  and  sales  department 
when  Mr.  Kline  was  there  ? 

Mr.  Watt.  Yes,  sir:  Mr.  Kline  came  there  on  December  1,  1919. 

The  Chairman.  Were  there  a  number  of  inefficient  employees  in 
the  department  there  under  him? 

Mr.  Watt.  Why,  not  to  my.  knowledge ;  no  more  than  you  would 
find  in  any  organization  of  that  size^  sir. 

The  Chairman.  Was  a  considerable  reduction  in  the  force  made 
when  Mr.  Lagffren  took  charge? 

Mr.  Watt,   i  es,  sir. 

The  Chairman.  A  number  of  the  employees  were  dropped  ? 

Mr.  Watt.  Yes,  sir. 

The  Chairman.  Quite  a  saving  in  the  pay  roll  resulted? 

Mr.  Watt.  Yes,  sir. 

The  Chairman.  Were  the  men  who  were  dropped  efficient  or  in- 
efficient ? 
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Mr.  Wait.  Well,  Mr.  Laggren  and  ihyself  jointly  used  our  judg- 
ment in  reducing,  and  if  we  let  any  good  ones  get  away  from  us  it 
was  an  accident.    We  did  not  do  it  on  purpose,  sir. 

The  Chairman.  You  kept  the  good  men  ? 

Mr.  Wait.  Yes,  sir. 

The  Chaikman.  And  let  the  less  capable  go  ? 

Mr.  Wati'.  Yes,  sir. 

The  Chairman.  How  long  do  you  think  it  will  be  before  the  Gov- 
ernment can  dispose  of  its  surplus  material  under  the  present  plan? 

Mr.  Watt.  That  is  a  pretty  deep  question,  Mr.  Chairman,  and  it  is 
a  big  question.    We  are  averaging  now  $1,000,000  per  month  in  sales. 

The  CHAimiAN.  Have  you  got  any  idea  of  the  value  of  the  material 
you  have  for  disposal  in  this  section  ? 

Mr.  Watt.  Why,  approximately  $80,000,000,  I  should  say,  in  the 
whole  district. 

The  Chairman.  This  $1,000,000  a  month — have  you  had  that  aver- 
age for  very  long,  or  is  that  increasing  or  decreasing? 

Mr.  Watt.  That  average  was  a  little  better ;  but  since  60  days  ago^ 
you  might  say,  since  the  market  has  softened  somewhat,  we  are  only 
averaging  just  on  the  average  of  around  $250,000  a  week,  around 
$1,000,000  a  month,  approximately. 

The  Chairman.  If  vou  do  not  better  your  average  it  will  be  quite  a 
long  story,  will  it  not,TMr.  Watt? 

Mr.  Watt.  Well^n  my  opinion,  that  average  will  be  bettered,  sir^ 

The  Chairman.  When  good  times  come? 

Mr.  Watt.  Well,  our  organization  is  getting  more  efficient  every^ 
day. 

The  Chair3ian.  Well,  do  you  think  that  the  Government  should 
stay  in  the  market  and  keep  its  price  up  on  this  material? 

Mr.  Watt.  I  do,  unless  they  can  make  a  sale  which  will  be  of 
advantage  to  them  of  all  the  material  in  a  lot.  If  they  can  make  a 
clean  sale  at  a  good  fair  price,  and  by  figuring  our  overhead  it  is  to 
their  advantage  to  pet  out,  I  say,  get  out.  If  it  is  gone  into  properly^ 
and  they  decide  it  is  to  our  interest  to  keep  at  it,  why,  let  us  keep  at 
it  and  close  it  out. 

The  Chairman.  Well,  now,  there  is  no  possible  may  the  Govern- 
ment can  get  out  from  under  this  situation  without  charging  off 
considerable  loss,  is  there? 

Mr.  Watt.  No,  sir ;  we  are  going  to  have  a  loss  any  way  you  take 
it.     This  material  was  bought  at  war-time  prices. 

The  Chairman.  Yes,  sir. 

Mr.  Watt.  It  is  appraised  on  the  present-day  market  and  it  has 
got  to  be  sold  on  the  present-day  market. 

The  Chairman.  Now,  do  you  know  whether  the  Government  has  a 
lot  of  this  material  that  it  can  reallocate  for  its  repair  needs  on  its 
own  fleet? 

Mr.  Watt.  This  we  have  in  each  warehouse  and  compensation  yard 
and  are  centered  under  Forms  307  and  307a.  One  is  current  material 
and  the  other  surplus  and  salvage.  The  current  material  is  the  mate- 
rial that  we  know  will  be  required  for  the  operation  of  our  own 
vessels.  That  is  being  held  intact  for  the  division  of  operations. 
We  delivered  tons  of  materials  every  day  out  of  the  warehouses  to 
the  division  of  operation  and  repairs  for  the  boats,  such  as  engine- 
repairs,  repairs  of  pumps,  and  all  such  class  of  material. 
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The  Chairman.  Lifeboats? 

Mr.  Watt.  Lifeboats,  anchors,  chains,  practically  all  kinds  of  ship 
fitting  material  is  delivered  out  of  our  stock  daily  to  the  Government 
boats  for  their  use. 

The  Chairman.  Are  you  familiar  with  the  Kent  Avenue  in- 
ventory? 

Mr.  Watt.  Yes,  sir ;  I  am. 

The  Chairman.  Will  you' illustrate  what  was  done  there? 

Mr.  Watt.  The  Kent  Avenue  inventory  was  taken  on  instructions 
from  the  home  office  in  Washington,  the  complete  inventory. 

The  Chairman.  By  whom? 

Mr.  Watt.  By  the  inventory  section  at  Washington;  they  have  a 
head  of  the  inventory  section  in  Washington  as  well  as  we  have  a 
head  of  the  inventory  section  in  each  district.  This  inventory  was 
taken  at  Kent  Avenue,  the  complete  detailed  inventory  by  items. 
Unfortunately,  in  taking  that  inventory  it  was  not  taken  in  two  parts,. 
as  it  should  have  been,  one  for  the  current  material  that  was  needed 
for  open  use,  and  the  other  of  surplus  and  salvage.  But  immediately 
upon  discovering  this,  Mr.  L.  H.  Parker,  head  of  our  inventory  sec- 
tion, in  the  eastern  district,  took  the  inventory  and  went  through  it 
and  stamped  with  a  rubber  stamp  current  material.  In  other  words, 
the  division  of  operations  to  be  held  for  use,  current  needs,  instead 
of  being  sold,  as  was  the  case  of  the  surplus  and  salvage  materiaL 
which  we  know  will  absolutely  not  be  required  in  the  operation  oi 
our  own  boats. 

The  Chairman.  Where  is  that  ? 

Mr.  Watt.  Kent  Avenue,  Brooklyn. 

The  Chairman.  Oh,  Brooklyn? 
.Mr.  Watt.  Yes. 

The  Chairman.  Well,  now,  then,  when  you  make  this  inventory 
and  you  stamped  it  current,  or  to  be  held,  do  you  notify  the  division 
of  operations? 

Mr.  Watt.  Well,  understand,  the  division  of  operations'  ware- 
houses and  purchasing  department  has  lately  been  transferred  to 
the  supply  and  sales,  and  are  now  under  the  jurisdiction  of  the 
supply  aiid  sales.  The  i*eason  for  that  complete  inventory  being 
taken  was  for  this  purpose :  We  have  got  to  credit  the  division  ox 
operations  with  all  of  the  material  in  that  warehouse. 

The  Chairman.  Whv? 

Mr.  Watt.  Why?  It  is  a  separate  unit,  another  division;  it  is 
on  their  books.  The  material  has  all  got  to  be  charged  into  the 
supply  and  sales. 

The  Chairman.  What  is  the  division  of  operations  doing  with  a 
lot  of  the  material  that  they  have  no  use  for? 

Mr.  Watt.  Surplus  material,  I  suppose,  has  been  shipped  into  the 
warehouses  at  different  times,  some  oi  it  dilapidated  lifeboats,  when 
they  and  a  lot  of  material  was  taken  off  different  vessels;  there  is 
a  lot  of  scrap  over  there  in  the  surplus,  scrap  that  is  not  needed. 
They  have  been  using  much  of  this  material,  and  that  which  they 
can  not  use;  that  is  surplus  and  salvage  for  disposition,  but  the 
major  portion  of  that  is  absolute  scrap,  like  old  lifeboats,  dilapi- 
dated and  of  no  use. 

The  Chairman.  Where  did  the  old  lifeboats  come  from? 
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Mr.  Watt.  Oflf  of  old  vessels,  the  property  of  the  fleet. 

The  Chairman.  Well,  you  would  not  call  them  current  material 
to  be  held,  to  be  put  back  on  ships,  would  you  ? 

Mr.  Watt.  That  has  been  surplus,  considered  as  surplus  and  sal- 
vage, and  we  are  now  disposing  of  them. 

The  Chairman.  Selling  them? 

Mr.  Watt.  Yes. 

The  Chairman.  What  is  the  character  of  the  material  there  that 
came  from  the  division  of  operations  that  you  took  an  inventory  of 
and  marked  it  current,  to  be  b^ld  for  use  of  the  fleet? 

Mr.  Watt.  That  is  galley  equipment — i)umps. 

The  Chairman.  How  did  that  ever  get  into  the  division  of  opera- 
tions ? 

Mr.  Watt.  Why,  thej'^  are  using  that  daily,  Mr.  Chairman,  for  the 
boats. 

The  Chairman.  But  before  you  inventoried  it.  You  said  it  was 
in  the  division  of  operations. 

Mr.  Watt.  Why,  the  division  of  operations  operated  their  own 
warehouses  before  they  were  turned  over  to  supply  and  sales.  Where 
they  stored  their  materials  they  were  kept.  And  when  they  came 
into  port  and  they  had  lost  an  anchor  or  lost  a  lifeboat  or"  a  dish 
was  broken  they  would  get  one  to  replace  it  out  of  their  warehouse. 

The  CiiAiKMAN.  That  was  in  the  division  of  operations? 

Mr.  Watt.  Yes. 

The  Chairman.  So  that  it  had  been  taken  out  of  the  division  of 
operations  and  certified  to  surplus,  reinventoried,  and  then  marked 
to  be  held? 

Mr.  Watt.  The  whole  set-up  was  changed.  The  purchase  depart- 
ment and  the  warehousing  end  of  the  game  and  all  about  60  days  ago 
was  transferred  over  to  supply  and  sales.  A  changed  set-up  in  the 
whole  proposition. 

The  Chairman.  Do  you  know  why  that  was  done? 

Mr.  Wati\  Yes,  sir;  because  we  are  handling  the  material  and 
we  are  in  a  position  to  put  it  together  under  one  head,  to  make  it  a 
more  efficient  organization.  AVe  know  what  we  have  done  in  the  sur- 
plus stock.  We  are  in  constant  touch  daily  with  the  purchase  agent 
of  the  division  of  purchases,  and  we  have  our  records  available  for 
him,  and  we  stop  purchasing  material  from  the  outside,  from  com- 
mercial houses,  if  we  have  that  material  in  stock. 

The  (^hairman.  Why  would  not  the  division  of  operations  know 
all  that,  when  this  was  under  their  charge  and  in  their  warehouses? 
•Why  couldn't  they  take  care  of  that? 

Mr.  Watt.  They  were  doing  it  this  way:  They  were  down  on 
Chestnut  Street  and  we  were  up  on  Xorth  feroad.  You  might  take 
your  stock  record  books  down  there  or  you  might  come  up  there 
and  inquire  what  there  was.  Now,  we  are  side  by  side  within  2  feet 
of  each  other. 

The  Chairman.  That  was  to  save  delay? 

Mr.  Watt.  To  save  delay  and  make  it  more  of  a  business  proposi- 
tion. In  other  words,  we  are  profiting  by  our  past  experiences.  We 
are  learning  as  we  go  along. 

The  Chairman.  How  long  has  this  other  plan  obtained  until  it 
was  changed  GO  days  ago— how  long  has  that  condition  continued? 
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Mr.  Watt.  At  all  times. 

The  Chairman.  That  had  run  along  all  the  time  ? 

Mr.  Watt.  Yes,  sir;  that  was  always  inventoried,  but  there  was, 
you  see,  with  all  this  material,  distributed  as  it  was,  they  decided  to 
make  a  change.  That  was  decided  by  the  officials  in  Washington, 
that  this  would  make  a  better  proposition,  and  more  efficient  proposi- 
tion, by  having  our  plants  all  more  compact,  closer  together. 

The  Chairman.  You  think  so  ? 

Mr.  Watt.  I  know  so. 

The  Chairman.  You  do? 

Mr.  Watt.  Yes. 

The  Chairman.  Has  not  that  resulted  in  having  to  ship  a  lot  of 
material  from  one  point  to  your  warehouse  and  then  having  to  ship 
that  back  again  whenever  a  ship  wanted  it  ? 

Mr.  Watt.  No  ;  these  warehouses  are  all  up  here,  where  they  were ; 
one  in  Norfolk,  one  in  Baltimore,  one  in  I'hiladelphia,  and  one  at 
Kent  Avenue  here,  and  one  at  Boston,  we  have  not  shipped  anything 
so  far,  gentlemen.  We  have  just  changed  the  record,  which  is  the 
transfer  that  has  taken  place,  from  the  division  of  operations  over 
to  the  division  of  supply  and  sales,  without  in  any  instance  the  goods 
having  been  moved,  and  the  change  has  been  for  the  betterment  of 
handlmg  it.  If  you  put  your  warehousing  game  under  an  experi- 
enced storekeeper  and  warehouseman,  he  is  going  to  cut  down  your 
overhead. 

The  Chairman.  We  had  some  testimony  here  a  few  days  ago,  that 
the  Shipping  Board  purchased  some  lifeboats  from  a  man  who  had 
bought  them  from  the  Navy  Department,  repainted  them  and  sold 
them  at  a  considerable  advance  to  the  Shipping  Board. 

Mr.  Watt.  That  is  possible. 

The  Chairman.  And  that  at  the  same  time  the  Shipping  Board 
had  brand  new  boats  of  its  own  in  storage  plants  and  concentration 
plants  at  Wilsons  Point. 

Mr.  Watt.  The  same  capacity  lifeboats? 

The  Chairman.  The  same  type. 

Mr.  Watt.  To  carry  the  same  number  of  people? 

The  Chairman.  I  don't  know  whether  that  was  so  or  not. 

Mr.  Watt.  Well,  if  it  is  so,  it  is  bad  business,  but  I  don't  believe  it 
is  so,  sir,  because  we  have  a  record,  a  double  record  of  everything  that 
we  have  got  in  our  storage  yards,  and  whenever  we  may  need  a  life- 
boat, we  know  whether  we  have  it,  if  it  is  a  24- foot  boat  carrying  40 
people  or  if  it  is  a  26-foot  boat  carrying  44  people,  we  know  whether 
we  have  one  of  those  or  not  from  our  records. 

The  Chairman.  Do  not  you  ever  verify  the  supply  of  lifeboats  ? 

Mr.  Watt.  Yes,  sir.  Were  they  small  ones?  It  might  have  been 
for  a  smaller  capacity,  of  saj^,  20  people,  which  we  were  out  of  and 
didn't  have  in  our  store,  which  were  needed,  and  we  could  not  sup- 
ply, perhaps,  out  of  our  surplus  stock  those  sizes  of  those  boats. 

The  Chairman.  Then  the  difference  of  four  people  would  be  suffi- 
cient to  warrant  the  Shipping  Board  in  buying  secondhand  Navy 
boats,  repainted? 

Mr.  Watt.  I  didn't  say  4  people;  I  say  for  a  boat  of  44-people 
capacity  or  40,  whether  a  24- foot  or  26-foot  boat,  or  whether  intended 
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for  20  passengers,  which  is  a  difference  of  from  20  to  24  people,  and 
not  a  difference  of  4  people. 

The  Chairman.  I  understood  you  to  say  a  while  ago  four  people. 
Mr.  Watt.  My  voice  is  very  husky,  and  you  must  excuse  me;  I 
can  not  express  myself  like  I  would  like  to. 

Tlie  Chairman.  Do  you  know  of  any  person  who  was  employed 
by  your  department  in  a  position  of  responsibility  and  trust,  who 
might  assist  in  directing  the  policy  of  the  supply  and  sales  division, 
or  wlio  had  been  conferring  with  reference  to  it,  who  had  gone  into 
the  employ  of  any  of  these  concern  having  large  contracts  with  the 
Shipping  Board  for  surplus  materials?  fiarde,  the  American  Sales 
Lumber,  the  Southern  Scrap  Material  ? 

Mr.  Watt.  No,  sir;  the  Southern  Scrap  Material  I  know  abso- 
lutely nothing  of.  That  comes  under  the  southern  district.  The 
Barde  contract  has  already  been  established  here,  and  that  Mr. 
Waverly,  formerly  an  employee  of  the  Emergency  Fleet,  is  with  them 
now.  The  American  Lumber  Sales  Corporation,  I  know  of  no  one 
who  was  in  authority  who  was  with  the  fleet.  The  only  thing  is  one 
man  that  I  recall,  Mr.  H.  M.  Birch,  who  was  superintendent  of 
lumber  storage  yard  No.  21,  at  921  Delaware  Avenue,  Philadelphia, 
who  is  now  working  in  the  capacity  of  a  superintendent  of  the  lumber 
yard  for  the  American  Lumber  Sales. 

The  Chairman.  Do  you  recall  any  controversy  with  this  American 
Lumber  Sales  Co.,  or  any  other  concern  who  had  a  contract  with 
the  Fleet  Corporation  or  Shipping  Board  for  surplus  lumber,  which 
arose  over  their  recutting  certain  pieces  of  timber,  so  as  to  make 
these  fall  within  classifications,  down  in  some  of  these  yards  through 
the  South? 

Mr.  Watt.  Quantico,  Va. ;  I  stopped  the  shipping  of  lumber  out 
of  the  yard  myself. 

The  Chairman.  What  were  the  circumstances  of  that  instance? 
Mr.  Watt.  I  was  not  satisfied  with  the  break  on  the  checkings  that 
were  made  from  the  southern-pine  inspector ;  therefore  I  ceased  oper- 
ations until  I  could  go  down  there  myself  and  investigate  the  matter. 
The  Chairman.  What  did  you  find? 

Mr.  Watt.  I  found  this,  that  the  checking  of  the  hmiber  by  the 
checker  at  that  yard  was  being  done  by  the  actual  measurement, 
whereas  the  American  Lumber  Sales  contract  called  for  fletched 
lumber,  which  is  not  square  by  square  lumber,  which  would  be 
according  to  the  way  it  would  naturally  come  from  the  mill,  and  they 
had  a  little  Southern  Pine  man  there  who  was  in  the  habit  of  giving 
the  other  measurements,  and  there  was  a  lot  of  internal  trouble 
between  that  man  at  the  yard — ^that  is,  between  the  Southern  Pine 
man — and  while  I  didn'^t  think  it  amounted  to  a  whole  lot,  we  got 
rid  of  this  Southern  Pine  man  and  got  another  man  in  there  to 
check  it  off  according  to  our  notion  of  the  situation,  and  then  we 
checked  the  lumber  out  and  let  it  go  out. 

The  Chairman.  Was  there  any  evidence  in  your  mind  of  collusion 
between  this  Southern  Pine  man  and  the  American  Lumber  Sales 
Co.,  giving  them  a  better  break  than  they  were  entitled  to? 

Mr.  Watt.  No  ;  I  did  not  think  he  did  do  much  in  that  line,  be- 
cause I  had  a  bulldog  down  there  looking  after  my  interests — who 
was  looking  after  things — and  I  could  depend  on  him;  he  was  an 
honest  man. 
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The  Chairman.  This  Southern  Pine  man,  he  was  there  to  look  out 
for  the  interests  of  the  Shipping  Board,  too,  wasn't  he? 

Mr.  Watt.  At  that  yard  I  had  a  double  check  on  at  that  time, 
and 

The  Chairman.  I  say,  he  was  supposed  to  be  looking  out  for  the 
Shipping  Board,  wasn't  he? 

Mr.  Watt.  Yes,  sir. 

The  Chairman.  The  Southern  Pine  man? 

Mr.  Watt.  Yes.    The  Shipping  Board  was  paying  him. 

The  Chairman.  And  he  was  not  doing  it  satisfactorily  there  to 
your  man  or  to  yourself? 

Mr.  Watt.  No. 

The  Chairman.  So  you  had  him  removed? 

Mr.  Watt.  Yes. 

The  Chairman.  Now,  then,  what  I  want  to  know  is,  did  you  see 
any  evidences  there  of  collusion  or  improper  practices  on  his  part 
in  his  dealings  with  the  Sales  Co.  ? 

Mr.  Watt.  No,  sir ;  I  was  only  in  the  yard  a  day ;  you  see,  I  am 
stationed  at  Philadelphia. 

The  Chairman.  I  didn't  know  but  that  you  found  that  he  was  re- 
ceiving something  from  them. 

Mr.  Watt.  My  checker  and  the  Southern  Pine  checker  would  not 
agree  on  what  the  lumber  would  amount  to  that  was  to  be  shipped 
out. 

The  Chairman.  Oh,  yes. 

Mr.  Watt.  And  my  man  wired  me  and  I  immediately  went  to 
him. 

The  Chairman.  A  difference  in  judgment? 

Mr.  Watt.  A  difference  in  judgment  in  the  matter,  and  thei 
Southern  Pine  man  was  removed  from  that  yard.  They  had  some 
personal  difficulty,  the  two  men,  and  I  removed  him. 

The  Chairman.  You  left  the  bulldog  there  on  the  job? 

Mr.  Watt.  He  was  a  real  bulldog,  too,  sir. 

The  Chairman.  Any  questions,  Mr.  Kelley  ? 

Mr.  Kelley.  "What  would  be  the  monthly  depreciation,  on  an  av- 
erage, of  machinery  stored  outdoors? 

Mr.  Watt.  Well,  sir,  machinery  should  not  be  stored  outdoors 
in  the  first  place;  if  it  is,  there  are  two  classes  of  machinery — two 
classes  of  material,  I  should  say.  There  is  one  class  of  material 
that  it  does  not  hurt  to  store  in  the  open,  that  the  weather  will  not 
deteriorate.  There  is  another  class  that  it  will.  We  call  it  outdoor 
storage  or  inside  storage — indoor  storage.  We  try,  in  storing  this 
material,  to  put  all  the  valuable  material  that  will  deteriorate  un- 
der the  weather  inside  of  the  house — in  the  warehouse. 

Mr.  Kelley.  You  try,  as  far  as  you  have  capacity,  for  storage  ? 

Mr.  Watt.  Yes. 

Mr.  Kelley.  At  that  time,  however,  you  had  a  lot  of  stuff  out- 
doors deteriorating,  and  also  right  now  ? 

Mr.  Watt.  There  was  a  lot  of  stuff  put  outdoors.  Senator,  at  the 
beginning  of  the  job,  that  I  have  been  getting  indoors  ever  since. 

Mr.  Kelley.  But  you  think  it  is  pretty  well  and  all  in  now,  do 
you? 
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Mr.  WattT  Yes,  sir ;  and  that  that  is  not  indoors,  that  we  do  not 
have  room  for,  has  been  thoroughly  slashed — greased,  and  taken 
care  of,  to  take  care  of  the  weather  conditions  this  winter. 

Mr.  Kelley.  You  don't  have  anything  to  do  with  the  preparing  of 
the  inventory  of  the  supplies  and  Government  property  left  over  at 
a  manufacturing  yard  at  all  ? 

Mr.  Watt.  That  is  done  by  the  cancellation  board,  who  settles 
their  claim. 

Mr.  Kelley.  You  accept  that  as  your  authority? 

Mr.  Watt.  By  certification. 
•  Mr.  Kelley. 'And  then  you  take  up  and  see  what  is  put  down, 
there  as  having  been  received  by  the  Government? 

Mr.  Watt.  Yes,  sir;  and  then  have  it  appraised  and  gone  over. 

Mr.  Kelley.  Are  you  sure  that  the  various  ship  operators  always 
apply  to  you  for  such  supplies  as  you  have  on  hand  ? 

Mr.  Watt.  We  do  not  wait  for  them  to  apply  to  us ;  we  are  cir- 
cularizing them  with  letters  constantly. 

Mr.  Kelley.  I  know.  But  here  is  a  ship  operator ;  possibly  he  owns 
a  store  of  his  own,  has  supplies  for  sale,  such  as  you  have  surplus 
stores  of.  How  do  you  know  that  he  does  not  go  to  his  own  store 
and  get  these  supplies,  rather  than  buying  them  of  you? 

Mr.  Watt.  Well,  if  you  get  him  in  his  own  storeroom,  he  would  not 
come  to  us  for  what  he  wants. 

Mr.  Kelley.  In  his  own  storeroom.  Not  in  his  own  storeroom,  but 
in  his  own  store. 

Mr.  Watt.  Oh,  his  own  store  ? 

Mr.  Kelley.  Owned  and  nm  by  himself. 

Mr.  Watt.  We  don't  Imow  that.  All  we  can  do  is  to  offer  our  ma- 
terial for  sale  to  everybody  we  think  would  use  that  class  of  material. 

Mr.  Kelley.  I  mean,  now,  a  man  who  was  operating  a  Shipping 
Board  ship. 

Mr.  Watt.  Oh,  you  mean  a  man  who  is  operating  a  Shipping 
Board  ship? 

Mr.  Kelley.  Yes. 

Mr.  Watt.  Oh ! 

Mr.  Kelley.  How  do  you  know  he  buys  such  supplies  of  you  as 
you  have  on  hand  ? 

Mr.  Watt.  Well,  sir,  if  he  does  not  first  try  to  get  them  from  the 
Government,  I  think  it  is  time  for  an  investigation.  Our  own  people 
operating  our  own  boats  certainly  should  try  our  sales  section  first 
for  material  before  trying  to  buy  it  outside^ 

Mr.  Kelley.  Well,  you  don't  know  whether  they  do  or  not? 

Mr.  Watt.  Oh,  now  I  do.  Since  that  has  come  up  under  us,  and 
since  the  purchasing  agent  and  purchasing  officer  is  right  in  our 
office,  nothing  can  be  bought  for  the  division  of  operations,  nothing 
can  be  bought  at  all  until  there  is  a  purchase  order  issued  for  it,  or 
a  purchase  requisition;  and  before  issuing  that  requisition  for  the 
various  things  that  are  wanted,  we  are  notified  of  what  that  requisi- 
tion order  contains,  and  we  know  wliat  our  supplies  are,  as  they 
are  daily  checked  off,  and  we  see  what  we  can  furnish  out  of  our 
own  stock  first. 

Mr.  Kelly.  But  until  you  consolidated  the  books  of  the  operations 
and  sales,  vou  could  not  tell  whether  that  was  done  or  not? 
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Mr.  Watt.  They  were  supposed  to  get  in  touch  with  us  and  find 
out  whether  we  had  the  particular  material  wanted  or  not. 

Mr.  Kelley.  But  the  fact  that  they  were  supposed  to  does  not 
mean  that  they  did,  did  it?  ' 

Mr.  Watt.  Well,  I  know  since  October  1,  or  since  the  transfer 
from  these  various  other  warehouses,  from  the  division  of  operations, 
and  the  purchase  officer  being  located  in  our  office  of  the  supply  and 
sales,  we  know  that  since  then,  whatever  we  have  in  stock  is  first 
disposed  of,  we  are  able  to  check  up  and  see  whether  we  have  these 
things,  and  we  are  able  to  give  it  direct  supervision,  and  we  know 
that  it  is  now  being  done. 

Mr.  Kelley.  And  no  new  stuff  is  being  bought  in  any  of  your 
warehouses  or  in  stock  anywhere  ? 

Mr.  Watt.  No. 

Mr.  Kelley.  Have  you  got  any  storage  which  is  not  in  use,  any 
vacant  storage? 

Mr.  Watt.  No,  sir ;  I  know  of  none. 

Mr.  Kelley.  Do  you  have  many  storage  bills? 

Mr.  Watt.  Why,  we  only  have,  I  think,  in  this  district,  we  have 
Wilsons  Point  and  Metuchen  warehouses. 

Mr.  Kelley.  Is  that  a  rented  building? 

Mr.  Watt.  I  know  the  one  at  Wilsons  Point  is  rented. 

Mr.  Kelley.  How  about  the  one  at  Metuchen ;  how  much  for  that? 

Mr.  Watt.  Metuchen  is  $20,000  a  year,  and  the  Wilsons  Point  I 
don't  know,  because  that  is  under  a  special  arrangement  of  some 
kind,  the  same  as  at  Hog  Island. 

Mr.  Keixey.  What  is  the  monthly  expense  of  your  office? 

Mr.  Watt.  The  Philadelphia  office? 

Mr.  Kelley.  Your  monthly  expense  of  your  sales  division  in  this 
district  ? 

Mr.  Watt.  You  mean  the  entire  expense  for  the  storing  of  ma- 
terial and  warehouses? 

Mr.  Kelley.  Evervthine:. 

Mr.  Watts.  Oh,  why,  I  should  say  that, our  pay  roll  is  around 
$200,000  a  year — I  have  the  records  in  Philadelphia,  but  from  my 
memory  I  think  our  pay  roll  runs  something  around  $200,000  a  year — 
pav  rolls,  weekly  pay  rolls  and  inventories. 

Mr.  Kelley.  Does  that  include  storage? 

Mr.  Watt.  I  think  that  is  just  the  pay  rolls ;  that  is  not  the  storage. 

Mr.  Kelley.  How  often  will  you  have  to  have  an  appraisal  made 
of  these  goods? 

Mr.  ^yATT.  Why,  there  is  only  one  appraisal  made;  that  is  when 
the  initial  turnover  comes. 

Mr.  Kelley.  Isn't  there  a  depreciation  going  on  all  along  that  you 
have  to  take  into  account? 

Mr.  Watt.  Oh,  yes,  sir;  there  is  a  depreciation,  but  the  market 
governs  that.  If  we  have  got  an  article  worth  $100  in  the  market, 
it  might  be  appraised  for  $200.  We  mi^rht  get  20  offers  for  that' 
article  and  thoroughly  test  the  market:  then  we  know  that  there  is 
something  wrong.  We  can  then  take  that  up  with  Washington  and 
ask  them  to  reappraise  it,  or  we  can  get  permission  from  the  director 
of  the  supply  and  sales  to  sell  that  under  appraisal  proposition. 

Mr.  Keij^ey.  And  I  suppose  that  if  there  are  some  articles  that 
you  are  obliged  to  store  outdoors,  and  that  are   depreciating  on 
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account  of  the  weather,  that  when  the  proper  time  comes  to  take 
them  up  and  dispose  of  them  there  will  have  to  be  a  supplemental 
appraisal  there? 

Mr.  Watt.  Well,  under  the  present  procedure  at  the  present  writ- 
ing there  is  no  procedure  of  reappraisal.  The  only  time  reappraisal 
can  be  made  at  present  is  by  taking  it  up  with  the  home  office  under 
a  special  dispensation  for  reappraisal. 

Mr.  Kelley.  Now,  your  chief  says  that  there  is  about  $80,000,000 
worth  of  material  still  on  hand? 

Mr.  Watt.  I  said  that. 

Mr.  Kellet.  You  said  that? 

Mr.  Watt.  Yes. 

Mr.  Kelley.  $80,000,000  of  this  stuff? 

Mr.  Watt.  About  $80,000,000  worth. 

Mr.  Kelley.  $80,000,000  worth  of  stuff,  and  you  were  selling 
about  $1,000,000  worth  a  month? 

Mr.  Watt.  Yes. 

Mr.  Kelley.  That  is  80  months,  or  about  7  years,  to  get  rid  of  this 
stuff.  You  think  it  will  take  that  long  to  close  it  out?  What  would 
be  your  answer  to  that?  You  expect  to  be  in  the  business  there  six 
or  seven  years  from  now? 

Mr.  \^^tt.  No,  sir ;  I  do  not. 

Mr.  Kelley.  1  ou  think  you  will  close  it  out  in  larger  quantities? 

ilr.  Watt.  Larger  qauantities. 

Mr.  Kelley.  As  you  go  along? 

Mr.  Watt.  Yes. 

Mr.  Kelijey.  Take  these  storehouses  at  Wilsons  Point  and  other 
places:  vou  have  in  there  ^surplus  stuff  alone? 

Mr.  Watt.  That  is  all  at  Wilsons  Point. 

Mr.  Kelley.  Where  do  you  keep  your  current  stuff? 

Mr.  Watt.  In  the  warehouses.  We  have  the  surplus  and  current 
there,  too.  If  there  is  anything  there  that  is  not  current  stock,  it  is 
in  the  surplus  account. 

Mr.  Kelley.  The  current  stock  is  not  being  sold  at  all  ? 

!Mr.  Watt.  No;  that  is  segregated  from  the  surplus  and  salvage 
and  so  identified  with  a  mark  of  identification,  stored  in  separate 
shelves,  and  it  is  carried  on  a  separate  stock  record  ledger  on  a  white 

sheet. 

Mr.  Kelley.  You  don't  know  whether  that  policy  has  been  pur- 
sued on  the  Pacific  coast,  with  reference  to  the  Barde  contract,  or 

not? 

Mr.  Watt.  I  am  only  familiar  with  the  eastern  district. 

Mr.  Kelley.  You  would  not  advise,  of  course,  selling  the  current 

stuff  at  all  ? 

Mr.  Watt.  Nothing  that  is  needed  for  our  own  requirements  I 

would  not  advise  selling. 

Mr.  Kelley.  There  are  certain  classes  of  supplies  that  would  last 
a  very  long  time  for  our  own  ships  i 

Mr.  Watt.  Yes,  sir. 

Mr.  Kelley.  But  you  would  sell  them  and  keep  them  right  along, 
if  you  had  a  large  stock  of  them  ? 

Mr.  Watt.  No;  when  we  have  an  overage,  or  surplus,  we  may 
have — for  instance,  in  ship  winches  we  may  have  2,000. 
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Mr.  Kellet.  Then  you  might  sell  part  of  those  ? 

Mr.  Watt.  We  would  take  that  up  with  the  division  of  operations, 
and  ffet  from  them  some  idea  of  what  their  requirements  would  be 
for  the  next  two  years,  or  the  next  12  months,  and  then  if  we  find 
if  there  is  a  surplus,  we  would  dispose  of  that  surplus. 

Mr.  Kellet.  rf ow,  have  you  taken  that  up  with  the  division  of 
operations  ? 

Mr.  Watt.  Yes,  sir ;  absolutely. 

Mr.  Kelley.  And  have  gone  into  those  matters  with  them? 

Mr.  Watt.  Yes. 

Mr.  Kjjlley.  Hoav  long  a  time  have  you  thought  it  wise  to  keep 
these  supplies;  that  is,  keep  a  supply  of  these  various  supplies  on 
hand;  that  is,  of  this  stuff  that  is  current,  that  is  needed  for  cur- 
rent use? 

Mr.  Watt.  I  should  say  we  have  got  on  hand  in  some  supplies — 
two  years'  limit  would  be  the  idea,  I  think,  the  average  for  material 
which  is  not  perishable. 

Mr.  Kjbllet.  And  such  as  you  have,  that  will  last  longer  than  two 
years,  you  would  put  in  the  surplus  and  sell  it  ? 

Mr.  Watt.  Sell  it  out ;  yes,  sir.  There  is  no  definite  way  of  finding 
out  right  down  to  the  minute  about  how  much  material  we  are  going 
to  require. 

Mr.  Kellet.  Oh,  no. 

Mr.  Watt.  All  we  can  do  is  to  investigate  the  matter  thoroughly ; 
go  into  it  and  make  a  conservative  bid  and  decide  approximately -what 
our  requirements  will  be  for  a  given  time. 

The  Chairaian.  That  is  all,  Mr.  Watt ;  thank  you,  sir. 

TESTIMONY  OF  ME.  KOBEET  I.  LAGGEEN— Besnmed. 

The  Chairman.  Mr.  Laggren,  what  have  you  to  say  as  to  the  length 
of  time  you  expect  to  take  to  collect  together  and  clear  up  this  surplus 
material  which  you  have  for  sale? 

Mr.  Laggren.  We  are  working  as  hard  as  we  can  at  the  present 
time  to  have  everything  cleaned  up  within  one  year. 

The  Chairman.  Within  a  year? 

Mr.  Laggren.  Yes. 

The  Chairman.  If  you  are  only  selling  at  the  rate  of  $1,000,000 
a  month,  of  course  if  you  do  not  better  that  average  you  can  not  do  it. 

Mr.  Laggren.  We  are  going  to  better  that  average  by  selling  in 
large  projects.  We  are  working  on  these  all  the  time.  They  are 
taking  a  good  bit  of  our  time  in  getting  men  to  look  at  whole  projects, 
whole  warehouses  like  Wilson's  Point  warehouse  or  Metuchen  Point 
warehouse  or  the  Erie  warehouse  or  an  entire  yard. 

The  Chairman.  Taking  a  vast  quantity? 

Mr.  Laggren.  Taking  a  vast  quantity  at  one  location. 

The  Chairman.  In  order  to  do  that  do  you  think  you  will  be  able 
to  keep  up  as  near  the  market  as  you  would  by  disposing  of  it  in 
smaller  lots? 

Mr.  Laggren.  You  could  not  keep  up  so  near  the  market,  but  the 
cut-off  in  overhead  will  equal  that  difference. 

The  Chairman.  Do  you  think  the  loss  will  be  more  than  made  up 
to  the  Government  if  it  is  done  that  way? 
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Mr.  Laggren.  Yes,  sir ;  when  you  figure  that  we  are  cutting  off  a 
big  overhead^  anl  also  when  you  figure  on  the  general  policy  that  the 
Government  is  better  off  without  these  things  on  their  hands  anyhow. 

The  Chairman.  Any  questions,  Mr.  Kelley?  ^ 

Mr.  Kellet.  No. 

TESTIMONY  OF  ME.  CHAELES  E.  BANZHAF. 

(Duly  sworn  by  the  chairman.) 

The  Chairman.  What  is  your  name  ? 

Mr.  Banzhaf.  Charles  Edwin  Banzhaf. 

The  Chairman.  Where  do  you  reside,  Mr.  Banzhaf? 

Mr.  Banzhaf.  My  permanent  residence  is  44  Stevens  Street,  Dan- 
bury,  Conn. 

The  Chairman.  Are  you  employed  by  the  Shipping  Board  ? 

Mr.  Banzhaf.  Yes,  sir. 

The  Chairman.  In  what  capacity? 

Mr.  Banzhaf.  Traveling  auditor. 

The  Chairman.  How  long  have  you  been  "with  them  ? 

Mr.  Banzhaf.  Ten  months. 

The  (.^HAiRMAN.  What  was  your  occupation  or  profession  ? 

Mr.  Banzhaf.  Public  accountant. 

The  Chairman.  Certified  public  accountant? 

Mr.  Banzhaf.  I  have  not  passed  all  of  the  examinations. 

Tlie  Chairman.  How  old  are  you  ? 

Mr.  Banzhaf.  Thirty-eight. 

The  Chairman.  How  long  have  you  been  in  the  accounting  busi- 
ness? 

Mr.  Banzhaf.  Ten  years. 

The  Chairman.  AVho  gave  your  appointment  to  you  with  the  Ship- 
ping Board? 

Mr.  Banzhaf.  I  answered  an  ad,  an  ad  in  the  New  York  Times. 

The  Chairman.  You  answered  an  ad  in  the  New  York  Times  ? 

Mr.  Banzhaf.  Yes. 

The  Chairman.  Will  j^ou  speak  a  little  louder  so  we  can  all  hear 
you  ? 

Mr.  Banzhaf.  I  received  my  appointment  from  Mr.  H.  D.  Field- 
ing, chief  control  accountant. 

The  Chairman.  H.  D.  Fielding? 

Mr.  Banzhaf.  Chief  control  accountant. 

The  Chairman.  What  district  are  you  attached  to? 

Mr.  Bknzhaf.  Attached  to  the  home  office. 

The  Chairman.  In  ^Vashington? 

Mr.  Banzhaf.  Yes. 

The  Chairman.  What  jurisdiction  do  you  have;  over  what  ter- 
ritory? 

Mr.  Banzhaf.  At  present  I  am  traveling  auditor  in  charge  of 
traveling  auditors  in  the  port  of  New  York. 

The  Ciiatrman.  In  the  port  of  New  York? 

Mr.  Banzhaf.  Yes,  sir. 

The  Chairman.  You  say  you  have  been  with  them  for  10  months? 

Mr.  Banzhaf.  Yes,  sir. 

The  Chairman.  You  came  the  1st  of  February  ? 

Mr.  Banzhaf.  The  15th  of  January. 
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The  Chairman.  The  15th  of  January? 

Mr.  Banzhaf.  Yes,  sir. 

The  Chairman.  What  do  you  do? 

Mr.  Banzhat.  I  am  traveling  auditor  of  the  Division  of  Opera- 
tions at  the  present  time ;  I  have  a  crew  of  men  making  an  audit  of 
the  department  of  operations  of  the  New  York  office.  In  addition 
to  that,  I  am  making  an  audit  of  the  reconditioning  work  on  the 
steamship  New  Rochelle^  of  the  Baltic  Steamship  Co. 

The  Chairman.  The  steamship  New  Rochelle? 

Mr.  Banzhaf.  Yes,  sir. 

The  Chairman.  Is  that  audit  completed  now  ? 

Mr.  Banzhaf.  No,  sir. 

The  Chairman.  What  was  the  occasion  of  your  making  it  on  that 
steamer ;  what  is  that  transaction  ? 

Mr,  Banzhaf.  Why,  roughly  speaking,  the  boat  which  is  being 
bought  from  the  Government  on  a  charter-purchase  plan 

The  Chairman.  By  whom? 

Mr.  Banzhaf.  By  the  Baltic  Steamship  Co.  The  Baltic  Steam- 
ship Co.  has  advanced  $540,000  on  the  boat.  The  board  at  Wash- 
ington has  found,  I  was  informed,  that  the  Baltic  Steamship  Co. 
needed  additional  money  to  meet  the  expenses  of  reconditioning,  and 
agreed  to  advance  $400,000.  That  is,  I  believe,  has  given  that  about 
the  1st  of  November.  In  order  to  satisfy  themselves  that  the  Govern- 
ment equity  in  that  boat  was  protected,  they  directed  me  to  make 
arrangements  to  have  an  audit  made. 

The  Chairman.  Now,  wait  just  a  moment.  The  New  Rochelle 
was  purchased  from  the  Government  on  the  charter  basis? 

Mr.  Banzhaf.  Charter-purchase  plan. 

The  Chairman.  Charter-purchase  plan? 

Mr.  Banzhaf.  Yes. 

The  Chairman.  The  Baltic  Steamship  Co.  have  paid  $540,000  to 
the  Government? 

Mr.  Banzhaf.  Yes. 

The  Chairman.  On  account  of  the  purchase  price? 

Mr.  Banzhaf.  Yes. 

The  Chairman.  What  was  the  purchase  price? 

Mr.  Banzhaf.  The  purchase  price,  I  am  informed — I  have  not 
seen  the  agreement;  I  have  not  been  able  to  procure  it;  I  was  very 
desirous  of  doing  so  in  order  that  I  might  be  certain  that  the  Gov- 
ernment equity  was  protected  if  I  made  an  audit.  I  have  not  re- 
ceived it,  but  I  understand  that  the  price  is  about  $985,000.  I  don't 
know  that  that  is  the  exact  amount. 

The  Chairman.  Now,  is  the  Neio  Rochelle  one  of  the  fomier  Ger- 
man liners,  Hamburg-American  liners? 

Mr.  Banzhaf.  Yes,  sir.    The  steamer  Tlamhurg. 

The  Chairman.  She  was  the  steamer  Tlamhurg? 

Mr.  Banzhaf.  Yes. 

The  Chairman.  Now,  do  you  know  who  comprise  the  Baltic 
Steamship  Co.,  who  the  officers  are? 

Mr.  Banzhaf.  The  only  officer  that  I  have  had  any  contact  with 
is  Gen.  Hines. 

The  Chairman.  Gen.  Hines? 

Mr.  Banzhaf.  Gen.  Hines  and  the  marine  superintendent,  Mr. 
Grimer. 
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The  Chairman.  Do  you  know  whether  Gen.  Hines  was  formerly 
of  the  Army  Transport  Service? 

Mr.  Banzhaf.  I  have  been  told  so. 

The  Chairman.  You  stated  that  the  Government  had  been  asked 
to  advance  some  money  on  reconditioning  this  ship,  $400,000  ? 

Mr.  Banzhaf.  Yes,  sir. 

The  Chairman.  And  as  a  result  of  that  you  were  instructed  to 
make  an  audit  of  the  matter  ? 

Mr.  Banzhaf.  Yes,  sir. 

The  Chairman.  Is  the  reconditioning  work  in  progress? 

Mr.  Banzhaf.  It  has  been  finished. 

The  Chairman.  It  has  been  finished? 

Mr.  Banzhaf.  I  understand  the  ship  has  made  several  trips. 

The  Chairman.  The  ship  has  made  several  trips  ? 

Mr.  Banzhaf.  Yes,  sir. 

The  Chairman.  By  whom  was  the  work  done? 

Mr.  Banzhaf.  By  the  Morgan  Engineering  Co.,  Jersey  City. 

The  Chairman.  And  what  did  their  bill  amount  to? 

Mr.  Banzhaf.  $1,500,000,  roughly;  that  is 

The  Chairman.  $1,500,000? 

Mr.  Banzhaf.  The  exact  amount,  before  adjustment  was  made, 
was  $1,465,000. 

The  Chairman.  Did  you  make  an  audit? 

Mr.  Banzhaf.  I  have  a  man  over  there  by  the  name  of  Soast,  one 
of  the  traveling  auditors. 

The  Chairman.  One  of  the  traveling  auditors  ? 

Mr.  Banzhaf.  Yes,  who  has  charge  of  a  crew  of  five  men ;  with  the 
addition  of  two  men  to  be  placed  on  a  subcontract,  there  are  eight 
men,  or  will  be  eight  men  on  the  job  altogether  when  the  two  addi- 
tional are  placed  there. 

The  Chairman.  Is  that  bill,  or  has  that  account  been  settled  with 
the  Morgan  Engineering  Co.  ? 

Mr.  Banzhaf.  No,  sir. 

The  Chairman.  They  have  reduced  their  claim? 

Mr.  Banzhaf.  Yes,  sir. 

The  Chairman.  To  what  figure? 

Mr.  Banzhaf.  It  was  reduced  by  approximately  $337,000. 

The  Chairman.  How  did  that  reduction  come  about  or  come  to 
be  made  ? 

Mr.  Banzhaf.  When  I  received  mv  preliminary  instructions,  mv 
first  instructions  to  do  the  matter,  he  said  that  the  work,  approxi- 
mately, was  $1,^(K),000.  There  was  considerable  controversy  over  the 
records;  they  did  not  care  apparently,  fought  submitting  what  I 
considered  and  what  I  demanded  l)efore  I  would  proceed  with  the 
audit,  so  that  I  might  approve  the  payment  of  $582,000  by  the 
Government. 

The  Chairman.  Was  the  Government  to  pay  this  reconditioning 
expense  ? 

Air.  Banzhaf.  Simply  advanced  it  for  the  account  of  the  Baltic 
Steamship  Co. 

Tlie  Chairman.  Well,  now,  did  the  board  take  any  action  upon 
that  matter,  the  Shipping  Board  ? 
Mr.  Banzhaf.  Yes. 
The  Chairman.  Pass  a  resolution  ? 
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Mr.  Banzhaf.  Yes,  sir. 

The  Chair3ian.  Have  you  a  copy  of  it  ? 

Mr.  Baxzhat.  I  think  1  have  a  copy  here. 

The  Chairman.  Is  it  in  this  file  here? 

Mr.  Banzhaf.  I  could  not  say.    I  think  it  is  there. 

The  Chairman.  See  if  you  can  find  it.  You  haven't  it  in  your 
pocket,  have  you  ? 

Mr.  Banzhaf.  Xo,  sir.     [Examining  file.] 

The  Chairman.  Can  you  tell  me  whether  this  reduction  of  $337,000 
was  voluntarily  made,  a  voluntary  reduction  on  their  part,  or  was  it 
the  result  of  the  examination  you  made  and  items  which  you  did 
approve  ? 

Mr.  Banzhaf.  When  I  had  a  preliminary  conference  with  Mr. 
Lacombe,  whom  I  believe  is  secretary  and  treasurer  of  the  Morgan 
Engineering  Co.,  he  mentioned  the  fact  that  he  had  allowed  a  recUic- 
tion ;  but  he  said  that  does  not  concern  you,  you  are  simply  to  satisfy 
yourself  that  the  (xovernment  can  pay  $582,000. 

The  Chairman.  Well,  then,  why  did  he  make  the  reduction? 

Mr.  Banzhaf.  I  first  learned  of  the  reduction,  what  the  exact 
amount  of  the  reduction  was,  through  Gen.  Hines,  who  mentioned 
it  in  the  course  of  an  interview  which  I  had  for  the  purpose  of  secur- 
ing the  proper  records.  At  first,  and  at  that  preliminary  meeting,  I 
did  not  know  that  the  amount  to  be  verified  was  anything  out 
$1,500,000.    The  letter  which  I  have  here  will  give  that. 

The  Chairman.  Is  that  the  resolution? 

Mr.  Banzhaf,  That  is  the  letter  of  instruction. 

The  Chairman.  Does  that  ^ve  the  amount? 

Mr.  Banzhaf.  It  just  says  "'  ^Vhere  the  total  bills  covering  recon- 
ditioning amounted  to  approximately  $1,500,000." 

The  Chairman.  That  is  more  than  the  selling  price,  isn't  it? 

Mr.  Banzhaf.  Yes,  sir. 

The  Chairman.  Now,  see  if  you  can  find  that  resolution. 

Mr.  Banzhaf.  I  have  not  got  it  with  me. 

The  Chairman.  If  you  don't  find  the  resolution  now,  let  me  set  it 
clear,  if  I  can.  You  understood  that  this  boat  was  sold  to  the  Baltic 
Steamship  Co.  for  approximately  $985,000  or  $1,000,000,  or  in  that 
neighborhood? 

Mr.  Banzhaf.  Yes,  sir. 

The  Chairman.  On  the  charter  purchase  plan? 

Mr.  Banzhaf.  Yes,  sir.  . 

The  Chairman.  And  that  she  was  to  be  reconditioned  ? 

Mr.  Banzhaf.  Yes,  sir. 

The  Chairman.  By  the  Baltic  Steamship  Co.  ? 

Mr.  Banzhaf.  Yes. 

The  Chairman.  And  the  Shipping  Board  was  to  advance  the  money 
up  to  how  much  ? 

Mr.  Banzhaf.  Up  to  $582,000. 

The  Chahiman.  Up  to  $582,000  for  doing  that  work? 

Mr.  Banzhaf.  Yes,  sir. 

The  Chairman.  Then  the  bill  of  the  Morgan  Engineering  Co.  for 
reconditioning  amounted  to  approximately  $1,500,000? 

Mr.  Banzhaf.  Yes,  sir;  that  is  what  I  understood  first. 

The  Chairman.  That  is  what  you  understood  ? 

Mr.  Banzhaf.  Yes,  sir. 
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The  Chairman.  Then  you  went  to  audit  the  account  for  the  recon- 
ditioning' work,  and  the  bill  was  reduced  by  $337^000  ? 

Mr.  Banzhaf.  Yes,  sir ;  after  I  had  started  in. 

The  Chairman.  After  you  had  started  in  ? 

Mr.  Banzhaf.  After  I  started,  I  endeavored  to  get  the  records; 
there  was  a  great  deal  of  controversy  over  giving  me  the  records. 

The  Chairman.  And  that  reduction,  at  least,  was  made  ? 

Mr.  Banzhaf.  Yes,  sir. 

The  Chairman.  That  bill  left  the  bill  for  reconditioning  larger 
than  the  purchase  price  of  the  boat  ? 

Mr.  Banzhaf.   Yes,  sir. 

The  Chairman.  Now,  then,  was  the  Baltic  Steamship  Co.  to  reim- 
burse the  Shipping  Board  for  the  reconditioning  expenses,  also  ? 

Mr.  Banzhaf.  That  is  a  thing  I  have  been  trying  to  determine.  I 
have  not  been  able  to  get  the  agreement  under  which  they  are  buying 
the  boat. 

The  Chairman.  Who  have  you  tried  to  get  that  from? 

Mr.  Banzhaf.  From  Mr.  McLoughlin,  of  the  legal  department,  45 
Broadway. 

The  Chairman.  Have  you  tried  to  get  it  from  the  Baltic  Steam- 
ship Co.? 

Mr.  Banzhaf.  No,  sir;  I  understand  there  is  a  new  agreement 
being  executed ;  that  the  original  agreement  has  been  superseded  by 
another  agreement. 

The  Chairman.  Now,  have  you  called  for  the  vouchers  and  pay 
rolls  of  the  Morgan  Engineering  Co.  ? 

Mr.  Banzhaf.  When  I  started  to  lay  out  the  work  of  the  audit  I 
had  a  conference  in  an  endeavor  to  find  out  just  what  records  they 
had,  how  they  were  kept,  and  who  had  them,  etc.  The  first  thing,  of 
course,  I  took  up  was  the  direct  labor,  and  I  asked  for  the  time  cards. 
They  claimed  that  they  had  destroyed  all  time  cards. 

The  Chairman.  You  know  who  comprise  the  Morgan  Engineering 
Co.? 

Mr.  Banzhaf.  Col.  McCabe  is,  I  believe,  general  superintendent, 
practically  the  general  manager,  I  understand.  Mr.  Lacomb  is,  1 
believe,  secretary  and  treasurer. 

The  Chairman.  Do  you  know  whether  Col.  McCabe  is  also  inter- 
ested in  the  Baltic  Steamship  Co.  ? 

Mr.  Banzhaf.  I  don't  know ;  no,  sir. 

The  Chairman.  Do  you  knOw  whether  he  was  formerly  with  the 
Army  Transport  Service? 

Mr.  Banzhaf.  Well,  I  have  been  told  so. 

The  Chairman.  You  say  that  you  could  not  find  any  time  cards 
to  check  up  the  direct  labor  ? 

Mr.  Banzhaf.  Thej  claimed  that  they  have  been  destroyed.  As  a 
matter  of  fact,  we  did  find  a  few;  at  least,  they  were  given  to  us. 
They  claimed  that  they  did  not  have  but  a  very  few ;  that  they  didn't 
have  enough  to  be  worth  while.  A  young  man  named  Jennings  told 
me  when  I  first  went  there  he  believed  he  could  produce  all  the  time 
cards.  After  I  had  had  a  talk  with  Col.  McCaoe  and  Mr.  Lacomb 
he  reversed  himself. 

The  Chairman.  In  the  absence  of  that  contract  of  sale  on  the 
charter  purchase  plan,  you  don't  know  whether  the  Fleet  Corporation 
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is  to  be  reimbursed  for  this  $585,000  that  they  are  advancing  for  re- 
conditioning, do  you? 

Mr.  Baxzhaf.  No,  sir ;  I  do  not. 

The  Chairman.  What  is  your  judgment  about  that,  that  they  are 
to  be? 

Mr.  Banzhaf.  My  judgment  is  that  the  resolution  reads  that  they 
will  advance  to  the  Morgan  Engineering  Co.  so  much  money  for 
the  account  of  the  Baltic  Steamship  Co. ;  that  is  my  understanding 
of  the  way  the  resolution  of  the  board  reads. 

The  Chairman.  You  have  a  copy  of  that  somewhere,  haven't  you? 

Mr.  Banzhaf.  Yes;  I  have. 

The  Chairman.  Now,  have  you  any  other  instances  of  where 
former  (lerman  ships  are  being  reconditioned? 

Mr.  Banzhaf.  The  Morgan  Engineering  Co.  has  at  present  the 
steamer  Mercury^  formerly  the  steamship  Barharossa. 

The  Chairman.  Barharossa? 

Mr.  Banzhaf.  Yes,  sir. 

The  Chairman.  And  that  is  another  Baltic  Steamship  Co.  ship? 

Mr.  Banzhaf.    Yes,  sir. 

The  Chairman.  What  about  it? 

Mr.  Banzhaf.  I  was  told  by  Col.  McCabe  that  they  have  stopped 
work  because  they  did  not  see  any  money  coming  forth.  I  have  been 
told  that  the'  work  itself  had  proceeded  to  the  point  of  $175,000 
expenditures. 

The  Chairman.  Did  you  make  an  audit  of  that? 

Mr.  Banzhaf.  No,  sir. 

The  Chairman.  Has  that  been  referred  to  you? 

Mr.  Banzhaf.  No,  sir. 

The  Chairman.  Now,  do  you  know  anything  about  any  other 
steamship  being  repaired  in  the  yard  of  the  Morgan  Engineering 
Co.  ? 

Mr.  BanzHxVf.  Why,  I  have  had  occasion  to  go  over  a  number  of 
repair  bills  in  the  last  few  weeks,  in  connection  with  a  general  sur- 
vey of  the  situation — the  repair  situation — which  I  am  making  as  a 
traveling  auditor.  I  have  gone  around  and  questioned  the  different 
checkers,  field  auditors  at  different  plants,  and  I  have  examined  quite 
a  number  of  bills,  in  order  to  see  just  what  the  character  of  the  bills 
that  are  being  turned  in  is. 

The  Chairman.  What  have  you  found  ? 

Mr.  Banzh.\f.  I  have  found  that  up  to  about  six  or  seven  months 
ago  bills  were  being  rendered  by  various  repair  companies,  repair 
yards,  in  the  port  of  New  York  showing  some  what  I  would  call 
gross  irregularities. 

The  Chairman.  Cite  some. 

Mr.  Banzhaf.  Well,  we  have  such  irregularities  as  charging  for 
hundreds  of  hours  of  time  which  are  not  substantiated  bj^  their  rec^ 
ords.  They  charge  a  large  number  of  hours  of  time  of  one  class  of 
labor  where,  as  a  matter  of  fact,  they  furnished  labor  of  an  entirely 
different  classification,  a  lower  classification.  They  charge  material 
at  higher  rates  or  in  amounts  in  excess  of  what  could  be  used  on  a 
job.     They  charge  machine-tool  time  in  excess  of  what  could  be  used. 

The  Chairman.  Is  not  this  work  being  supervised  by  somebody 
from  the  Shipping  Board  ? 

Mr.  Banzhaf.  Ye5,  sir. 
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The  Chairman.  Whom  ? 

Mr.  Banzhaf.  The  repair-cost  audit  department ;  that  is,  the  audit- 
ing^part  of  it. 

The  Chairman.  What  are  they  doing  to  protect  themselves? 
•  Mr.  Banzhaf.  Well,  that  is  what  I  am  referring  to  now,  is  the  fact 
that  the  repair  cost  of  a  department  in  making  audits  of  various 
vessels  in  the  repair  yards  have  found  these  irregularities,  and  they 
appear  in  their  bills. 

The  Chairman.  Oh,  I  see. 

Mr.  Banzhaf.  You  see  what  I  mean;  they  are  auditing  their 
bills,  and  I  have  found  in  the  field  auditors'  reports  these  irregulari- 
ties reported — in  other  words,  these  bill  show  these  irregularities 
upon  them,  and  lie  certified  to  tnem — that  is,  as  to  what  he  has  found. 
As  I  say,  this  was  all  about  six  or  seven  months  ago.  Since  that  time 
they  have  been  working  it  on  a  different  plan.  They  fight  the  thing 
out  with  the  field  auditor  first,  and  then  after  the  iSeld  auditor  has 
passed  upon  everything  which  they  say  should  be  charged  they  render 
the  bill  from  the  adjusted  work  sheets — ^the  adjusted  cost  sheet. 

The  Chairman.  Now,  does  the  Shipping  Board  have  anvbody  there, 
to  supervise  the  work,  or  inspector  to  pass  upon  the  work,  while  the 
work  is  being  done? 

Mr.  Banzhaf.  Under  the  present  operating  agreement  the  sole  in- 
spection, from  a  mechanical  standpoint,  is  in  the  hands  of  the  oper 
ating  companies'  port  engineers.  I  have  inquired  into  this  matter, 
and  I  understand  that  this  is  the  fact,  and  I  have  been  told  that  as 
a  rule  the  port  engineer  does  not  visit  the  ship  over  twice :  he  visits 
the  ship,  perhaps,  when  the  requisition  is  issued,  and  again  to  see 
that  the  work  has  been  completed  or,  at  least  is  satisfactory,  himself. 

The  Chairman.  Well,  does  the  United  States  Bureau  of  Survey 
have  anything  to  do  with  this  matter? 

Mr.  I^ANZHAF.  Yes,  sir;  the  United  States  Bureau  of  Survey,  ac- 
cording to  their  contract,  agree  to  maintain  a  record  by  which  the 
Shipping  Board's  repair  bills  on  ships  operating  under  the  M.  O.  3 
agreement  may  be  checked,  and  provide  accurate  survey  to  be  made 
by  the  United  States  Bureau  of  Survey  inspectors,  or  the  United 
l^ates  Bureau  of  Survey. 

The  Chairman.  They  are  acting  as  agents  for  the  Shipping 
Board? 

Mr.  Banzhaf.  Yes,  sir. 

The  Chairman.  Have  you  had  any  experience  with  the  Liberty 
Iron  &  Wire  Co.  at  Norfolk,  Va.  ? 

Mr.  Banzhaf.  Yes,  sir. 

The  Chairman.  What  experience? 

Mr.  Banzhaf.  I  found  that  they  had  received  steel  in  excess  of 
what  they  paid  for. 

The  Chairman.  What? 

Mr.  Banzhaf.  I  found  that  they  had  received  steel,  had  purchased 
steel,  and  had  paid  less  than  they  should  have  paid. 

The  Chairman.  What  was  done  about  that? 

Mr.  Banzhaf.  The  matter  was  reported  in  Washington ;  it  was 
the  subject  of  a  report  which  I  made  to  the  chief  traveling  auditor, 
Mr.  Fielding,  I  believe,  and  the  matter  was  also  reported  to  the 
Bureau  of  Investigation. 
.  The  Chairafan.  Were  they  made  to  pay  what  they  should  pay? 
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Mr.  Bajjzhaf.  I  think  it  is  my  impression  that  this  matter  was 
held  in  suspense. 

The  Chairman.  How  did  it  happen?  Was  there  anything 
crooked  about  it? 

Mr.  BANZHAr.  At  that  time  I  did  not  think  so.  At  the  present 
time  I  do. 

The  Chairman.  What  did  you  think  was  wrong  about  it  or 
crooked  ? 

Mr.  Banzhaf.  I  procured  the  sheets  of  the  engineer-^I  made  an 
audit  of  it  first,  I  think,  for  the  purpose  of  accounting  for  the  ma- 
terials, supplies,  etc.,  bought  for  the  torpedo  bulkhead  and  the  shops, 
and  a  great  amount  of  the  material  was  left  over  at  Norfolk,  Va.  It 
was  in  the  custody  originally  of  James  Stewart  &  Co. ;  afterwards 
it  was  in  the  custody  of  J.  1".  Edwards,  who  acted  as  salesman  for 
the  salvaged  material,  E.  B.  Wood,  and  L.  Sherwood,  and  the  broth- 
er-in-law of  Wood,  whose  name  I  can  not  at  this  moment  remember. 

I  found,  when  I  obtained  the  sheets  of  the  engineer,  the  labor  ac- 
count, showing  the  work,  without  telling  him — I  told  him  that  I 
wanted  to  just  look  at  them,  and  I  found  that  these  sheets,  these 
tally  sheets,  showed  that  he  had  received  considerable  more  than  he 
had  paid  for:  that  is,  the  Liberty  Iron  &  Wire  Co.  had  paid  for. 
Investigator  Haynes  and  myself  took  the  engineer  over  to  my  hotel! 
We  obtained  a  statement  from  him  acknowledging  that  he  knew  that 
they  had  received  more,  stating  that  he  had  reported  the  matter  to 
the  officials  of  the  Liberty  Iron  &  Wire  Co.  We  took  the  matter  up 
with  those  officials.  They  claimed  that  they  had  made  a  mistake  and 
offered  to  make  restitution.  At  that  time  1  did  not  know  very  much 
about  the  Liberty  Iron  &  Wire  Co.,  and  I  felt  that  there  might  be 
some  ground  for  their  contention. 

The  Chairman.  But  you  don't  think  so  now  ? 

Mr.  Banzhaf.  No,  sir. 

The  Chairman.  You  wrote  a  letter  on  July  6  to  the  general  comp- 
troller, on  the  effects  of  repair  order  of  May  28,  1920,  and  M.  O.  3, 
agreement  upon  ship  repair  costs  in  South  Atlantic  district,  didn't 
you? 

Mr.  Banzhaf.  Yes,  sir. 

The  Chairman.  In  which  you  stated:  "The  United  States  Ship- 
ping Board  Emergency  Fleet  Corporation,  from  the  commencement 
of  ship  repair  work  to  date,  has  lost  a  ffreat  amount  of  money  in 
this  district  from  three  prime  causes:  A.  Deliberate  authorization 
of  tremendous  amount  of  unnecessary  and  irregular  work." 

Mr.  Banzhaf.  Yes,  sir. 

The  Chairman.  You  found  that,  did  you  ? 

Mr.  Banzhaf.  I  have  convinced  myself  of  it  by  my  conversation 
and  statements  I  received  from  checkere  and  from  information  I 
received  from  the  Department  of  Investigation  and  Information 
which  they  have  been  able  to  secure  by  examining  the  invoices  and 
other  records  in  the  office  of  the  port  of  Norfolk  and  also  from  some 
personal  investigation  I  have  made  myself,  too. 

The  Chairman.  "  B.  Lack  of  effective,  conscientious  inspection  "  ? 

Mr.  Banzhaf.  Yes,  sir. 

The  Chairman.  You  found  this  lack  ? 

Mr.  Banzhaf.  Yes,  sir. 
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The  Chairman.  "  C.  Failure  to  check  repair  work  which  had 
progressed  far  beyond  the  limit  of  cost,  and  failure  to  limit  work 
which  had  progressed  far  beyond  the  necessary  time  allowance  "  ? 

Mr.  Banzhaf.    Yes,  sir. 

The  Chairman.  You  found  instances  of  that? 

Mr.  Banzhaf.  Yes,  sir. 

The  Chairman.  In  this  letter  you  said : 

When  an  inspector  can  sit  in  a  pilot  house  and  compile  a  repair  requisition 
for  thousands  of  dollars  of  work  on  an  engine  which  he  never  even  sees,  and 
this  same  procedure,  under  the  proposed  arrangement,  is  a  matter  susceptible 
to  easy  execution,  by  dishonest  agents,  it  is  not  to  be  wondered  that  honest 
men  in  the  United  States  Shipping  Board  Emergency  Fleet  Corporation  are 
losing  confidence. 

Mr.  Banzhaf.  Yes,  sir. 

The  Chairman.  You  found  an  instance  of  where  an  inspector  sat 
in  a  pilot  house  and  compiled  a  repair  requisition  of  thousands  of 
dollars  of  work  on  an  engine  which  ne  never  saw? 

Mr.  Banzhaf.  I  proved  by  the  summary  of  the  launches  used  for 
inspectors — by  summary  of  the  launches  which  will  show  the  amount 
of  traveled  time  by  inspectors,  that  out  of  possibly  17 — or  approxi- 
mately 17  inspectors — the  time  of  about  two  inspectors  could  ac- 
tually have  been  passed  going  to  and  from  ships  and  actually  work- 
ing on  the  ship,  inspecting  and  making  up  requisition.  A  large 
part  of  the  traveling  time  of  the  launches — or,  I  should  say,  a  large 
part  of  that  time  is  traveling  time  in  the  launches. 

The  Chairman.  Yes ;  but  how  about  this  bill  of  repair,  the  requi- 
sition for  thousands  of  dollars  w6rth  of  work  on  an  engine  which  he 
never  even  sees? 

Mr.  Banzhaf.  I  went  over  the  steamship  Mahnett^  a  wooden  ship. 
Capt.  Evans,  of  the  MaKnett^  who  was  skipper  at  that  time,  informed 
me  at  that  time  that  Inspector  Barker,  of  the  inspection  force  of 
Norfolk,  had  made  just  such  a  requisition.  I  questioned  several 
checkers.  They  informed  me  that  the  process  of  making  up  a  requi- 
sition by  the  inspector  usually  consisted  of  the  inspector  going  aboard 
the  ship  and  taking  his  information  from  the  engineer. 

The  Chairman.  You  also  said  in  that  paragraph,  "  When  the  same 
agents,"  that  is,  the  man  who  compiles  tne  requisition? 

Mr.  Banzhaf.  I  referred  that  case,  I  believe,  to  the  operating 
agent. 

The  Chairman.  "  When  the  same  agents  instruct  the  captains  of 
the  ships  that  it  is  none  of  the  captain's  damn  business  how  much 
things  cost,  and  force  the  captain  to  approve  extortionate  invoices, 
over  protest,  it  shows  that  some,  if  not  most  of  these  agents,  have  no 
conception  of  the  sacred  trust  placed  upon  them  when  entrusted  with 
public  funds"? 

Mr.  Banzhaf.  Yes,  sir. 

The  Chairman.  You  know  of  an  instance  where  an  agent  told  the 
captain  it  was  none  of  his  business  how  much  the  things  cost? 

Mr.  Banzhaf.  Capt.  Evans  informed  me  that  had  been  his  expe- 
rience with  three  of  them — that  is,  that  attitude.  I  won't  say  that 
thev  all  used  those  words. 

The  Chairman.  The  captain  of  the  Mahnettf 

Mr.  Banzhaf.  Yes,  sir.  I  confirmed  that  by  the  fact  that  there 
was  gross  expenditures  for  repairs  and  by  the  great  amount  of 


SHIPPING  BOARD   OPERATIONS.  2929 

money  which  was  spent  for  supplies,  particularly  for  subsistence. 
I  made  investigations,  or  a  man  associated  with  me  made  investiga- 
tions, as  to  the  cost  per  day  per  man.  Survev  showed  that  the  cost 
per  day  per  man  on  shipboard  in  the  port  of  Norfolk  was  away  in 
excess  for  the  per  day  per  man  rates  given  by  other  companies — 
private  companies  and  the  Navv. 

The  Chairman.  In  excess  oi  private  companies  and  in  excess  of 
the  Navy? 

Mr.  Banzhaf.  Yes,  sir. 

The  Chairman.  You  also  stated  "  deliberate  authorization  of  tre- 
mendous amounts  of  unnecessary  and  irregular  work.  It  has  been 
found  that  general  repair  charges  in  south  Atlantic  districts  to  date 
aggregate  over  $7,000,000." 

Mr.  Banzhaf.  Yes,  sir. 

The  Chairman.  "  Ten  per  cent  of  this  amount,  or  $700,000,  graft, 
can  easily  be  obtained  by  any  man  who  has  the  privilege  of  assigning 
work  of  su(;h  an  amount.  And  yet,  for  some  unknown  reason,  this 
power,  which  for  the  entire  organization  is  worth  several  millions  of 
dollars,  is  given  away  without  compensation.  By  proper  control  in 
other  departments  than  the  Construction  and  Kepair  departments 
and  internal  check  there  is  no  doubt  much  of  this  amount  could  be 
saved." 

Mr.  Banzhaf.  Yes,  sir. 

The  Chairman.  What  have  you  found  upon  which  to  base  that 
statement  and  that  assurance  ? 

Mr.  Banzhaf.  The  fact  that  every  statement  I  received  indicated 
that — that  the  men  that  talked  with  me,  the  associates  of  mine  who 
examined  the  ship  chandlery  concerns  and  other  concerns  doing  busi- 
ness with  the  Shipping  Board,  all  agreed  that  their  experience  had 
been  that  it  was  the  usual  thing  to  take  graft  or  you  didn't  get  work. 

The  Chairman.  You  stated  in  this  letter:  "The  agent,  according 
to  testimony  of  one  captain,  teUs  the  repair  people  flat  out,  if  you 
want  repair  work,  come  across  with  the  cash."  Now,  what  agent  or 
agents  or  whom  do  you  mean  ? 

Mr.  Banzhaf.  The  operating  agent. 

The  Chahiman.  Tell  the  repair  yards  that  if  they  want  the  work 
they  must  come  across  with  the  cash? 

Mr.  Banzhaf.  That  is  what  Capt.  Evans  told  me. 

The  Chairman.  Capt.  Evans  told  you  that? 

Mr.  Banzhaf.  Yes,  sir. 

The  Chairman.  That  he  had  been  told  that  ? 

Mr.  Banzhaf.  I  will  have  to  qualify  that;  I  believe  that  he  pos- 
sibly overheard  it;  I  don't  know  just  what  he  said, 

T^he  Chairman.  Overheard  it  ? 

Mr.  Banzhaf.  That  was  what  he  reported  to  me,  anyhow. 

The  Chairman.  "Lack  of  effective  and  conscientious  inspection. 
The  function  in  seeing  that  work  is  expedited  and  properly  done  is 
intrusted  to  the  agents.  It  is  now  possible  for  these  men  to  appoint 
any  ignorant,  incompetent  man  as  an  inspector.  He  may  inspect  work 
once  a  week  or  once  a  month,  any  irregularity  may  be  practiced. 
Neither  he  nor  his  employer,  the  agent,  will  suffer  financially  if 
work  is  worthless,  as  it  often  has  been.  It  will  likely  be  done  over, 
as  heretofore,  and  the  Fleet  Corporation  will  pay  the  repair  bill 
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without  any  protest,  also  as  heretofore."    You  found  instances  of 
that? 

Mr.  Banzhof.  I  have  had  that  reported  to  me  several  times.  At 
the  present  time  I  have  been  unable  to  find  time  to  make  these  com- 
parisons. 

The  Chairman.  ^Mio  reported  it  to  you,  that  that  was  the  situ- 
ation? 

Mr.  Banzhaf.  The  inspectors  of  the  investigation  department. 

The  Chairman.  Bureau  of  Investigation? 

Mr.  Banzhaf.  And  also  the  checkers  of  the  port  of  Norfolk,  the 
time  inspectors.  ^ 

The  Chairman.  "  On  contract  work  there  is  evidence  of  collusion 
with  repair  yards,  by  which  building  sometimes  is  a  mere  pretense 
and  greatly  excessive  bids  accepted.  On  time  and  material  work 
rotten  and  long  running  work  has  been  consistently  allowed  to  pass.'* 
Have  you  found  that,  or  has  that  been  reported  to  you  by  others  ? 

Mr.  Banzhaf.  It  has  both  been  reported,  and  I  think.  I  have  con- 
vinced myself  of  the  fact  by  some  independent  investigations  I  made 
myself.  I  found  that  yards  which,  by  the  summary  of  the  report, 
work  issued  at  Norfolk,  who  are  reported  and  who  could  be  moved 
to  the  making  up  of  irregular  bills,  were  getting  the  large  amount 
of  their  work;  they  were  getting  work  far  in  excess  of  the  amount 
justified  by  their  equipment  and  the  character  of  the  work  which 
they  did. 

r  investigated  one  of  the  oldest  yards  in  the  port  of  Norfolk,  called 
the  Elizabeth  Iron  Works.  This  gentleman  said  that  he  could  not 
understand  why  they  could  not  receive  work;  they  did  private  work, 
I  believe,  on  stationary  engines  and  they  were  the  oldest  repair 
company  or  repair  vard  in  Norfolk.  They  claimed  they  made  several 
bids,  and  I  found  iov  a  period  ending,  approximately,  May  31,  that 
the  Elizabeth  Iron  Works  had  received  but  about  $15,000  worth  of 
of  work,  whereas  other  vards  who  had  been  in  existence  but  a  year 
or  two,  had  received  $250,000  or  $.300,000  worth. 

The  Chairman.  Did  they  have  superior  equipment,  these  newer 
yards  ? 

Mr.  Banzhaf.  No,  sir;  most  of  them  started  with  a  small  amount 
of  machinery.  I  myself  have  gone  around  and  looked  at  some  of  the 
shops,  and  they  appeared  to  me  not  to  be  well  equipped. 

The  Chairman.  Now,  you  reported  this  on  July  6,  1920? 

Mr.  Banzhaf.  Yes,  sir. 

The  Chairman.  By  this  letter? 

Mr.  Banzhaf.  Yes,  sir. 

The  Chairman.  To  the  general  comptroller? 

Mr.  Banzhaf.  Yes,  sir. 

The  Chairman.  Do  you  know  whether  any  steps  have  been  taken 
to  eliminate  these  irregularities  or  improper  practices? 

Mr.  Banzhaf.  In  the  port  of  Norfolk,  T  would  not  state  they 
have.  I  came  away  from  Norfolk  before  the  rest  of  the  auditors  left 
there.  Since  I  have  been  in  New  York  I  understand  that  one  of  the 
things  which  I  have  recommended,  and  which  I  have  tried  to  have 
passed,  namely,  the  removal  from  the  approved  list  of  any  yard 
which  is  known  to  render  irregular  invoices,  has  been  done^  and  I 
understand  that  the  North  Eiver  Ship  &  Engine  Co.  has  been  re- 
moved from  the  approved  list,  and  I  think  the  Ransom  or  Hamburg. 
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I  don't  know  which  it  is,  yard — I  can  not  remember  just  exactly  what 
the  name  of  the  yard  is — has  been  also. 

The  Chairman.  How  about  other  things  that  you  pointed  out 
there — have  they  been  remedied  ? 

Mr.  Banzhaf.  I  could  not  tell  from  what  I  have  seen  in  the  port 
of  New  York. 

The  Chairman.  You  could  not  tell  as  to  that? 

Mr.  Banzhaf.  No,  sir;  excepting  in  a  general  way,  I  think  some 
of  the  things  are  still  going  on ;  I  think  that  from  the  character  of 
persons  still  continuing,  and  their  known  dishonesty,  and  also  from 
the  general  lack  of  inspection  that  is  taking  place,  that  the  same 
things  that  have  happened  in  the  past  are  going  on  at  present.  I 
can't  see  how  they  can  help  but  go  on  just  the  same. 

The  Chairman.  Now,  can  you  point  out  any  inconsistencies  in  that 
file  there  that  bear  on  any  of  these  things  that  you  have  spoken  of  in 
your  letter  to  the  general  comptroller? 

Mr.  Banzhaf.  1  have  a  letter,  or  a  copy  of  a  letter,  from  B.  V. 
Woodward,  manager  of  the  repair  department. 

The  Chairman.  Who  is  that  ? 

Mr.  Banzhaf.  Mr.  B.  V.  Woodward,  manager  of  the  repair  depart- 
ment, New  York,  and  Mr.  Klipgard,  referring  to  the  steamship 
Cajaiet  which — shall  I  read  the  letter? 

The  Chairman.  If  it  is  necessary. 

Mr.  Banzhaf.  The  point  involved  in  this  case  is  the  fact  that  the 
repairs  on  both  of  these  vessels  was  found  to  be  much  in  excess  of  the 
proper  amount ;  that  is,  the  proper  amount  certified  to  by  the — esti- 
mated by  the  repair  department  or  the  C  and  R  department  and  by 
the  United  States  Bureau  of  Survey.  Nevertheless,  these  bills  were 
ordered  paid  over  the  protest. 

The  leter  says : 

After  going  into  all  the  details  of  tbe  matter  of  the  excessive  cost  for  repairs 
made  to  the  S.  S.  Cajatet  and  the  S.  S.  Etan,  by  the  North  River  Ship  &  Engine 
Co.,  it  appears  to  me  that  we  have  no  grounds  upon  which  to  base  the  claim 
for  reduction  of  this  bill,  for  the  reason  that  the  repair  cost  audit  department 
che<'ked  all  time  and  material.  Also  this  work  was  dragged  out  and  added  to 
from  day  to  day,  due  purely  and  solely  to  the  utter  incompetency  to  the  rejiair 
department  insiKH'tors  on  the  job.  Personally  I  foel  that  the  job  should  have 
l>een  done  for  a  great  deal  less  tlian  it  has  cost  the  Shipping  Board,  provided 
we  have  had  the  proper  i)eople  on  the  job,  both  In  the  repair  cost  audit  dei)art- 
ment  and  in  our  own  department.  However,  it  is  a  proven  fact  that  most  any 
repair  concern  in  the  port  of  New  York  working  on  a  time  and  material  basis 
win  drag  the  work  out  as  long  as  our  inspectors  permit  them  to.  and  will  iH*r- 
form  any  work  sugj.'ested  by  the  inspector  or  the  chief  engineer  of  the  ves.sel. 
And  in  all  probability  a  great  many  charges  that  are  jHaced  apiinst  the  sui)ple- 
raentary  rHjuisItion  awarded  from  this  oftice  results  from  work  being  performe<l 
on  other  machinery  for  which  no  authority  has  ever  been  given.  In  view  of  the 
above,  you  will  authorize  the  payment  in  full  for  work  i)crformed  on  the  above 
two  ships. 

The  Chairman.  What  is  the  date  of  that  letter? 

Mr.  Banzhaf.  June  30, 1920. 

The  Chairman.  How  much  was  involved  in  that,  do  you  know?' 

Mr.  Banzhaf.  The  S.  S.  Cajatet^  the  invoiced  amount  was  $24'^ 
642.25;  the  total  adjustments  were  $726.75.  The  audited  amount  was 
$23,915.50.  The  report  of  the  Bureau  of  Survey,  June  28,  1920,  that 
they  estimate  the  repairs  as  $8,065  against  the  $23,000  charged.  The 
S.  S.  Ktan  bill,  June  28,  1920,  the  amount  charged — that  is,  audited 
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amount— $41,950.25;  the  Bureau  of  Survey  estimated  $23,200.  One 
of  the  inspectors  of  the  C.  and  R.  depai-tment  wrote  a  letter  stating 
that  the  Avork  was  $20,000  in  excess  of  what  it  should  be  on  this  latter 
vessel,  but  the  bill  was  paid  over  protest.  The  next  thing  is  a — do 
3'ou  care  to  have  me  go  further  ? 

The  Chairman,   miat  is  the  next  case  you  have  there? 

Mr.  Banzhaf.  I  have  a  quotation  from  John  T.  Edwards,  of  the 
Cleary  &  Edwards  Boiler  Scaling  and  Cleaning  Co.,  of  Norfolk,  Va., 
dat^d  January  7, 1920.  It  is  a  proposal  for  painting  work  addressed 
to  Mr.  Chrystie,  chief  inspector  South  Atlantic  district.  It  is  for 
painting  work  on  the  hulls  of  the  ships,  and  as  far  as  the  specifica- 
tions in  the  proposal,  it  says  what  they  will  do.  They  state  what  the 
time  of  the  work  will  be,  that  they  will  complete  the  work  in  seven 
calendar  days.  The  price,  which  is  inserted  by  myself,  and  which 
agrees  with  the  actual  payment  made,  is  $5,643.13. 

The  reason  I  picked  this  thing  up  was,  in  the  first  place,  it  is,  to 
my  mind,  a  very  clear  indication  of  the  spirit  to  make  work.  This 
w^ork  of  painting  above  the  water  line  is  work  which  from  the  time, 
almost  from  the  time  vessels  existed,  has  been  a  part  of  the  work  of 
the  crew.  Nevertheless,  Mr.  Edwards  was  able  to  secure  this  work  on 
a  lump-sum  basis,  not  on  a  competitive  bid,  the  assumption  in  such 
cases  being  that  it  is  impossible  to  submit  the  work  for  competitive 
bids.  I  looked  up  the  departure  records  of  the  records  of  the  vessel's 
itinerary.  I  found  that  that  vessel  did  not  sail  until  January  25  for 
Jacksonville. 

The  Chairman.  How  many  days  later? 

Mr.  Banzhaf.  Making  18  days,  so,  my  opinion  that  I  am  offering, 
if  I  may  do  so,  is  that  it  was  not  necessary  to  put  that  work  on  a 
lump-sum  basis.  It  was  not  necessary,  in  the  first  place,  to  give  that 
work  out  to  workmen,  for  the  reason  that  the  crew  is  paid  to  do  such 
work.  A  vessel  always  has  at  least  a  skeleton  crew.  In  this  case  they 
had  apparently  a  full  crew;  at  least,  I  suppose  so,  but  the  crew  was 
paid  to  do  that  work.  They  have  very  little  else  to  do  if  they  do  not 
do  such  work  as  that,  in  fact,  they  would  not  have  anything  to  do  but 
ride  around  on  the  ships. 

I  find  another  example,  not  of  tlie  biinie  kind  of  work  but  perhaps 
an  illustration  of  several  steamers.  I  found  that  tlie  ashes  were  not 
being  blown  overboard.  The  steamships,  most  of  them,  I  believe, 
are  equi])pcd  witli  ash  ejectors,  which  blow  them  as  far  as  across  the 
street.  One  of  the  inspectors  of  the  department  of  investigation 
was  out  on  a  ship  while  this  kind  and  character  of  work  was  going 
on;  I  don't  remember  the  ship  now,  but  while  looking  and  searching 
in  the  files  I  could  find  the  same  kind  of  work  being  given  out  by 
Inspector  Chrystie,  per  Lester  George.  I  have  here  a  bill  for  the 
^afeshurg  for  similar  kind  of  work. 

The  Chaikman.  What  is  the  fact;  is  it  possible  that  the  ash  ejectors 

were  out  of  order? 

Mr.  Baxzhaf.  It  hai)pened  in  this  case — in  the  first  plaa\  they 
should  blow  them  out  at  sea;  they  should  not  wait  until  they  get 
into  port.  The  case  which  I  refer  to,  where  the  agent  of  the  depart- 
ment of  investigation  was  on  the  boat,  we  talked  with  the  engineer, 
and  I  believe  asked  what  was  the  matter  with  his  ash  ejector.  So  to 
show  me  that  it  was  all  right  he  turned  the  thing  on  and  it  ejectetl 
ashes  against  the  building  or  dock,  a  considerable  distance  away: 
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but  nevertheless  at  that  time  on  that  boat  they  had,  I  believe— that  is 
tlie  same  case — men  were  working  in  this  very  thin^,  workmen  in  a 
crew,  as  I  remember  now,  in  the  engine  room,  a  crew  of  workmen 
hired  from  outside;  they  were  removing  ashes  in  this  way.  tn  one 
case  he  told  me  that  he  had  12  men  hoisting  ashes  in  half-bushel 
baskets  out  through  a  manhole  about  20  inches  across. 

I  have  here  bills  from  the  Mather  Boiler  Cleaning  Co.  showing 
similar  work.     I  have  here  a  bill  from  the  Berldey  Machine  Works. 

The  Chairman.  You  have  several  others  along  the  same  line, 
haven't  you? 

Mr.  Banzhaf.  T  have  before  me  a  memorandum  from  a  bill  of  the 
Berkley  Machine  Works  on  the  steamer  West  Arrow  for  cleaning 
and  cementing. 

The  Chairman.  Before  you  go  into  that,  do  you  know  whether  or 
not  private  operators  running  ships  of  their  own  or  ships  w^hich 
they  have  chartered,  which  are  not  shipping  Board's  at  all — whether 
they  are  not  up  against  this  same  sort  of  practices  and  overcharges 
and  lack  of  inspection  and  improper  work? 

Mr.  Banzhaf.  Yes,  sir;  that  is  my  understanding;  I  understand 
that  the  Shipping  Board  has  demoralized  the  rest  of  the  shipping 
business. 

The  Chairman.  How? 

Mr.  Banzhaf.  By  its  allowing  these  loose  practices. 

The  Chairman.  Have  you  any  quevStions,  Mr.  Kelley^? 

Mr.  Kelley.  Not  to-night,  I  guess;  it  is  pretty  late,  isn't  it,  Mr. 
Chairman? 

The  Chairman.  Not  so  very  late.  How  many  more  instances  have 
you  there? 

Mr.  Banzhaf.  I  think  about  the  grossest  instance  which  I  would 
call  the  grossest  irregularity,  was  in  the  case  of  the  steamship 
Mahnefe^^  which  was  for  some  work  supposed  to  have  been  done  by 
the  Liberty  Iron  &  Wire  Co.,  and  amounting  approximately  to 
$5,000.  I  went  in  and  over  the  ship  with  the  captain  in  charge  at 
that  time,  Capt.  Evans,  and  I  could  not  find,  from  my  inspection, 
that  any  of  that  work  had  been  performed. 

The  Chairman.  Had  they  been  paid? 

Mr.  Banzhaf.  Yes,  sir. 

The  Chairman.  And  didn't  the  captain  know  where  the  work 
was? 

Mr.  Banzhaf.  The  captain  in  charge  at  that  time,  Capt.  Evans, 
was  not  the  captain  on  the  boat  at  the  time  that  this  work  was  sup- 
posed to  be  performed. 

The  Chairman.  Didn't  the  bills  show  where  the  work  was  done  ? 
^    Mr.  Banzhaf.  Yes,  sir. 

The  Chairman.  Did  you  go  there  and  try  to  find  out? 

Mr.  Banzhaf.  That  matter  was,  I  believe,  taken  up  with  the  de- 
partment of  investigation.  At  that  time,  it  was  not  considered  de- 
sirable, I  believe,  to  bring  the  matter  up  because  that  was  shortly 
before  I  left  Norfolk,  and  I  left  it  to  them  to  determine.  Capt. 
Evans  was  placed  in  contact  with  the  department  of  investigation. 

The  Chairman.  There  is  an  instance  of  where  some  $5,000  liad 
been  expended  for  work  that  you  could  not  find  any  evidence  that  it 
had  ever  been  done  ? 
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Mr.  Banzhaf.  1  could  not  find  any.  The  captain  said  that  he 
could  not  find  it.  The  men  on  the  boat  swore  to  me  that  the  men 
charged  at  the  dates  given  in  the  bill  had  not  been  on  the  boat.  I 
4ilso  fc'Jund,  for  instance,  later,  a  table  job  for  a  chart  table,  where 
they  charged  $34(),  and  the  auditor  went  over  it  and  gave  them  $3 
more  for  such  a  table  perhaps  as  that  [indicating  one  in  the  room]. 
The  field  auditor  who  did  that,  Moseley  by  name,  was  found  by  the 
department  of  investigation  to  have  received  $5  a  night  for  passing 
the  bills  on  another  concern.  T  found  that  they  charged  $200  or  $300 
for  launch  hire.  Inspector  Dolby  said  that  the  launch — ^that  i*?,  that 
the  ship  had  been  tied  to  the  wharf  during  the  period  w^hen  the  work 
Avas  supposed  to  have  been  going  on  and  the  ship's  papers  agreed  and 
showed  the  same  thing. 

The  other  work  w^hich  I,  from  my  limited  experience,  my  limited 
mechanical  experience,  I  could  not  find  had  been  done. 

Mr.  Kellet.  Generally,  is  all  of  that  pile  of  papers  that  kind  of 
material  ? 

Mr.  Banzhaf.  Some  of  it  is  on  the  same  line ;  there  are  diflFerent 
papers  on  different  matters  of  this  kind ;  some  are  from  the  Depart- 
ment of  Investigation  and,  in  fact,  the  Department  of  Iif\'estigation 
Tiave  most  of  this  stuff. 

Mr.  Kellet.  How  many  pages  of  that  stuff  hare  you  got  there, 
in  one  hand  or  the  other? 

Mr.  Banzhaf.  Well,  alx)ut  60  or  70,  some  of  it  pretty  bad. 

Mr.  Kelley.  In  other  words,  like  that  which  you  have  detailed?    * 

Mr.  Banzhaf.  Well,  it  is  all  kinds;  I  would  not  say  that. 

Mr.  Kelley.  I  was  going  to  say,  without  breaking  in  on  this  line, 
if  you  want  to  go  ahead  on  this,  Mr.  Chairman,  I  was  going  to  ask 
him  who  instructed  you  to  audit  the  Nein  RocheU^f 

Mr.  Banzhaf.  I  received  a  letter  from  Washington,  from  Mr. 
McKean,  deputy  general  comptroller. 

Mr.  Kelley.  The  purpose  of  the  audit  was  to  determine  whether 
the  Government's  equity  was  protected  or  not  ? 

Mr.  Banzhaf.  He  did  not  state  why  in  the  letter.  In  the  letter 
it  stated,  as  I  remember :  AVhether  the  Government  would  be  justi- 
fied in  paying  $582,000.  There  the  question  comes  up  just  what  is 
the  Government's  position  in  the  case,  the  position  that  it  would  be 
placed  in  if  the  best  vessel  should  be  returned.  There  is  $400,000 
advanced  by  the  Baltic  Steamship  Co. :  does  it  become  a  loss  to  the 
Baltic  Steamship  Co.  or  do  they  lose  it  just  the  same  as  a  man  might 
if  he  made  a  leasehold  property.  I  endeavored  to  secure  the  pur- 
chase contract  to  determine  that,  and  also  to  give  me  a  basis  for 
working. 

Another  thing  there,  you  might  say  the  most  important  thing  in 
the  record  was  missing;  that  is,  the  working  specifications.  They 
claimed  that  they  made  their  repairs  this  way,  that  ^hey  let  those 
men  go  on  board  that  ship,  they  claimed  something  like  as  many  as 
1,800  men  go  on  there  at  once,  at  that  work,  whereas  the  largest 
amount  I  could  find  from  any  record  was  1,100  men  at  any  one 
time,  or  a  little  over,  and  they  claimed  that  they  let 'those  men  go 
aboard  the  ship  without  specifications  and  that  the  work  was  laid 
out  by  the  foreman  or  the  superintendent,.  Col.  McCabe,  in  part; 
that  the  original  specifications,  which  I  believe  were  made  generally 
by  the  Shipping  Board,  by  the  Army  Transport  Service,  when  the 
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boat  was  turned  back  to  the  Shipping  Board;  they  claimed  that 
those  specifications  were  entirely  too  expensive;  therefore,  they  did 
not  follow  them.  Mr.  Griner,  marine  superintendent  of  the  Baltic^ 
and  Mr.  Werry,  I  think,  and  Col.  McCabe,  from  their  statements, 
appeared  all  to  have  had  a  hand  in  the  laying  out  of  the  work. 

Mr.  Kelley.  Well,  it  appears  that  the  bills  rendered  for  the  work, 
according  to  the  changed  specifications,  were  jnuch  greater  than 
they  would  have  been  ix  carried  out  there  according  to  the  Shipping 
Board  specifications. 

Mr.  Banzhaf.  I  was  told  that  the  Shipping  Board  specifications, 
which  presumably  covered  what  the  vessel  needed  to  pass  a  certain 
classification,  were  entirely  too  expensive  and  too  voluminous,  one 
or  the  other ;  that  is  my  understanding,  and,  therefore,  they  did  not 
follow  them. 

Mr.  Kelley.  But  the  bills  were  larger  than  they  would  have  been 
if  they  had  followed  the  other.    Is  that  the  idea  ? 

Mr.  Banzhaf.  I  don't  think  so.    At  least,  not  from  what  they  said. 

Mr.  Kelley.  I  judge  from  what  you  said  that  the  question  now 
was  whether,  in  view  of  the  extensive  refinishing  done  by  this  con- 
cern, whether  or  not  the  Government's  equity  would  be  protected 
to  the  extent  of  five  hundred  thousand  and  some  odd  dollars  that 
they  were  going  to  advance  for  a  purpose. 

Mr.  Banzhaf.  That  is  my  understanding.  I  was  most  interested 
in  seeing  that  the  Government  advance  of  $400,000,  and  the  making 
of  $182,000  more,  was  protected ;  that  is,  the  $400,000  authorized  by 
the  board,  which  I  presume  has  been  paid,  plus  the  $182,000  to  be 
paid,  provided  the  Government  is  satisfied,  from  our  examination, 
it  is  justified  and  that  the  Government  will  be  protected. 

Mr.  Kelley.  It  is  not  your  understanding  that  the  Government 
was  to  advance  the  money  for  the  repairs  for  refinishing? 

Mr.  Banzhaf.  No,  sir.  It  is  my  understanding  that  the  Baltic 
started  this  work.  They  paid  $400,000,  and  owing  to  the  great 
amount  of  money  that  they  had  been  expending  probably  for  the  pur- 
pose of  financing  themselves  on  a  little  better  and  more  satisfactory 
plan  than  they  might  have  done  if  they  had  gone  to  a  private  banker, 
they  put  the  matter  before  the  board. 

I  would  not  want  my  statement  to  indicate  that  the  Baltic  Steam- 
ship Co.  went  before  the  board  simply  for  the  reason  that  they  were 
hard  up ;  I  would  not  want  it  to  be  stated  that  way.  I  believe  that 
they  mifjht  have  gone  before  the  board  solely  for  the  reason  that 
thev  believed  the  board  was  interested  with  them  and  that  they  might 
make  better  arrangements  financially,  as  far  as  securing  the  money 
is  concerned,  than  they  could  if  they  went  to  a  private  banker;  of 
course,  that  is  simply  my  opinion. 

Mr.  Kelley.  Do  you  know,  from  your  investigation,  whether  or 
not  the  Government  has  been  in  the  habit  of  advancing  money  for 
refinishing  ships  that  they  have  resold  to  other  companies? 

Mr.  Banzhaf.  This  is  the  first  case  I  have  had. 

Mr.  Kelley.  You  don't  know  any  other  cases? 

Mr.  Banzhaf.  This  is  the  first  case  I  have  dealt  with  in  the  recon- 
ditioning of  ships. 

Mr.  Kelley.  And  possibly  it  may  have  been  that  there  may  have 
been  others? 

Mr.  Banzhaf.  Yes,  sir. 
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Mr.  Keli^y.  Why  didn't  you  ask  them  in  Washington  for  a  copy 
of  the  contract,  so  you  would  know  exactly  what  you  are  expected 
to  do  ? 

Mr.  Banzhaf.  I  believe  I  went  to  Mr.  Bidwell,  in  Washington, 
but  T  didn't  secure  it.  I  believe  I  told  Mr.  McKean  on  the  phone. 
It  is  my  understanding  that  this  thing  is  in  process  of  adjustment, 
and  the  thing  has  been  thrashed  out,  and  I  understand  that  this  con- 
tract has  just  been  finished  or  agreed  upon  or  will  be  finished.  I 
understand  that  when  the  contract  is  ready  I  am  to  receive  a  copy. 
I  have  had  to  go  ahead  for  the  reason  that  these  people  are  holding 
off  on  their  money ;  they  want  to  get  our  examination  through  before 
they  do  that.  I  would  like  to  state  also  that  this  examination  I  do 
not  consider,  stating  whether  I  approve  of  the  Morgan  Engineer- 
ing Co.'s  work,  and  that  they  are  entitled  to  the  $582,000.  I  do  not 
consider  that  the  method  used  of  taking  off  the  time  off  of  the  time 
reports,  which  are  simply  off  the  workmen's  time  cards,  and  which 
are  signed  by  the  Baltic  Steamship  Co.,  as  far  as  the  ship  labor  goes, 
but  which  are  not  signed  by  anybody,  as  far  as  the  shop  labor  goes, 
is  not  satisfactory  to  me.  I  am  merely  making  this  examination, 
as  I  verbally  reported  to  Mr.  McKean,  in  Washington,  for  the  pur- 
pose of  seeing  just  what  I  could  find  and  how  they  conducted  their 
business  there,  and  letting  them  down  in  Washington  interpret  it, 
and  give  their  approval  for  the  bill  as  they  saw  fit.  I  have  stated 
further  that  the  records  do  not  include  what  I  consider  the  proper 
material  for  approving  a  bill. 

Mr.  Kklley.  Well,  you  don't  know  who  is  going  to  pay  this  bill, 
do  you  ? 

Mr.  Banzhaf.  If  the  examination  satisfies  the  board  in  Wash- 
ington, the  Government,  according  to  the  resolution,  is  to  pay 
$182,000. 

Mr.  Kelley.  The  whole  amount  is  something  like  $1,100,000? 

Mr.  Banzhaf.  Yes:  but  you  could  not  find  out  who  would  eventu- 
ally liave  to  pay  it  unless  you  have  the  contract,  which  I  have  not  as 
vet  received,  but  which  I  am  to  receive. 

Mr.  Keixey.  Now,  then,  are  you  perfectly  familiar  with  the  lien 
laws  as  affecting  ships?  Would  this  engineering  company  have  a 
lien  on  the  ship  if  the  full  amount  of  their  claim  for  $1,100,000  were 
not  paid  ? 

Mr.  Banzhaf.  It  would  depend  upon,  in  the  first  place,  the  con- 
tract itself.  If  the  contract  did  not  specify,  the  admiralty  law 
would  govern,  I  assume?     I  am  not  an  admiralty  lawyer. 

Mr.  Kelley.  And  there  might  be  a  claim  there  of  a  lien  against 
the  ship,  and  the  Government  might  be  forced  to  i)av  this  bill 
in  order  to  protect  its  equity  in  the  ship.     Is  that  your  idea  ? 

Mr.  Banzhaf.  I  think  that  is  possible. 

Mr.  Kelley.  But  the  whole  thing  is  rather  cloudy,  because  you 
don't  know  what  the  Government  has  agreed  to  do. 

Mr.  Banzhaf.  If  you  will  pardon  me,  tlie  standard  form  of  char- 
ter— that  is,  charter  purchase  on  prime  charter — with  an  option  of 
purchase,  specifies  that  the  charterer  shall  not  place  any  lien  upon  the 
ship;  in  other  words,  it  will  protect  the  owner. 

Mr.  Kelley.  In  this  case  the  owner  agreed  that  certain  repairs 
should  be  made,  didn't  he? 

Mr.  Banzhaf.  The  Government  must  have  done  so. 


SHIPPING  BOARD   OPERATIONS.  2937 

Mr.  Kellet.  It  must  have. 

Mr.  Banzhaf.  But  that  work  was  done  without  any  Government 
inspectors  being  there  to  check  it  off  and  without  official  United 
States  Shipping  Board  inspectors'  approval.  That  work  was  not  fol- 
lowed by  time  and  material  checkers.  It  was  not  inspected  by  C.  and 
B.  inspectors,  so  far  as  I  know,  though  they  might  have  done  so  un- 
officially;  but  we  did  not  keep  the  records;  we  were  not  allowed  to  do 
so,  I  understand. 

Mr.  Kelley.  What  your  investigation  shows  is  that  the  practices 
resorted  to  by  this  engineering  company  in  repairing  the  ship  are 
such  that  it  is  pretty  difficult  to  tell? 

Mr.  Banzhaf.  Yes,  sir. 

Mr.  Kelley.  But  the  amount  of  the  bill  should  be  ? 

Mr.  Banzhaf.  Yes,  sir. 

Mr.  Kelley.  That  they  should  be  thoroughly  investigated  and  a 
conclusion  reached  before  the  Government  does  anything  more? 

Mr.  Banzhaf.  I  made  the  recommendation,  and  I  stated  that  I 
did  not  consider,  as  I  said  before,  that  the  records  were  sufficient  to 
approve  the  bills,  if  I  go  by  the  records  and  find  them  to  be  all  right. 
The  records  which  thev  said  were  available  I  do  not  consider  satis- 
factory  evidence  that  the  bill  was  proper — at  least  for  the  amount 
stated — and  made  the  recommendation  that  the  settlement  be  made 
upon  the  basis  of  an  engineer's  appraisal  or  conference,  rather,  than 
on  a  basis  of  an  audit  by  a  traveling  auditor. 

Mr.  Kelley.  That  is  to  say,  that  a  board  of  engineers  go  over  the 
ship  and  appraise  the  work  that  has  been  done  and  determine  what 
it  is  worth  for  doing  it,  if  they  could? 

Mr.  Banzhaf.  Yes;  if  they  could. 

The  Chairman.  The  committee  will  adjourn  now  until  9.30  to- 
morrow morning. 

(Thereupon,  at  4.50  o'clock  p.  m.,  the  committee  adjourned  to  meet 
to-morrow,  Tuesday,  November  30,  1920,  at  9.30  a.  m.) 


Seij^ct  Committee  on  U.  S.  Shipping  Board  Opeilvtions, 

House  of  Representatives, 

New  York,  November  30, 1920. 

The  committee  met  in  Exhibit  Room  No.  6,  Pennsylvania  Hotel, 
at  9.30  o'clock  a.  m..  Hon.  Joseph  Walsh  (chairman)  presiding. 
Present  also:  Hon.  Patrick  H.  Kellev,  member  of  committee. 

TESTIMONT  OF  ME.  CHAELES  £.  BANZHAF— Eesmned. 

The  Chairman.  Have  you  found  the  copy  of  that  resolution  for 
which  you  were  to  look  ? 

Mr.  Hanzhaf.  No,  sir;  I  could  not  find  that. 

The  Chairman.  What  resolution  was  it? 

Mr.  Banzhaf.  A  resolution  of  the  Shipping  Board. 

The  Chairman.  Do  you  remember  when  it  was  passed? 

Mr.  Banzhaf.  No,  sir;  I  do  not  know  the  exact  date.  I  just  read  it 
over  hurriedly. 

The  Chairman.  Where  did  vou  sret  it? 

Mr.  Banzhaf.  I  received  it  from  the  general  office. 
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The  Chairman.  To  whom  have  you  reported  all  these  matters  that 
jou  have  been  testifying  to  ? 

Mr.  Banzhaf.  Tlie  work  in  Norfolk  was  originally  in  charge  of 
myself,  and  later  two  other  men  were  sent  down. 

The  Chairman.  No  ;  to  whom  have  you  reported  all  these  matters 
that  you  have  been  testifying  to  ? 

Mr.  Banzhaf.  I  reported  the  general  condition  to  the  general 
office,  Alonzo  Tweedale,  comptroller. 

The^CnAiRMAN,  The  general  condition ;  but  these  matters  that  you 
have  been  testifying  about,  these  specific  matters  that  you  have 
taken  up — the  Baltic  Steamship  Co.,  and  the  captain  of  the  Mahnety 
and  these  other  matters — to  whom  have  you  reported  those  individual 
matters  as  you  found  them  ? 

Mr.  Banzhaf.  The  matter  of  the  Mahnet  was  reported  to  the 
•department  of  investigation. 

The  Chairman.  Well,  to  whom  in  the  department  of  investigation? 

Mr.  Banzhaf.  I  took  into  conference  Mr.  Maxwell^  Mr.  Mulhall, 
with  Capt.  Evans. 

The  Chairman.  Well,  is  that  what  you  call  reporting  it  to  them? 

Mr.  Banzhaf.  Well,  I  was  not  an  investigator,  you  know.  I  turned 
Capt.  Evans  over  to  the  department  of  investigation. 

The  Chairman.  So  you  did  not  make  any  particular  report  of  that 
to  anybody  ? 

Mr.  Banzhaf.  It  was  my  understanding  that  he  gave  them  a 
statement. 

The  Chairman.  No,  no.  You  yourself  did  not  make  any  report 
of  that  to  anybodv,  you  yourself,  did  you  ? 

Mr.  Banzhaf.  I  talked  about  it;  I  have  told  everything 

The  Chairman.  Yes;  you  talked  with  the  committee  about  it;  but 
have  you  filed  any  written  report  with  anybody  about  that  matter? 

Mr.  Banzhaf.  No:  I  have  not. 

The  Chairman.  You  called  the  department  investigators  into  con- 
sultation? 

Mr.  Banzhaf.  Yes,  sir. 

The  Chairman.  And  had  Capt.  Evans  there,  and  then  you  left 
it  up  to  them  ? 

Mr.  Banzhaf.  I  considered  the  matter,  and  the  way  is  was  to  be 
handled  was  a  matter  rather  for  an  investigator  than  for  an  auditor. 

The  Chairman.  That  is  what  I  am  trying  to  get  at.  These  other 
matters — have  you  filed  any  written  reports,  outside  of  the  Baltic 
and  the  Mercury  case — the  letter  which  I  read  here  yesterday? 

Mr.  Banzhaf.  There  has  been  no  report  on  the  Baltic  or  the  Mer- 
cury^ for  the  reason  that  the  work  is  in  progress  on  the  Mercury.  I 
only  heard  that  the  other  day,  and  that  boat,  the  Mercury^  is  not  a 
Shipping  Board  boat,  as  far  as  the  repairs  go.  If  the  Baltic  Steam- 
ship Co.  had  plenty  of  money,  could  send  out  great  sums  of  money 
on  reconditioning,  I  do  not  think  that  the  board  would  ever  come 
into  the  matter  at  all. 

The  Chairman.  Some  of  these  other  matters  here  in  the  file  you 
testified  to  yesterday.  Did  you  make  personal  investigation  of  all 
these  matters  ? 

Mr.  Banzhaf.  No,  sir ;  quite  a  large  number  of  them  were  matters 
which  came  to  my  attention  from  the  Department  of  Investigation 
investigators,  and  I  considered  that  they  were  amply  competent  to 
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take  care  of  the  criminal  side  or  the  irregular  side  of  it,  and  I 
looked  at  it  from  the  standpoint  of  an  auditor.  I  accumulated  a  con- 
siderable amount  of  information  in  regard  to  the  points  on  which 
these  matters  were  affecting  the  Shipping  Board,  from  the  point  of 
incompetence  and  expense,  to  see  if  possible  the  means  which  should 
be  taken  in  order  to  remedy  them. 

The  Chairman.  These  nles  and  documents  that  you  have  been  re- 
ferring to  are  Shipping  Board  files,  are  they  ? 

Mr.  Banzhaf.  Tney  are  copies  of  letters  and  things  which  I  have 
saved  until  I  could  utilize  them  on  some  such  occasion  as  this,  as  a 
matter  of  fact. 

The  Chairman.  The  originals  are  in  the  Shipping  Board — the 
original  documents:  that  is  what  I  mean. 

Mr.  Banzhaf.  Yes,  sir.  Most  of  them  are  records  of  the  depart- 
ment of  investigation. 

The  Chairman.  And  some  of  them  have  been  pending  quite  a 
while  ^ 

Mr.  Banzhaf.  Yes,  sir. 

The  Chairman.  Did  you  fcet  any  reply  to  your  letter  of  July  6, 
1920,  to  the  general  comptroller? 

Mr.  Banzhaf.  Xo,  sir. 

The  Chairman.  Did  you  get  an  acknowledgment  of  it? 

Mr.  Banzhaf.  I  went  to  Washington  with  Mr.  Cooper  and  we  had 
ft  conference  in  the  office  of  Mr.  Tweedale,  general  comptroller — after- 
wards in  the  office  of  Mr.  Meehan  and  Mr.  Richardson — and  these 
matters  were  talked  over. 

The  Chairman.  That  is  not  answering  my  question.  I  am  asking 
you  if  you  got  a  reply,  an  acknowledgment,  to  that  letter? 

Mr.  Banzhaf.  Not  an  official  acknowledgement:  no,  sir. 

The  Chairman.  Were  you  called  down  to  Washington  as  a  result 
of  having  sent  that  letter  (  Did  they  request  you  to  come  on  to  AVash- 
ington  after \vou  had  mailed  it? 

Mr.  Banzhaf.  I  think  we  went  voluntarily,  in  order  to  strengthen 
the  letter  and  emphasize  it,  if  possible. 

The  Chairman.  Did  you  discuss  it  with  Mr.  Tweedale? 

Mr.  Banzhaf.  Yes,  sir. 

The  Chairman.  You  discussed  the  various  matters  set  up  in  that 
letter  ? 

Mr.  Banzhaf.  Yes,  sir. 

The  Chairman.  Do  you  know  whether  any  of  these  matters  which 
you  set  forth  and  to  which  you  objected,  or  concerning  which  you 
made  criticisms,  have  been  corrected  or  remedied  since  July  C,  1920? 

Mr.  Banzhaf.  As  far  as  the  port  of  Norfolk  goes,  I  have  no  imme- 
diate knowledge.  As  far  as  the  port  of  Xew  York  goes,  T  think  that 
some  steps  have  been  taken  which  should  be  very  effective:  that  is, 
in  the  two  instances  that  I  cited,  by  suspending  repair  companies 
who  turned  in  irregular  bills,  the  most  effective  step  that  could  be 
taken  outside  of  ])rosecution. 

The  Chairman.  Yes,  sir.  Just  what  methods  do  you  follow  in 
going  over  the  books,  for  instance,  of  a  repair  yard?  How  do  you 
ascertain  that  more  men  were  employed  on  the  job,  or  a  greater  num- 
ber of  hours  were  consumed,  than  was  proper? 

Mr.  Banzhaf.  I  have  made  no  direct  examinations  of  repair  yards 
mvself.     Most  of  mv  information  on  irregularities  in  repair  yard 
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that  is,  the  definite  information — is  based  upon  examination  of  field 
auditors'  reports,  there  in  the  fields  at  New  i  ork  and  Norfolk. 

The  Chairman.  Do  you  examine  the  reports? 

Mr.  Banzhaf.  Yes,  sir;  I  investigate  them,  go  into  them,  to  see 
that  the  field  auditors  are  properly  covering  their  work,  and  find  out 
what  the  conditions  in  regard  to  repairs  are. 

The  Chairman.  You  examine  the  reports,  do  you  not  ? 

Mr.  Banzhaf.  I  examine  them  briefly.  I  just  investigate  certain 
ones  to  get  a  general  idea  of  the  situation,  not  to  examine  specific 
auditors'  work.  I  want  to  see,  in  a  general  way,  how  the  thing  is 
working  out. 

The  Chairman.  In  a  general  way? 

Mr.  Banzhaf.  Yes,  sir. 

The  Chairman.  After  you  have  done  that,  what  do  you  do  ? 

Mr.  Banzhaf.  I  have  made  reports  to  Washington  on  the  situa- 
tion. 

The  Chairman.  Do  you  make  any  detailed  examination  of  any 
particular  yard  yourseli  ? 

Mr.  Banzhaf.  I  have  never  done  so ;  no,  sir ;  except 

The  Chairman.  Interviewed  any  of  the  proprietors  of  the  j'^ards 
yourself  ? 

Mr.  Banzhaf.  I  interviewed  the  proprietors  of  the  Liberty  Iron 
Wire  in  Norfolk.  I  have,  of  course,  had  occasion  to  interview  the 
proprietors  of  the  Morgan  Engineering  Co.,  in  Jersey  City,  and  per- 
haps a  few  other  cases,  but  that  is  about  all.  Most  of  my  investiga- 
tions, when  I  visit  the  yards,  have  been  with  the  representatives  of 
the  Shipping  Board  itself,  the  field  auditors,  and  the  chief  checkers. 

The  Chairman.  As  far  as  vou  know  from  anvthinc:  anvbodv  in 
authority  in  the  Shipping  Board  has  told  you,  either  personally  or 
by  letter,  all  these  matters  that  the  field  auditors  have  investigated 
and  brought  to  your  attention  may  have  been  looked  into  and  ad- 
justed or  corrected? 

Mr.  Banzhaf.  No,  sir;  I  do  not  believe  so,  not  from  information 
I  have  received. 

The  Chairman.  You  think  that  these  matters  still  are  outstanding? 

Mr.  Banzhaf.  I  think  that  Commander  Woodward's  letter,  which 
I  read  yesterday,  virtually  confirms  what  I  stated.  That  is  a  recent 
letter,  June  30.  John  T.  Meehan  made  the  statement  to  me  that 
they  were  gold  diggers  in  New  York ;  he  told  Inspector  C.  B.  Dalby 
that  all  the  New  lork  yards  were  crooked.  That  is  his  view,  and 
while  they  do  not  have  the  deductions. on  the  bills,  as  I  explained  yes- 
terday, for  the  reason  that  they  do  not  render  the  bills  and  certify 
to  them  before  the  field  auditor  goes  over  them,  as  they  did  formerty, 
the  fact  remains,  as  various  people  have  stated,  that  the  woi'k  is 
crowded,  and  there  is  tio  question  at  all  but  that  while  the  work  does 
not  exist,  or  is  not  needed,  it  is  still  being  requisitioned. 

The  (1'hairman.  Have  you  any  question,  Mr.  Kelley? 

Mr.  Kelley.  In  your  investigation  of  the  accounts  of  different 
contractors,  do  you  recall  whether  or  not  it  is  customary  for  the 
contractor  to  include  in  items  of  expense  which  can  be  charged  in 
his  contract  with  the  Shipping  Board  sums  of  money  for  establish- 
ing credit? 
jVIt.  Banzhaf.  I  have  never  come  across  any  such  instance. 


SHIPPING  BOARD   OPERATIONS.  2941 

Mr.  Kelley.  In  this  report  on  the  Providence  Engineering  Co.  of 
November  30,  1918,  I  want  to  call  your  attekition  to  three  items  in- 
cluded under  the  head  of  "  payments  for  expenses^  and  chargeable 
to  the  Shipping  Board ;  "  For  amounts  allowed  W.  Downey  by  board 
of  directors  for  indemnity  bond,  $7,825."  Is  that  a  proper  charge 
ngainst  a  contract? 

Mr.  Banzhaf.  It  depends  on  the  contract.  What  is  the  nature  of 
(he  work? 

Mr.  Kelley.  Well,  an  indemnity  bond. 

Mr.  Banzhaf.  No.    Is  it  a  repair  job? 

Mr.  Kelley.  No  ;  no ;  it  is  a  shipbuilding  contract. 

Mr.  Banzhaf.  Construction? 

Mr.  Kelley.  Construction. 

Mr.  Banzhaf.  That  would  depend  on  the  contract  itself.  The  con- 
tract would  probably  provide  a  certain  charge  for  labor  and  material, 
and  then  overhead.     Well,  the  insurance  is  part  of  the  overhead. 

Mr.  Kelley.  This  is  put  in  as  a  direct  expense,  not  in  the  overhead. 

Mr.  Banzhaf.  Unless  it  is  provided  for  in  the  contract,  I  would 
not  say  that  that  should  be  put  in  the  direct  charge.  It  should  be 
part  of  the  overhead. 

Mr.  Kelley.  Unless  there  was  a  special  provision  in  the  contract 
permitting  it? 

Mr.  Banzhaf.  Yes,  sir. 

Mr.  Kelley.  "  For  services  as  chairman  of  the  board  of  directors, 
at  $1,000  per  month  for  six  months,  $6,000."  Would  that  be  a  proper 
direct  charge  against  this  contract? 

Mr.  Banzhaf.  No,  sir. 

Mr.  Kelley.  "  September,  1918,  for  partial  payment  for  furnish- 
ing and  guaranteeing  financial  credit  and  working  capital,  $10,000." 
AA  ould  that  be  a  proper  charge  ? 

Mr.  Banzhaf.  No,  sir;  not  a  direct  charge. 

Mr.  Kelley.  I  mean  a  direct  charge.  And  so  far  as  you  know, 
such  charges  are  not  audited  in  this  way  and  passed  as  a  proper 
charge  against  the  contract  direct? 

Mr.  Banzil\f.  Not  unless  they  are  specifically  provided  for  as 
direct  charges  in  the  contract  itself.  And  I  would  like  to  state  that 
I  am  an  auditor  of  operations,  and  I  have  had  very  little  occasion 
to  do  anything  whatever  on  the  division  of  construction  side. 

Mr.  Kelley.  So  you  do  not  know  whether  or  not,  if  a  contractor 
was  obliged  to  pay  somebody  for  credit — for  strengthening  his 
credit — that  would  be  a  proper  charge  against  the  construction  of 
the  ship  under  a  cost-plus  contract? 

Mr.  Banzhaf.  I  would  sav  not;  no. 

t, 

Mr.  Kelley.  And  if  such  a  charge  as  that  were  audited  and 
passed  and  allowed,  it  would  be  an  improper  charge  against  the 
(rovernment,  in  your  judgment? 

Mr.  Banzhaf.  Yes,  sir. 

The  Chairman.  Have  you  looked  into  any  matters  concerning  the 
United  States  Bureau  of  Survey? 

Mr.  Banzhaf.  I  have  examined  the  contract  quite  closely  and 
made  notes  of  the  various  provisions.  The  chief  function  of  the 
Bureau  of  Survey  is  to  provide  a  record  which  shall  be  used  to 
check  and  approve  bills  ox  the  Ignited  States  Shipping  Board.    For 
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that  service  they  are  paid  $50  per  survey  for  ships  of  5,000  tons  and 
under.  i 

The  Chairman.  I  think  we  have  the  contract.  Have  you  looked 
into  any  matters  where  they  have  rendered  service  or  where  they  have 
been  asked  to  render  service  or  where  requisitions  have  been  filed? 

Mr.  Banzhaf.  I  have  inquired  (juite  closely  as  to  their  workings. 
They  were  supposed  to  start  functioning  July  1,  and  I  find  that  they 
are  a  serious  liindrance  to  the  effective  workings  of  the  cost  repair 
department,  for  the  reason  that  they  hold  up  requisitions,  and  the 
result  is  that  the  time  and  material  checkers  on  the  job  do  not  receive 
the  requisitions  very  often  until  several  days  after  the  work  has  been 
started — sometimes  not  until  after  the  ship  has  sailed. 

The  Chairman.  Have  you  anv  instance  of  that  in  mind — any  par- 
ticular ship  where  that  occurred  ? 

Mr.  Banzhaf.  No,  sir;  I  have  not.  I  just-inquired  into  the  con- 
dition. I  have  inquired  several  times  to  see  whether  or  not  the 
thing  had  started  working,  and  apparently  it  has  not,  from  the 
information  I  received  in  the  repair  cost  audit  department  in  New 
York. 

The  Chairman.  Have  you  made  any  inquiry  as  to  the  delay? 

Mr.  Banzhaf.  Yes,  sir ;  I  have. 

The  Chair^ian.  What  is  the  reason  for  it? 

Mr.  Banzhaf.  Why,  as  near  as  I  can  find  out,  they  have  not  been 
able  to  perfect  their  organization. 

The  Chairman.  Then,  of  course,  they  have  not  done  any  survey- 
ing, and  they  are  not  being  paid  for  it,  are  they;  no  repairs  are 
being  held  up  on  that  account,  are  there  ? 

]V^.  Banzhaf.  I  do  not  think  so.  I  think  the  practice  is  to  go 
ahead  and  do  the  repairs  anyway,  and  the  requisition  comes  along 
later.  The  time  and  material  checkers  use  as  a  guide  the  w^orkshop 
order  of  the  repair  company.  They  are  making,  as  I  understand  it, 
principally  condition  surveys. 

The  Chairman.  Do  you  know  how  many  times  a  condition  sur- 
vev  is  made,  usually? 

'Mr.  Banzhaf.  I  have  been  informed  by  an  inspector  of  the  C. 
and  R.  department  that  one  condition  survey  a  year  should  be 
sufficient. 

The  Chairman.  How  many  times  are  they  making  them,  do  you 
know? 

Mr.  Banzhaf.  According  to  the  contract,  they  are  allowed  to  make 
five,  and  I  believe  it  is  the  repair  order — let's  see,  some  place  it  states 
that  three  must  be  made.    I  think  that  is  the  repair  order  of  May  28. 

The  Chairman.  Do  you  know  anything  about  the  collections  made 
on  account  of  charter- hire  ? 

Mr.  Banzhaf.  I  have  had  two  men  working  on  the  charter  hire 
lodger  for  some  time.  I  made  a  preliminary  investigation  to  see 
how  they  were  getting  along,  and  examined  quite  a  number  of  the 
accounts.  T  find  that  there  are  quite  a  large  number  of  the  accounts 
either  bankrupt  or  in  the  hands  of  equity  receivers. 

The  Chairman.  What  do  you  mean  by  "account  bankrupt"? 

Mr.  Banzhaf.  Well,  the  information  we  get  is  that  the  concerns 
are  bankrupt. 

The  Chairman.  The  money  has  not  been  paid? 
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Mr.  Banzhaf.  As  I  understand  it,  we  have  not  been  able  to  secure 
any  information  about  it,  that  work  is  still  in  progress. 

The  Chairman.  Well,  if  the  work  is  still  in  progress,  liow  do  you 
know  a  concern  is  bankrupt?  How  do  you  know,  if  you  have  not 
completed  your  report? 

Mr.  Banzhaf.  I  say,  I  have  taken  that  information  from  the  de- 
partment down  there. 

The  Chairman.  What  department? 

Mr.  Banzhaf.  The  charter  hire  department. 

The  Chairman.  Well,  have  vou  examined  the  books  of  the  con- 
cern to  know  whether  they  are  bankrupt  or  not? 

Mr.  Banzhaf.  We  are  working  on  the  books  of  th6  New  York 
office  at  present.    The  work  has  not  been  finished. 

The  Chairman.  How  do  you  know  whether  they  are  bankrupt  or 
not? 

Mr.  Banzhaf.  I  am  only  taking  the  information  I  have  received 
from  the  department  down  there. 

The  Chairman.  Well,  as  a  matter  of  fact,  you  don't  know  any- 
thin^y  about  it,  do  you?  You  have  not  examined  the  concern's 
books?  You  are  taking  what  somebody  told  you  in  the  Shipping 
Board  ? 

Mr.  Banzhaf.  The  reason  I  am  taking  that  is  because  there  is 
what  I  consider  more  important  work  to  be  done.  There  are  a  con- 
siderable number  of  concerns  which  are  still  considered  good.  My 
idea  of  this  thing  is  to  cover  thos^  concerns  thoroughly  first.  Those 
books  are  not  in  shape  to  give  an  up-to-date  account  with  the  com- 
panies, and  I  have  sent  men  to  Washington 

The  Chairman.  Mr.  Banzhaf.  when  you  get  through  your  ex- 
amination you  may  find  that  the  concerns  are  all  right  and  that 
they  are  simply  slow  in  payment? 

Mr.  Banzhaf.  Yes,  sir. 

The  Chairman.  And  they  may  not  be  bankrupt? 

Mr.  Banzhaf.  Yes,  sir. 

The  Chairman.  Have  you  got  any  evidence  to  show  that  any  con- 
cern having  a  ship  with  a  charter-hire  arrangement  with  the  Ship- 
ping Board  is  actually  bankrupt?  Have  you  got  any  evidence  to 
that  effect :  any  facts  to  disclose  which  would  show  that? 

Mr.  Banzhaf.  I  have  none  with  me:  no,  sir. 

The  Chairman.  Well,  are  there  any  in  existence  anywhere  in  the 
Shipping  Board  files? 

Air.  Banzhaf.  As  I  have  stated  before,  I  have  gone  ahead  with 
these  other  matters.  I  have  taken  this  information  for  what  it  was 
worth,  and  I  have  gone  ahead  on  the  accounts  which  are  considered 
good  because  I  believed  they  were  most  important;  but  even  while 
we  have  been  examining  these  books,  or  these  accounts,  I  have  been 
told  that  a  number  of  concerns  have  gone  bad. 

The  Chairman.  Yes,  sir. 

Mr.  Banzhaf.  Now,  I  wanted  to  save  the  accounts  which  we  con- 
sidered good  and  get  those  established,  and  then  the  accounts  which 
we  were  informed  were  either  bad  or  in  the  hands  of  equity  receiv- 
ers could  be  taken  up  later,  and  whatever  was  necessary 

The  Chairman.  How  much  is  involved ;  do  you  know  ? 

Mr.  Banzhaf.  The  total  amount? 

The  Chairman.  Yes,  sir. 
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Mr.  Banzhaf.  At  October  31  there  were  charges  of  $13,000,000  on 
the  books  and  $3,000,000  credit,  as  I  remember. 

The  Chairman.  $3,000,000? 

Mr.  Banzhaf.  Approximately  that. 

The  Chairman.  To  be  deducted  from  that? 

Mr.  Banzhaf.  Yes,  sir. 

The  Chairman.  Do  you  know  how  much  has  been  collected  ? 

Mr.  Banzhaf.  Since  October  31, 1  could  not  say. 

The  Chairman.  No  ;  all  together. 

Mr.  Banzhaf.  No  ;  I  have  no  such  figures  available  at  the  present 
time. 

The  Chairman.  There  was  $13,000,000  due  the  Shipping  Board? 

Mr.  Banzhaf.  Yes,  sir. 

The  Chairman.  And  $3,000,000  to  be  allowed  as  credit  against 
that  sum?  ' 

Mr.  Banzhaf.  Approximately;  yes,  sir. 

Mr.  Kelley.  Just  what  do  you  mean  by  charter  hire  payments, 
Mr.  Banzhaf? 

Mr.  Banzhaf.  The  standard  form  of  charter  hire,  the  only  one  I 
have  been  able  to  secure  a  copy  of,  provides  that  the  charter  hire 
shall  be  paid  in  advance  on  the  boat  each  month.  Five  dollars  per 
dead- weight  ton  is  one  form  I  have  seen. 

Mr.  Kelley.  And  do  you  mean  that  there  is  an  arrearage  on  con- 
tracts of  that  kind  of  about  $10,000,000  ? 

Mr.  Banzhaf.  Yes,  sir. 

Mr.  Kelley.  As  of  the  31st  of  October,  1920? 

Mr.  Banzhaf.  Yes,  sir. 

Mr.  Kelley.  How  far  in  arrears  would  these  accounts  be? 

Mr.  Banzhaf.  That  is  one  of  the  matters  that  I  have  been  trying 
to  adjust.  Another  thing  that  has  been  the  trouble  is  that  the  TP^ash- 
ington  office  does  the  billing  and  submits  memoranda  to  the  New  York 
office  to  charge  the  different  charterers,  and  also  "off  hire"  certifi- 
cates, delivery  certificates,  and  so  on.  That  has  been  a  bad  side  of 
it,  because  all  the  charter  parties  have  not  been  found  in  the  New 
York  office.  It  was  necessary  to  completely  analyze  the  charter 
ledger  and  send  the  accounts  to  Washington.  The  charters,  or  copies 
of  the  charters,  should  have  been  in  the  New  York  office.  I  would 
like  to  state  that  as  a  matter  of  fact  if  complete  adjustments  were 
made  for  all  charter  hire  whiclx  is  due  that  amount  might  be  con- 
siderably increased,  but  until  these  men  have  finished  their  work  I 
could  not  state  definitely  just  how  much. 

Mr.  Kelley.  Before  these  accounts  would  be  turned  over  to  you 
they  would  be  in  arreas  for  some  little  period  of  time? 
Mr.  Banzhaf.  Yes,  sir. 
Mr.  Kelley.  For  how  long  a  time? 

Mr.  Banzhaf.  I  think  that  those  men  will  take  at  least  four 
weeks  to  clean  up  the  accounts. 

Mr.  Kelley.  No;  I  do  not  mean  that.  I  mean,  how  far  in  arrears 
are  these  payments? 

Mr.  "Banzhaf.  Well,  I  have  looked  over  the  accounts,  and  I  could 
not  give  any  average,  but  some  of  them  are  months  behind,  ap- 
parently. 

Mr.  Kelley.  How  many  months? 


SHTPPING  BOARD'  OPERATIONS.  2945 

Mr.  Banzhaf.  Oh,  I  think  perhaps  three  or  four  months;  more 
sometimes.  You  see,  they  have  changed  the  basis.  I  am  told,  in 
Washington,  I  received  the  information  that  some  of  these  com- 
panies which  were  taking  boats  on  charter  hire  had  had  their  con- 
tracts changed  to  another  form  of  agreement,  purchase  agreements. 
I  could  not  account  for  that,  because  I  can  not  understand  why  it  is, 
if  the  company  is  not  able  to  pay  charter  hire,  it  is  to  be  credited  so 
much  money  against  the  purchase  price.  As  a  result  of  this,  in  a 
number  of  accounts  I  find  that  charter  hire  running  for  several 
months  has  been  canceled,  and  that  the  account  shows  a  credit  bal- 
ance.   I  think  I  noticed  some  such  thing  in  the  Fox  accounts. 

Mr.  Kelley.  Well,  have  you  in  mind  certain  corporations  that 
are  in  a  failing  condition,  and  which  have  been  in  arrears  for  some 
months  ? 

Mr.  Banzhaf.  Well,  the  French- American  Line  has  been  in  ar- 
rears. 

Mr.  KeliiEY.  How  much  do  they  owe  the  Government? 

Mr.  Banzhaf.  I  could  not  state  that,  because,  as  I  say,  the  books 
have  not  been  adjusted.  You  see,  they  are  in  very  bad  condition; 
it  will  be  necessary  to  find  out,  in  the  first  place,  all  the  charges 
which  should  be  placed  upon  the  books.  All  the  charges  have  not 
been  placed  upon  the  books,  apparently.  Charges  are  slow  coming 
through  from  Washington. 

Mr.  Kelley.  Well,  then,  this  matter  is  really  in  process  of  audit- 
ing? 

Mr.  Banzhaf.  Yes,  sir. 

Mr.  Kelley.  And  you  do  not  really  know  much  about  how  it  will 
turn  out? 

Mr.  Banzhaf.  No,  sir. 

Mr.  Kelley.  This  $10,000,000  in  aiTears  is  out  of  a  total  of  how 
much  charter  hire  ? 

Mr.  Banzhaf.  Well,  that  is  another  thing  that  would  have  to  be 
determined  from  the 

Mr.  Kelley.  Well,  is  it  a  small  amount  or  a  large  percentage,  or 
don't  you  know  ? 

Mr.  Banzhaf.  It  would  not  be  possible  to  state. 

Mr.  Kelley,  Of  course,  every  business  man  would  be  expected  to 
have  some  bad  accounts,  I  supose? 

Mr.  Banzhaf.  Yes,  sir. 

Mr.  Kelley.  Do  you  think  this  is  proportionately  large,  or  don't 
you  know  anything  about  it? 

Mr.  Banzhaf.  If  you  care  for  an  estimate,  the  man  that  examined 
this  work  said — he  just  gave  an  estimate — he  thought  that  perhaps 
20  per  cent  was  collectible.  * 

Mr.  Kelley.  Twenty  per  cent  of  this  $10,000,000  ? 

Mr.  Banzhaf.  Yes,  sir.  The  fact  that  these  people  are  in  equity 
receivership  or  bankrupts,  according  to  the  information  we  received, 
indiactes  that. 

Mr.  Keli^y.  Have  you  any  information  to  show  that  anybody 
was  negligent  in  the  collection  of  these  accounts  ? 

Mr.  Banzhaf.  I  think  the  big  fault,  perhaps,  or  one  of  the  big 
faults,  might  be  the  method  of  oilling  from  Washington.  That  is 
one  of  the  reasons,  I  think. 

]  77068— 20— PT  7 ^28 


2946  SHIPPING   BOARD   OPERATIONS. 

Mr.  Kelley.  Well,  whose  fault  is  it  that  this  $10,000,000  has  not 
been  coUetced  or  the  ships  taken  back? 

Mr.  Banzhaf.  I  think  one  of  the  faults  has  been  the  extension  of 
credit,  when  it  was  not  justified;  and  that  would  be  due  to  the  lack 
of  a  proper  credit  system,  up-to-date  information  on  credits,  such  as 
a  first-class  mercantile  concern  always  has. 

Mr.  Kelij^y.  Were  these  concerns  proper  concerns  to  enter  into 
these  contracts  with,  in  the  first  instance?  Do  you  mean  that  their 
credit  was  not  such  that  they  should  have  had  a  contract  at  all  ? 

Mr.  Banzhaf.  That  w^ould  depend  upon  their  capital  at  the  start. 
I  have  had  no  opportunity  of  examining  any  of  those  concerns,  and 
unless  an  examination  could  be  made  of  their  books,  to  show  their 
true  condition  when  they  started  this  charter-hire  arrangement  with 
the  Government,  I  could  not  give  you  any  very  close  opinion.  The 
only  thing  that  you  can  say,  or  the  only  way  you  have  of  judging,  is 
that  they  have  not  paid  the  charter  hire  as  the  charter  party  provides, 
in  advance. 

Mr.  Keluby.  Well,  there  might  be  some  reasonable  excuse  for  not 
doing  that,  and  some  reasonable  excuse  for  giving  them  a  litle  time 
to  pay  it,  might  there  not  ? 

Mr.  Banzhaf.  Yes,  sir ;  but  the  trouble  is 

Mr.  Kelley.  You  do  not  know  whether  the  excuses  were  reason- 
able or  not  ? 

Mr.  Banzhaf.  No,  sir. 

TESTIMOmr  OF  ME,  KICHARD  W.  BOLUNG. 

(The  witness  was  duly  sworn  by  the  chairman.) 

The  Chairman.  Where  do  you  reside,  Mr.  Boiling? 

Mr.  BoLLiNG.  232r3  California  Street,  Washington,  D.  C. 

The  Chairman.  Is  that  a  copy  of  a  telegram  you  sent  to  me  some 
days  ago  [handing  witness  paper]? 

Mr.  BoLLiNG.  It  is,  sir. 

The  Chairman.  I  will  read  this  for  the  record,  before  we  begin 
with  your  examination : 

WAKHiNr.TON,  D.  C  November  21y  J920. 
Hon.  Jos.  ,T.  Walsh, 

Chairman  Walsh  Committee,  Federal  Building^  New  York: 

A  witness  apiH^arlns  ])efore  your  conunittee  at  New  York  on  Saturday  stated 
that  I  had  a  financial  interest  with  liim  and  others  in  a  shipping  contract 
procured  tlirou^rh  my  influence  or  intervention  with  tlie  United  States  Shipping 
Board.  Every  jMirt  of  Mr.  Sands  statement  is  unqualifiedly  false  and  without 
the  slightest  foundation  in  fact.  My  every  transaction  with  Mr.  Sand«s  before 
his  indictment  and  while  he  w^as  vice  president  of  the  Commercial  National 
Bank,  whose  affairs  he  has  been  charged  with  unlawfully  manipulating,  was 
open  and  honorable  in  every  way  and  in  no  way  connected  with  any  branch 
of  the  Government  of  the  United  States. 

The  statements  made  by  Mr.  Sands  before  your  committee  are  the  attempts 
of  an  embittered  man  to  destroy  my  rejnitation  and  standing  in  the  com- 
munity because  I  refuse*]  to  use  my  i>ersonal  relationship  with  the  President 
of  the  United  States  to  save  him  from  an  indictment.  My  every  transaction 
with  Mr.  Sands  was  honorable  and  legitimate  in  every  way  and  only  a  dis- 
honest man  would  seek  to  twist  and  distort  its  purpose. 

In  justice  to  myself  I  therefore  most  respectfully  ask  your  committee  to 
make  full  and  thorough  inquiry  into  these  charges  and  to  give  me  tlie  earliest 
opiwrtunity  to  make  full  and  complete  answer  to  these  base  and  mallclons 
Inuendoes. 

(Signed)  R.  W.  Bolung. 
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Is  that  a  copy  of  a  registered  letter  you  mailed  me  recently,  Mr. 
Boiling  [handing  witness  letter]  ( 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  I  take  it,  from  glancing  through  the  letter,  Mr. 
Boiling,  that  this  contains  a  summary  of  certain  transactions  you 
have  had  with  Mr.  Sands. 

Mr.  BoLLiNO.  My  transactions  with  Mr.  Sands;  yes,  sir. 

The  Chair3ian.  Then  we  will  procee<l  with  your  testimony. 

Mr.  BoLLiNQ.  Yes,  sir. 

The  Chairman.  And  if  you  need  the  letter  to  refresh  your  recol- 
lection you  may  refer  to  it." 

Mr.  fioLLiNG.  Well,  I  have  practically  the  same  thing  here.  Now, 
if  I  mav,  sir 

The  Chairman.  Are  you  an  official  of  the  Shipping  Board,  sir? 

Mr.  BoLLiNG.  I  am,  sir. 

The  Chairman.  What  position  do  you  hold? 

Mr.  BoLLiNo.  Treasurer. 

The  Chairman.  How  long  have  you  been  treasurer? 

Mr.  BoLLiNG.  Since  May  1,  1920. 

The  Chairman.  And  were  you  employed  by  the  Shipping  Board 
prior  to  that  time? 

Mr.  BoLi/iNG.  I  was,  sir. 

The  Chairman.  In  what  capacity  ? 

Mr.  BoLLiNG.  As  assistant  treasurer,  division  of  operations. 

The  Chairman.  How  long  had  you  been  in  that  position  ? 

Mr.  BoLLiNG.  Since  August  23,  1917. 

The  Chairman.  Were  you  with  the  board  prior  to  that  time  ? 

Mr.  B0LX.ING.  Xo,  sir. 

The  Chairman.  What  had  been  your  business  prior  to  becoming 
connected  with  the  Shipping  Board? 

Mr.  BoLiJNO.  I  had  been  in  the  real  estate  business  in  Washington, 
and  for  a  short  while  I  had  worked  in  the  bank  examiner's  office  in 
New  York. 

The  Chairman.  Were  you  engaged  in  any  other  business  prior  to 
that  ? 

Mr.  BoLLiNG.  Well,  away  back,  10  years  before  that,  I  had  been  in 
Bridgeport,  Conn.,  with  the  American  Graphophone  Co.,  sir. 

The  Chairman.  Were  you  ever  in  the  building  business? 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  When  was  that?' 

Mr.  BoLLiNG.  That  was  from  about  1914  to  the  beginning  of  1917. 

The  Chairman.  Do  you  know  Mr.  Tucker  K.  Sands? 

Mr.  BoLLiNG.  I  do,  sir. 

The  Chairman.  How  long  have  you  known  him? 

Mr.  BoLLiNG.  Since  a'bout  1913. 

The  Chairman.  Have  you  had  anv  business  transactions  with 
him  ? 

Mr.  BoLLiNG.  I  have,  sir. 

The  Chairman.  What  were  they? 

Mr.  BoLLiNG.  Well,  I  built  him"  a  house ;  that  is  the  largest  busi- 
ness transaction  that  I  had  with  him,  sir. 

The  Chairman.  When  was  that? 

Mr.  BoLLiNG.  The  contract  was  let  in  the  spring  of  1916. 
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The  Chairman.  Just  what  was  the  arrangement  about  that,  Mr. 
Boiling? 

Mr.  BoLLiNo.  Well,  I  was  in  business  with  an  associate,  Mr.  Wil- 
liam Todd,  of  Washington,  and  we  heard  that  Mr.  and  Mrs.  Sands 
were  contemplating  building  a  house,  and  w^e  approached  them  with 
the  idea  of  securing  the  contract,  and  they  said  that  they  would  build 
it  if  they  could  build  it  within  the  sum  that  they  had  set,  and  after 
negotiations  they  let  a  contract  to  us  to  build  a  house,  I  think,  at  the 
price  of  $12,200.  ^ 

The  Chairman.  Were  you  actually  building  the  house  yourself, 
hiring  the  carpenters  and  the  masons  and  the  bricklayers  and  all  that? 

Mr.  BoLLiNG.  Yes,  sir;  Mr.  Todd  and  I  jointly. 

The  Chairman.  You  and  Mr.  Todd? 

Mr.  BoLLiNG.  Yes,  sir.  My  agreement  with  Mr.  Todd,  my  under- 
standing with  him,  was  that  I  should  attenVl  to  the  financing,  and 
he  being  the  more  practical  man,  should  attend  to  the  details  of  the 
construction. 

The  Chairman.  Did  you  enter  into  a  written  contract  with  Mr. 
Sands? 

Mr.  BoLLiNG.  I  am  sure  we  did,  sir.  I  have  not  that  contract  with 
me,  but  I  can  get  it. 

The  Chairman.  Are  vou  and  Mr.  Todd  still  in  business? 

Mr.  BoLLiNG.  No,  sir. 

The  Chairman.  How  long  were  you  in  business? 

Mr.  BoixiNO.  Why,  I  should  say  about  two  years,  sir. 

The  Chairman.  When  was  this  house  completed  ? 

Mr.  BoLLiNG.  Between  October  1  and  30,  1916.  It  was  supposed 
to  have  been  delivered  October  1,  but  I  think  we  were  a  little  late 
on  it. 

The  Chairman.  Where  is  this  house  located  ? 

Mr.  BoLLiNG.  2319,  I  think,  is  the  number,  Tracy  Place,  Wash- 
ington. 

The  Chairman.  Was  that  house  occupied  by  Mr.  Sands? 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  And  did  the  contract*  specify  how  it  should  be 
paid  for? 

Mr.  BoLLiNG.  Well,  he  should  pay  as  it  went  along,  sir.  I  do  not 
know  that  any  special  amounts  were  mentioned,  but  that  he  was  to 
always  give  us  enough  to  finance  the  construction,  attend  to  pay 
rolls,  and  so  on.  Of  course,  a  great  deal  of  the  material  was  billed, 
and  we  had  30  to  60  days  to  pay  it. 

The  Chairman.  Well,  did  he  pay  for  the  house? 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  And  was  that  house  in  the  vicinity  of  where  you 
resided  ? 

Mr.  BoLijNO.  Next  door,  sir. 

The  Chairman.  How  long  did  Mr.  Sands  live  there? 

Mr.  BoLLiNG.  From  about  1916,  October — I  would  say,  sir,  until 
1918;  I  can  not  give  you  the  dates,  sir.    That  could  be  established. 

The  Chairman.  How  much  did  he  pay  you  for  that  house? 

Mr.  BoLLiNG.  He  paid  us  the  contract  amount. 

The  Chairman.  What  was  that? 

Mr.  BoLLiNG.  $12,200;  but  when  we  came  to  settle — during  the 
course  of  construction  Mr.  and  Mrs.  Sands,  especially  Mrs.  Sands, 
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had  changed  a  gi*eat  many  things  about  the  house  that  of  course  were 
not  included  in  the  plans  or  the  specifications,  and  Mr.  Sands  under- 
stood that  there  would  be  an  extra  charge  for  those.  But  at  the 
time  that  we  came  to  settle  both  Mr.  and  Mrs.  Sands  took  exception 
to  the  amount  of  those  charges,  and  after  a  good  deal  of  talk  back 
and  forth,  in  which  they  showed  great  dissatisfaction,  we  at  first  re- 
duced it — I  think  the  amount  exactly  was  $1,511  for  the  changes  that 
they  had  made,  and  Mr.  Todd  and  I  voluntarily  reduced  it  to  $1,200 
to  Uy  to  get  an  amicable  settlement ;  and  still  it  was  not  satisfactory 
and  there  was  a  great  deal  of  feeling  shown  about  the  size  of  these 
extras,  or  the  cost  of  them.  So  in  order  not  to  have  any  disagreeable 
feelings  with  people  that  were  going  to  live  next  door  to  me,  I  vol- 
untarily waived  my  share  of  those  extras. 

The  Chairman.  What  was  your  share? 

Mr.  BoLLiNG.  About  $600. 

The  Chairman.  And  did  they  pay  the  other  $600  ? 

Mr.  BoLLiNG.  They  paid  the  I'est.  Well,  Mr.  Sands  gave  me  his 
note  for  the  rest,  that  is,  he  owed  about  $6,000  in  all  to  settle  the 
whole  thing,  that  including  the  $600  that  was  to  go  to  Mr.  Todd,  and 
he  gave  me  his  note  covering  that,  and  on  those  terms  the  settlement 
was  made.    I  took  his  note  and  discounted  it,  with  my  indorsement. 

The  Chairman.  There  was  $5,400  due  on  the  house,  and  $600  due 
on  the  extras  which  he  paid  ? 

Mr.  BoLLiNO.  Yes,  sir. 

The  Chairman.  And  he  gave  you  a  note  for  that  sum  ? 

Mr.  BoLLiNO.  A  note  for  $6,000 ;  yes,  sir. 

The  Chairman.  For  $6,000,  which  you  discounted? 

Mr.  BoLLiNG.  Yes,  sir.  Now  right  there,  sir,  I  would  like  to  say 
that  prior  to  that,  in  order  to  carry  this  work  along,  Mr.  Sands 
had  previous  to  that  time  given  me  a  note.  I  have  not  a  record  of  it, 
but  as  I  remember  it  it  amounted  to  $5,000'  or  $5,500,  or  something 
of  that  kind,  and  this  $6,000  took  up  the  old  note,  you  understand, 
and  paid  anv  little  balance  that  was  due  on  the  contract  price,  and 
also  covered  *Mr.  Todd's  fee  of  $600. 

The  Chairman.  This  former  note,  on  which  there  was  a  small  bal- 
ance due,  was  that  given  also  in  connection  with  the  house? 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  Did  he  pay  you  by  notes  as  the  work  went  along? 

Mr.  BoixiXG.  Xo,  sir;  he  paid  me  some  in  cash,  and  then  told  me  it 
would  be  an  accommodation  to  him  if  T  w^ould  take  his  note,  and  that 
he  would  have  it  discounted  in  his  bank;  which  I  did. 

The  Chairman.  AVhat  was  Mr.  Sands's  business  at  this  time,  if  you 

know? 

Mr.  BoiJ.TNG.  He  was  Vice  president  and  cashier  of  the  Commercial 

National  Bank,  Washington. 

The  Chairman.  Had  vou  known  him  for  some  time? 

ilr.  BoixiNG.  I  had  known  Mr.  Sands,  I  think,  since  1913.  I  had 
done  all  my  banking  with  the  institution  with  which  he  was  con- 
nected since  about  1914. 

The  Chairman.  That  was  the  Commercial  National  Bank? 

Mr.  BoLLiNG.  Washington,  D.  C;  yes,  sir. 

The  Chairman.  Well,  now,  did  Mr.  Sands  pay  that  note,  or  rather, 
was  that  note  taken  care  of? 
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Mr.  BoLiJNG.  Well,  from  time  to  time  Mr.  Sands  curtailed  that 
note,  sir.  That  note  was  dated  November  13,  1916,  and  he  has  cur- 
tailed it  from  time  to  time  until  to-day  he  owes  $900  on  that  note. 
I  have  an  affidavit  here,  sir,  from  the  bank,  that  gives  the  payments, 
curtailments  [producing  paper]. 

The  Chairman.  The  original  note  was  $6,091  ? 
Mr.  BoLLiNG.  I  imagine,  sir,  that  that  is  the  way  the  bank  makes 
such  things  up ;  I  think  that  is  the  interest ;  I  think  those  odd  amounts 
are  always  the  interest;  I  think  so.    The  original  note  was  $6,000.    I 
have  it  in  my  pass  book  here,  sir. 

(At  the  point  Mr.  Boiling  made  certain  explanations  to  the  chair- 
man of  the  committee  out  oi  the  hearing  of  the  reporter.) 

The  Chairman.  Now,  Mr.  Boiling,  repeat  justj  what  you  said 
to  me  a  little  louder,  so  that  the  reported  may  get  it. 

Mr.  BoLLiNG.  I  have  in  the  pass  book  the  entry  showing  the  dis- 
count of  the  original  note,  November  13,  1916,  for  $6,000. 
The  Chairman.  Was  that  note  given  to  you  personally? 
Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  Did  vou  have  a  partnership  agreement  with  Mr. 
Todd? 

Mr.  BoLLiNG.  No,  sir;  nothing  in  writing  from  Mr.  Todd. 
Tlie  Chairman.  And  all  the  payments  were  made  for  work  you 
and  Mr.  Todd  did  in  construction  by  you  in  your  name? 
Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  And  then  you  and  Mr.  Todd  had  an  arrangement 
about  sharing  the  profits? 

Mr.  BoLLiNG.  Sharing  any  profits;  yes,  sir. 

The  Chairman.  Did  you  ever  have  any  talk  after  that  with  Mr. 
Sands  about  these  changes  and  extras? 

Mr.  Bulling.  Yes,  sir;  we  had.  various  talks  with  Mr.  Sands  as 

the  changes  would  come  up 

The  Chairman  (interposing).  No;  after  that,  Mr.  Boiling? 

Mr.  BoLLiNG.  After  that,  sir 

The  Chairman  (interposing).  After  he  gave  you  this  note  for 
$600? 

Mr.  Bulling.  Yes,  sir.  Mr.  Sands  told  me  from  time  to  time  that 
he  intended  to  pay  that.  The  first  thing  he  said  was  that  the  reason 
he  had  apparently  accepted  this  deduction  on  my  part  was  that  his 
wife  was  so  much  put  out  about  the  cost  of  these  extras  that  he  did 
it  to  keep  peace  in  the  family,  I  understood;  but  that  he  did  not  in- 
tend I  should  lose  any  part  of  my  commission  on  the  house,  and  that 
he  intended  to  pay  me  that  $600  1  had  waived,  and  that  was  referred 
to  bv  him  several  times. 

The  Chairman.  After  the  house  transaction,  did  you  ever  have 
any  other  business  dealings  with  Mr.  Sands? 

Mr.  BoLLiNo.  Yes,  sir;  I  did.  I  entered  a  brokerage  firm,  and 
Mr.  Sands  was  to  help  finance  the  concern.  We  were  buying  a  seat 
on  the  stock  exchange,  and  Mr.  Sands  was  to  procure  a  loan  for  us  of, 
I  think,  $40,000,  sir.  I  have  not  had  time  to  look  all  of  that  up  be- 
cause I  have  not  the  books. 

The  Chairman.  "For  us";  who  do  you  mean  by  that? 
Mr.  Bolling.  For  the  firm ;  yes,  sir. 
The  Chairman.  Who  was  the  firm? 
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Mr.  BoLLiNG.  There  was  a  man  named  F.  A.  Connolly,  and  H.  W. 
Eobertson,  who  were  partners  of  mine.  And  for  this  service  on  the 
part  of  Mr.  Sands  we  had  agreed  to  pay  him  $10,000  commission  for 
procuring  the  $40,000  loan. 

The  Chairman.  When  was  this,  Mr.  Boiling? 

Mr.  BoLLiNG.  That  was  around  October  or' November,  1916;  that 
is  when  I  got  out  of  the  building  business  and  went  into  this. 

The  Chairman.  Was  it  before  or  after  you  had  completed  this 
house? 

Mr.  BoLLiNG.  We  had  completed  the  house  before. 

The  Chairman.  Do  jou  know  if  he  had  moved  in  there  ? 

Mr.  Bulling.  Yes,  sir ;  he  had  moved  in. 

The  Chairman.  Did  Mr.  Sands  finance  your  brokerage  concern? 

Mr.  Bolling.  Yes,  sir;  he  procured  the  $40,000 — ^he  did  not  entirely 
finance  it;  no,  sir.     But  I  mean  that  much  of  it  he  financed. 

The  Chairman.  He  did  what  you  had  emploved  him  to  do? 

Mr.  Bulling.  He  did  what  he  had  agreed  to  do. 

The  Chairman.  Did  you  pay  him  a  commission  or  fee  ? 

Mr.  Bulling.  I  do  not  know,  sir,  whether  the  commission  or  fee 
was  ever  paid,  because  I  resigned  and  got  out  of  the  brokerage 
concern  in  January  or  February,  1917,  and  it  went  on.  In  the 
meantime,  they  had  taken  in  a  new  member  in  my  place,  Mr.  Lorimer 
Graham,  of  Washington. 

The  Chairman.  Are  you  Sure  as  to  the  amount  being  $10,000? 

Mr.  Bulling.  That  was  the  agreement,  yes,  sir;  that  he  was  to 
be  paid  that. 

The  Chairman.  This  firm  never  owed  him  $12,000  at  any  time, 

did  it? 

Mr.  Bolling.  Not  as  I  can  recollect,  sir;  I  do  not  remember  it. 

The  Chairman.  Who  made  this  arrangement  with  him  in  refer- 
ence to  financing? 

Mr.  Bulling.  Mr.  Connolly  and  Mr.  Eobertson  had  the  arrange- 
ment with  Mr.  Sands.    I  put  it  in  myself  cash  $10,000  in  that  concern. 

The  Chairman.  But  you  did  not  negotiate  with  him  for  this  loan? 

Mr.  Bolling.  No,  sir. 

The  Chairman.  Or  make  the  agreement  as  to  what  his  compensa- 
tion should  be? 

Mr.  Bulling.  No,  sir.    I  was  cognizant  of  it,  though. 

The  Chairman.  You  knew  of  it? 

Mr.  Bulling.  I  knew  of  it ;  yes,  sir. 

The  Chairman.  Did  you  have  an  agreement  in  writing  ? 

Mr.  Bolling.  Never  anything  in  writing ;  no,  sir. 

The  CHAiR3f AN.  Did  you  have 

Mr.  Bolling  (interposing).  At  least  I  never  saw  any  agreement 
in  writing,  if  there  was  one. 

The  ( yHAiRMAN.  Did  you  have  partnership  articles  for  your  firm  ? 

Mr.  Bolling.  No,  sir ;  I  think  not. 

The  Chairman.  Well,  did  you  put  $10,000  in  a  brokerage  concern, 
Mr.  Bolling,  withuut  any  articles  of  agreement? 

Mr.  Bolling.  I  have  not  had  time,  sir,  nor  have  I  Ijeen  able  to 
get  hold  of  these  men  who  have  all  of  the  books  on  that  transaction, 
because,  you  see,  I  got  out  of  that  concern— I  got  out  of  it  three 
months  before  they  closed  their  doors,  and  I  had  nothing  to  do  with 
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their  books,  and  I  do  not  know  now  where  they  are.  But  I  am  going 
to  try  to  get  hold  of  those  for  you. 

The  Chairman.  When  you  got  out,  was  the  money  which  you 
put  in  refunded  to  you? 

Mr.  BoLLiNG.  No,  sir ;  I  lost  everything  I  put  into  it. 

The  Chairman.  OH,  you  lost  it? 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  Do  you  know  of  any  transaction  which  occurred 
before  you  retired  from  that  firm,  which  the  firm  had  agreed  with 
Mr.  W.  K.  Sands,  which  may  have  resulted  in  a  liability  on  the  part 
of  the  firm  to  Mr.  Sands  of  $12,000  ? 

Mr.  Bulling.  No,  sir.  I  will  tell  you  what  I  have  heard,  but  it  is 
hearsay  on  my  part. 

The  Chairman.  Was  this  while  you  were  a  member  of  the  firm^ 
I  mean?  .  .        ^ 

Mr.  BoLLiNG.  No,  sir;  I  do  not  know  of  anything  while  I  was  a 
member  of  the  firm. 

The  Chairman.  Did  you  establish  offices  in  Washington? 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  Where  were  they? 

Mr.  BoLLiNG.  On  New  York  Avenue — I  have  forgotten  the  num- 
ber; between  Fourteenth  and  Fifteenth  Streets. 

The  Chairman.  And  did  you  actively  participate  in  the  affairs  of 
the  concern? 

Mr.  BoLLiNG.  Not  very  actively;  no,  sir 

The  Chairman.  Who  did? 

Mr.  BoLLiNG  (continuing).  Because  I  was  ill  about  a  month,  and 
I  was  only  in  the  firm  from,  I  should  say,  around  l^ovember — of 
course,  I  was  going  into  the  firm ;  it  was  in  process  of  making,  but 
I  did  not  go  into  the  office  until  around  the  1st  of  November,  and  I 
was  out,  I  think,  in  January;  and  during  that  time  I  was  ill  for  a 
long  time. 

The  Chairman.  What  was  the  occasion  of  your  retiring  from  the 
firm? 

Mr.  BoLLiNG.  The  reason  I  retired  from  the  firm — there  was  a 
great  deal  of  notoriety  given  to  a  note  that  the  President  had  sent, 
and  if  you  probably  remember  my  name  was  mixed  up  in  it,  and  I 
thought  it  better  to  get  out  of  the  brokerage  business  rather  than  be 
criticized  in  any  way,  shape,  or  form.  That  was  all  heard  before 
the  Committee  of  the  House,  and  I  was  exonerated. 

The  Chairman.  That  was  sometimes  ref errerd  to  as  the  "  Lawson 
leak  investigation  "? 

Mr.  BoLLiNG.  That  is  it;  yes,  sir. 

The  Chairman.  And  you  retired  from  the  firm  in  Februar;^? 

Mr.  BoLLTNG.  Around  the  latter  part  of  February,  as  I  remember 
it :  T  can  establish  that,  too,  for  vou. 

The  Chairman.  1917? 

Mr.  BoLLTNG.  Yes,  sir. 

The  Chairman.  And  you  charged  off  all  you  put  into  it? 

Mr.  BoLLTNG.  I  simply  lost  all  I  had  put  into  it.  There  was  na 
way  of  getting  it. 

The  Chairman.  Had  the  firm  made  any  money  ? 

Mr.  BoLLiNG.  No,  sir;  they  lost  heavily. 
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The  Chairman.  How  long  after  you  retired  did  the  firm  continue 
in  business  ? 

Mr.  BoLLiNG.  I  should  say  until  May  or  June ;  I  think  May,  sir. 

The  Chairman.  Are  the  former  members  of  the  firm  in  Washing- 
ton now? 

Mr.  BoLLiNo.  I  think  one  of  them  is  in  Washington,  and  I  do  not 
know  where  the  other  one  is — ^I  think  in  New  Yoric. 

The  Chairman.  Which  one  is  in  Washington? 

Mr.  BoLLiNG.  Mr.  Eobertson. 

The  Chairman.  Do  you  know  what  he  is  doing  now  ? 

Mr.  BoLLiNG.  He  is  in  the  automobile  business,  sir. 

The  Chairman.  Do  you  know  Mr.  Beckerly  ? 

Mr.  BoLLiNG.  Yes,  sir;  I  do. 

The  Chairman.  Was  he  connected  with  that  firm  in  any  caapcity 
while  you  were  there  ? 

Mr.  BoLLiNG.  Not  in  any  way,  sir. 

The  Chairman.  This  $10,000  was  paid  to  Mr.  Sands  by  this  bro- 
kerage firm  before  you  withdrew  in  February  or  March,  1917? 

Mr.  BoLLiNG.  That  was  the  agreement  that  it  should  be  paid,  sir ; 
I  do  not  know  whether  it  was  paid  or  not. 

The  Chairman.  You  do  not  know  ? 

Mr.  BoLLiNo.  No,  sir ;  I  have  not  been  able  to  get  those  books,  and 
I  have  requested  Mr.  Robertson  in  Washington,  no  later  than  yes- 
terday morning,  to  please  give  me  that  information.  He  promised 
to  give  it  to  me,  but  I  could  not  get  it;  never  came  to  my  office.  He 
promised  it ;  and  I  have  not  any  of  the  records  of  that  firm. 

The  Chairman.  How  was  it,  Mr.  Boiling,  that  when  you  withdrew 
from  this  brokerage  firm  which  was  still  doing  buisness,  and  you  had 
put  into  it  $10,000— into  the  business 

Mr.  BoLLiNG,  Yes,  sir. 

The  Chairman  (continuing).  You  had  secured  a  loan  of  $40,000; 
tliat  you  had  retired  without  taking  any  part  back  of  the  amount  you 
had  put  in,  or  taking  anything  out  of  it  whatever  ? 

Mr.  BoLLiNG.  Oh,  sir,  there  was  nothing  to  take  out  of  it.  If  you 
remember  the  note,  which  there  was  so  much  notoriety  about,  I 
think,  went  out  around  the  20th  day  of  December,  and  the  firm's 
books  showed  a  great  many  stocks  k)ng,  and  the  margins  were  not 
large,  and  a  groat  many  losses  were  incurred  there ;  two,  that  I  know 
of;  one,  that  the  firm  probably  lost  $8,000  on  by  not  getting  the 
margin  on  this  man's  account,  and  by  letting  the  stock  market  go 
down  and  not  selling  it,  because  the  stock  market  dropj)ed  so  abruptly 
that  they  were  caught  witli  tliese  stocks  long:  and  the  market  did 
not  come  back  for  a  long  time. 

The  Chairman.  You  did  not  take  any  note  or  anything  from  the 
other  members  of  the  firm  for  what  you  put  in  there? 

Mr.  BoLLiNG.  No,  sir;  I  did  not. 

The  Chairman.  You  just 

Mr.  BoixiNG  (interposing).  I  simply  cut  loose  and  let  everything 
go:  I  was  disgusted  thoroughly.  There  was  not  anything  there  to 
take,  sir:  I  could  not  have  taken  it :  these  men  had  nothing. 

The  Chairman.  AV^as  it  a  mutual  arrangement — your  retiring  from 
the  firm? 

Mr.  BoixiNO.  No,  sir;  I  informed  them  that  I  would  retire  im- 
mediately after  that  investigation,  or  probably  while  it  was  in  course 
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of  being  investigated ;  and  they  asked  me  to  remain  for  a  day  or  two 
at  least.  I  threatened  to  put  it  in  the  papers  that  afternoon  that  I 
was  retiring  from  the  fiim,  and  they  asked  me  to  remain  until  they 
could  go  to  New  York  and  make  ceitain  arrangements  with  their 
New  lork  correspondents,  which  I  did.  I  waited  a  day  or  two,  and 
then  I  did  put  it  in  all  of  the  papers  as  an  advertisement,  that  I  had 
severed  my  connections  with  the  firm  and  was  no  longer  responsible 
for  any  debts. 

The  Chairman.  Did  you  sign  checks  of  the  firm  ? 

Mr.  BoLLiNG.  No,  sir;  I  had  nothing  to  do  with  that. 

The  Chairman.  Who  did? 

Mr.  BoLLJNG.  Mr.  Connolly. 

The  Chairman.  Do  you  know  what  bank  you  carried  the  ac- 
counts in  ? 

Mr.  BoLUNG.  The  Commercial  National,  Washington. 

The  Chairman.  Mr.  Sands's  bank  at  that  time? 

Mr.  Boiling.  Yes,  sir. 

The  Chairman.  Did  you  secure  a  seat  on  the  stock  exchange  for 
your  firm? 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  In  whose  name  was  that  ? 

Mr.  BoLUNG.  F.  A.  Connolly. 

The  Chairman.  You  are  sure,  Mr.  Boiling,  that  this  brokerage 
concern — by  the  way,  what  was  the  name  of  it  ? 

Mr.  BoLLiNG.  F.  A.  Connolly  &  Co. 

The  Chairman  (continuing).  Did  receive  the  $40,000  through  the 
efforts  of  Mr.  Sands  ? 

Mr.  BoLLiNG.  They  received  the  $40,000,  or  the  $30,000,  through 
the  efforts  of  Mr.  Sands.  I  have  forgotten  whether  the  $40,000  cov- 
ered his  commission  or  whether  that  should  be  paid  on  the  side.  I 
think  that  he  furnished  $40,000. 

The  Chairman.  But  vou  are  not  sure  whether  Mr.  Sands  got  his 
$10,000  or  not  ?  " 

Mr.  BoLLiNG.  I  am  not,  sir;  whether  that  was  to  be  paid  out  of 
Avhat  we  got  or  whether  it  was  to  be  paid  afterwards. 

The  Chairman.  After  you  retired  from  the  firm,  did  you  enter 
into  anv  business? 

Mr.  Polling.  Yes,  sir;  that  is  the  time  I  went  into  the  bank  exam- 
iner's office  here. 

The  Chairman.  In  New  York? 

Mr.  BoLLiNG.  In  New  York. 

The  Chairman.  Under  whom? 

Mr.  BoLLiNG.  Under  W.  P.  Malburn. 

The  Chairman.  Formerly  Assistant  Secretary  of  the  Treasury  ? 

Mr.  BoLLiNO.  I  think  he  was,  sir ;  but  he  was  afterwards  the  chief 
bank  examiner  here  in  New  York. 

The  Chairman.  How  long  did  you  say  you  remained  there  ? 

Mr.  BoLLiNO.  I  went  with  them  somewhere  in  April  and  left  them 
about  the  20th  day  of  August,  1917. 

The  Chairman.  After  that,  during  that  period,  of  course,  you  were 
here  in  New  York? 

Mr,  B0L1.1NG.  Yes,  sir. 

The  Chairman.  Did  you  have  any  correspondence  or  communica- 
tions or  interviews  with  Mr.  Tucker  K.  Sands  during  that  period! 
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Mr.  BoLLiNG.  I  was  in  Washington  several  times,  and  I  may  have 
had ;  in  all  probability  I  did. 

The  Chapman.  Did  that  involve  any  business  transactions  of  the 
past,  or 

Mr.  BoLi^iNG  (interposing).  Well,  now,  at  the  time  I  left  the  firm 
of  Connolly  &  Co.  there  was  charged  to  my  account,  oh,  something 
like  $7,000  or  $8,000,  and  that  represented  stocks  that  I  had  owned 
previous  to  the  time  of  going  into  the  firm.  I  had  been  with  Con- 
nollv  and  had  made  some  money  in  the  stock  market,  but  in  this 
crash  that  came  I  got  caught,  and  so  I  had  deficits  there  of  about 
$7,000 — $7,500,  I  think,  to  be  exact.  That  I  have  found ;  I  can  sub- 
stantiate that.  Mr.  Sands  loaned  me  the  money.  I  do  not  know 
whether  personally  or  through  the  bank,  but  I  got  it  through  him 
to  square  up  that  indebtedness,  because  I  did  not  want  to  leave  there 
owing  them  a  nickel.  But  I  paid  that  within  four  or  five  months  by 
putting  a  mortgage  on  my  house  and  getting  rid  of  everything  I  had; 
and  I  have  those  canceled  checks  showing  that  that  was  paid  back 
to  him. 

The  CHAIR3IAX.  Was  this  $7,500  lost  in  addition  to  the  $10,000 
you  put  into  the  firm  ? 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  So  that  experience  cost  you  in  dollars  and  cents, 
$17,500? 

ifr.  BoLLiNfi.  Yes,  sir;  that  is  the  one  I  made  a  million  on. 

The  Chairman.  While  you  were  in  the  bank  examiner's  oflSce 
were  you  paying  on  account  of  this  note? 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  Do  you  think  Mr.  Sands  made  you  that  loan 
personally  or  through  the  bank  ? 

Mr.  BoLLiNG.  I  imagine  that  Mr.  Sands  made  me  that  through 
the  bank ;  I  have  no  way  of  telling  that ;  I  have  not  the  notes  now. 

The  Chairman.  Have  you  not  the  canceled  checks  ? 

Mr.  BoLLiNG.  T  have  my  canceled  checks  repaying  it,  but  I  did  not 
bring  those  checks  with  me.  [After  a  pause.]  Wait  a  minute;  I  be- 
lieve I  can.  [Producing  book  before  the  committee.]  This  estab- 
lishes that  date,  about.  I  find  that  Mr.  Sands  loaned  me  $1,000 
January  6,  1917;  $2,000  January  11,  1917;  "Loan,  Sands,  $4,500, 
January  17,  1917.''  Now,  sir,  I  will  show  you  when  I  paid  those 
things. 

The  Chairman.  You  mean  these  were  loans  from  Mr.  Sands? 

Mr.  BoLiJNG.  This  is  the  only  thing  I  have  to  go  by,  sir,  is  what 
is  in  this  book;  and  I  am  going  to  find  how  I  made  the  repayment 
checks,  whether  I  made  them  to  him  personally.  I  remember  telling 
him  at  the  time  that  if  he  could  let  me  have  that  money  I  showed 
him  the  way  I  could  give  it  back  to  him  beyond  a  doubt  within  a 
certain  period  of  time. 

I  made  a  loan  on  a  house  that  was  in  my  wife's  name,  but  I  put 
a  mortgage  on  it,  No.  1801  California  Street,  April  17,  1917,  and 
paid  Sands  out  of  that  loan,  $8,500.    I  have  got  that  marked  "  Sands." 

The  Chair^ian.  Out  of  the  $6,500  that  you  borrowed? 

Mr.  Bousing.  $7,500, 1  think,  sir,  it  would  make. 

The  Chairman.  $7,500  is  right.  Now,  Mr.  Boiling,  was  that  pay- 
ment made  direct  to  Mr.  Sands? 
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-  Mr.  BoLLiNG.  I  think  so,  sir.  I  have  the^original  checks  on  that; 
I  can  establish  that.  I  find  here  that  I  got  a  discoun^in  the  bank 
of  $3,500,  May  11,  and  that  I  paid  Mr.  Sands  $3,66(^on  May  11, 
1917.  Jfow,  I  find  that  I  paid  another  amount  of  $250.84.  Of  course^ 
I  imagine,  the  interest  was  in  there,  and  that  was  on  the  same  date; 
and  another  one  of  $104.15. 

The  Chairman.  What  dates  were  these  ? 

Mr.  BoLLiNG.  All  of  these  appear  under  date  of  Maj^  11.  I  paid 
them  on  the  same  date.    That  would  make  a  total  of  $7,514.99. 

The  Chairman.  All  these  payments  were  made  to  Mr.  Sands  per- 
sonally ? 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  According  to  the  stubs  of  the  book? 

Mr.  BoLLiNG.  According  to  the  stubs  of  the  book,  and  I  have  the 
checks  at  home.  I  did  not  bring  that,  sir,  because  this  was  way  back 
in  1917. 

The  Chairman.  Were  those  checks  sent  to  Mr.  Sands  by  letter? 

Mr.  BoLUNG.  I  imagine  not.  Let  me  see — let  me  see  that  date; 
when  was  that  ? 

The  Chairman.  May  11. 

Mr.  BoLLiNG.  I  imagine  not,  sir;  I  imagine  that  I  gave  those  to 
Mr.  Sands  personally.    I  could  not  state  that,  sir. 

The  Chairman.  You  were  here  in  New  York  then? 

Mr.  BoLLiNG.  I  was  here  at  that  period,  but  I  made  several  trips 
back  to  Washington. 

The  Chairman.  Did  you  move  up  here  to  live  ? 

Mr.  BoLLiNG.  Oh,  no ;  I  came  up  here  in  November,  and  I  used  io 
go  back  almost  everv  week. 

The  Chairman.  During  that  period,  when  you  had  borrowed  this 
money  apparently  from  Mr.  Sands  and  repaid  it,  and  made  a  mort- 
gage on  the  house  to  raise  $3,600,  was  anything  said  between  you 
with  reference  to  this  balance  due  on  account  of  extras? 

Mr.  BoLLiNG.  Well,  sir,  this  was  all  in  regard  to  the  Connolly  Co. 
I  could  not  sav  whether  it  was  said  at  that  time,  but  it  was  men- 
tioned  several  times  between 

The  Chairman  (interposing).  No;  you  did  not  get  my  question. 

Mr.  BoLLiNG.  I  beg  pardon. 

The  Chairman,  lou  borrowed  this  money  from  Mr.  Sands,  ap- 
parently, as  you  say  you  did  from  the  stubs  in  your  check  book,  m 
various  amounts,  totaling  some  $7,500 ;  and  when  you  came  to  repay 
the  amount  was  anything  said  at  any  time  about  repayment  concern- 
ing this  balance  due  of  $600  on  account  of  extras  on  the  house,  which 
you  say  he  previously  had  told  you  that  he  would  pay  ? 

Mr.  BoLLiNo.  I  could  not  remember,  sir.  I  think  not,  because  it 
evidently  would  have  been  deducted. 

The  Chairman.  And  you  think  there  was  nothing  said  about  it? 

Afr.  BoLLiNo.  As  my  memory  serves  me,  nothing  \yould  be  said 
about  it :  nothing  was  said. 

The  Chairman.  In  any  event,  the  amount  due,  or  which  you  say 
he  acknowledged  to  be  due,  of  $600,  was  not  deducted  from  this 
transaction  ? 

Mr.  BoLLiNG.  No,  sir. 

The  Chairman.  At  that  time  did  Mr.  Sands  owe  you  something  on 
account  of  the  house? 
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Mr.  Rolling.  Of  the  note  there — of  course,  the  note  was  really  pay- 
ment, so  far  as  I  was  concerned.     Did  you  mean  the  note? 

The  Chairman.  Yes,  sir ;  on  the  note. 

Mr.  BoLLiNG.  May  14,  1917,  he  owed  $5,000  apparently— $5,076 
here,  but  I  think  that  is  interest — $5,1)00  even. 

The  Chairman.  Was  there  any  other  transaction  between  you  and 
Mr.  Sands  while  vou  were  here  in  New  York? 

Mr.  BoLLiNG.  i^o,  sir ;  I  am  sure  there  were  none  others. 

The  Chairman.  Did  Mr.  Sands  have  an  account  with  your  broker- 
agre  firm  ? 

Mr.  BoLLiNG.  I  think  he  did,  sir. 

The  Chairman.  Do  you  know  how  large  an  account  that  was? 

Mr.  BoLLiNG.  No,  sir;  I  could  not  say.  I  know  he  had  one,  and 
I  think  his  wife  had  one ;  probably  his  daughter  had  one — his  step- 
daughter. 

The  Chairman.  Do  you  know  whether  any  other  members  of  his 
family  had  an  account  there? 

Mr.  BoLLiNG.  Xo,  sir;  I  think  not,  and  those  may  not  have  been 
in  their  names,  don't  you  know. 

The  Chairman.  You  left  the  bank  examiner's  office  here  in  August, 
1917. 

Mr.  BoLLiNG.  That  is  right,  sir. 

The  Chairman.  And  returned  to  Washington  ? 

Mr.  BoLLiNO.  Yes,  sir. 

The  Chairman.  And  did  you  engage  in  any  business  then? 

Mr.  BoLLiNG.  I  went  straight  from  here  to  the  Emergency  Fleet 
Corporation. 

The  Chairman.  Who  gave  you  vour  appointment? 

Mr.  BoLLiNo.  Well,  Mr.  R.  B.  Stevens,  who  was  then  a  commis- 
sioner, was  the  gentleman  who  was  most  active  in — I  had  written  him 
several  letters  and  applied  for  the  position ;  I  had  been  trying  to  get 
the  position  for  two  or  three  months  before  I  got  it.  But  they  were 
in  a  period  of  formulation,  and  apparently  they  were  not  ready  to 
einploy  people.    I  think  I  have  some  letters  from  Mr.  Stevens. 

The' Chairman.  This  was  in  August,  1917? 

Mr.  BoLiJNG.  That  is  right,  sir. 

The  Chairman.  And  you  had  applied  to  Mr.  Stevens  several  times 
for  the  position  in  the  Shipping  Board  I 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  Two  or  three  months  previously? 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  But  you  were  unable  to  secure  a  position  until 
August? 

Air.  BoLLiNG.  Yes,  sir;  that  is  right. 

The  Chairman.  What  was  your  appointment  when  you  finally 
secured  this  position? 

MV.  BoLLiNG.  Assistant  treasurer,  division  of  operations.  United 
States  Shipping  Boaril. 

The  Chairman.  United  States  Shipping?  Board? 

Mr.  BoLLiNG.  Yes,  sir ;  that  is  right.  United  States  Shipping  Board 
Emergency  Fleet  Corporation — I  am  really  an  employee  of  the  Emer- 
gency Fleet ;  I  should  not  say  Shipping  Board. 

The  Chairman.  What  was  your  salary? 
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Mr.  BoLLiNG.  $4,000. 
.    The  Chairman.  Were  you  bonded  ? 

Mr.  Rolling.  Yes,  sir. 

The  C^HAiRMAN.  How  large  a  bond  did  you  give? 
.    Mr.  BoLLiNG.  I  think  at  that  time  $25,000. 

The  Chairman.  Did  you  take  an  oath  of  office? 
.  Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  And  who  was  the  treasurer  at  that  time  ? 

Mr.  BoiJiiNG.  Keally  had  not  appointed  a  regular  treasurer.  Mr. 
Stevens  himself  was  acting  treasurer;  he  was  also  a  commissioner. 

The  Chair^ian.  One  of  the  members  of  the  Shipping  Board  was 
acting  as  treasurer  for  the  Emergency  Fleet  Corporation? 

Mr.  BoLLiNG.  Yes,  sir. ;  but  he  was  not  active  in  it  at  all. 

The  Chairman.  Why  did  you  not  try  to  be  appointed  treasurer 
at  that  time? 

Mr.  BoLLTNG.  Well,  I  would  have  liked  to  be. 

The  Chairman.  Did  you  not  know  there  was  no  treasurer  ? 

Mr.  BoLLTNG.  No;  I  did  not  know  there  was  no  treasurer  until  I 
got  there,  sir. 

The  Chairman.  What  did  your  duties  consist  of? 

Mr.  BoLLiNG.  Well,  sir,  for  two  or  three  months  T  worked  with 
Mr. — the  day  I  came  in,  I  will  explain:  Mr.  Stevens  had  me  come 
up  and  had  me  introduced  to  Mr.  W.  L.  Soleaii,  who  was  the  dis- 
bursing offl(*cr  for  the  United  States  Shipping  Board,  and  turned  me 
over  to  Soleau,  told  me  to  go  in  and  get  Soleau ;  and  from  that  day 
on  Mr.  Soleau  was  working  on  an  accounting  system  for  the  Emer- 
gency Fleet  Corporation,  and  T  really  hnd  )U)thing  to  do  with  moneys 
until  around  November,  1917. 

Mr.  Soleau  had  put  the  Emergency  Fleet  Corporation  money  de- 
rived from  operation  of  vessels  in  a  separate  account  to  his  credit; 
had  just  held  them  there,  because  there  were  no  disbui^sements  being 
made  at  the  time  except  on  accoimt  of  the  Shipping  Board.  And  in 
November,  1917,  Mr.  Soleau  and  several  men  came  over  to  New  York 
to  formulate  the  accounting  system  for  the  division  of  operations. 
At  that  time  about  $4,000,000,  as  I  remember  it,  was  turned  over  to 
me  as  the  assistant  treasurer,  division  of  operations,  and  we  began 
making  disbursements,  set  up  books,  and  started. 

The  Chairman.  So  you  and  Mr.  Soleau  set  up  the  original  ac- 
counting system  for  the  division  of  operations. 

Mr.  BoLLiNG.  Well,  no;  I  would  not  say  that  I  did.  But  Mr, 
Soleau  and  some  accountants  that  he  had  with  him  did.  I  came  over 
several  times  with  them  and  helped  him  in  any  way  I  could, 'l)nt  I 
had  nothing  to  do  with  setting  them  up,  sir. 

The  Chairman.  Did  you  have  anything  to  do  during  this  period 
with  awarding  or  negotiating  contracts? 

Mr.  B0L1.TNG.  No,  sir. 

The  Chairman.  With  builders  or  repair  men  or  operators? 

Mr.  BoLLiNG.  Absolutely  nothing,  sir. 

The  Chairman.  While  you  were  there  in  this  capacity  were  you 
consulted  by  people  with  reference  to  construction  contracts— ^the 
furnishing  of  materials? 

Mr.  BoLLiNG.  No,  sir ;  never. 

The  Chairman.  And  securing  of  contracts? 
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Mr.  BoLLiNG.  No,  sir;  I  had  nothing  to  do  with  the  payments, 
and  I  do  not  think  I  knew  two  men  in  the  construction  division  at 
that  time. 

The  Chairman.  So  nobody  in  the  Fleet  Corporation  talked  to  you 
about  contracts,  repairs,  purchase  of  materials,  furnishing  of  mate- 
rial, awarding  of  contracts,  financing  of  contracts,  or  anything  else  ? 

Mr.  BoLLiNG.  Absolutely  not,  sir. 

The  Chairman.  Did  anybody  outside  confer  with  you? 

Mr.  BoLLiNG.  Xo,  sir. 

The  Chairman.  Nobody  sought  to  secure  your  influence  in  any 
way  with  reference  to  the  awarding  or  negotiating  of  contracts  or 
the  furnishing  of  material,  or  the  financing  of  shipbuilding  con- 
cerns? 

Mr.  BoLLiNG.  Not  at  all,  sir ;  none  at  all. 

The  Chairman.  Were  you  sought  by  outsiders,  so  to  speak — that 
is,  I  mean  people  who  were  not  included  within  the  organization  of 
the  Shipping  Board  or  the  Fleet  Corporation — were  you  besought 
by  them  to  assist  in  securing  appointments? 

Mr.  BoLiJNG.  Yes,  sir;  I  was  from  time  to  time. 

The  Chairman.  Did  Mr.  Tucker  K.  Sands  ever  ask  you  to  secure 
any  appointment  for  anybody,  or  to  indorse  anybody  for  appoint- 
ment? 

Mr.  BoLLiNG.  No,  sir ;  none  that  I  can  think  of,  sir — never. 

The  Chairman.  Now,  then,  up  to  this  point  was  Mr.  Sands  living 
next  door  to  you — up  to  November,  1917  ? 

Mr.  B0LI.1NG.  In  August — August  1,  I  think,  sir — I  rented  my 
house  for  a  period  of  one  year — well,  anyhow,  until  October  1, 1918 — 
to  some  people  in  Washington. 

The  Chairman.  Where  did  you  go  to  live? 

Mr.  BoLLiNo.  I  then  went  to  the  Westmoreland  Apartment. 

The  Chairman.  Did  you  see  Mr.  Sands  frequently  during  this 
period^ 

Mr.  BoixiNG.  Well,  whenever  I  would  go  into  the  bank  I  would 
see  him;  yes,  sir. 

The  Chairman.  Did  ^ou  call  at  his  house  up  to  November — be- 
tween— well,  from  that  time  f()rward. 

Mr.  BoLLiNG.  I  may  have,  sir;  I  do  not  remember  whether  I  did 
or  not. 

The  Chairman.  If  you  did,  were  they  social  calls,  or  were  they  in 
connection  with  this? 

Mr.  BoLLiNG.  Absolutelv  social— not  in  connection  with  business. 
T  had  no  business  dealings  with  Mr.  Sands  that  I  can  remember  be- 
tween— well,  from  that  time  forward. 

The  Chairman.  Up  to  November,  1917,  you  sav  you  were  not 
asked  with  reference  to  any  contract  between  the  Shipping  15oar<l 
or  the  Fleet  Corporation  or  anybody  else  ? 

Mr.  BoLLiNG.  No,  sir.  .  .     .1  _ 

The  Chairman.  You  were  not  consulted   with  reference  to  tne 

financing  of  any  shipbuilding  concern  ? 
Mr.  BILLING.'  No,  sir.  ^  q 

The  Chairman.  But  vou  were  at  this  time  treasurer,  were  Y^^  V^V 
Mr.  BoLLiNG.  Of  the  Division  of  Operations,  which  had  nottiing  in 

the  world  to  do  with  construction,  being  entirely  separate. 
The  Chairman.  Had  nothing  to  do  with  construction  ot  snips 
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Mr.  BoLLiNG.  Had  nothing  to  do  with  the  construction  of  ships; 
had  nothing  to  do  with  the  letting  of  contracts.  Thej  were  entirely 
engaged  in  the  operations  of  vessels,  and  they  had  their  hands  full. 

The  CHAiRMANf  Were  you  consulted  by  people  inside  of  the  Ship- 
ping Board — within  the  organization  of  the  Shipping  Board  or  the 
Fleet  Corporation — with  reference  to  the  operation  of  ships —  the 
financing  of  operations  ? 

Mr.  BoLLiNG.  Operations — in  just  what  respect,  sir?  The  people 
inside  ?    Of  course,  we  talked  over  things ;  yes ;  many  times,  sir. 

The  Chairman.  Were  vou  consulted  with  reference  to  the  accounts 
of  operators  or  the  amounts  due  or  chief  terms  of  the  agreement? 

Mr.  BoLLiNG.  No,  sir;  those  things  did  not  come  up  at  that  time. 
The  chief  thing  that  we  were  all  working  for  at  the  time  was  to  set 
up  some  records,  because  the  Shipping  Board  had  been  going  on  then 
for,  I  think,  almost  six  montlis;  vessels  were  being  operated  and 
voyage  accounts  were  not  coming  in,  and  it  looked  like  then  it  was 
a  gigantic  task  to  go  back  and  set  up  all  these  records  and  find  out 
where  this  money  that  they  had  really  came  from — the  $4,000,000 
that  was  turned  over  to  me — and  that  was  the  principal  thing  I  was 
working  on. 

The  Chairman.  Were  you  besought  by  people  outside  of  the  or- 
ganization of  the  Shipping  Board  and  the  Emergency  Fleet  Corpora- 
tion with  reference  to  securing  ships  for  operation  ? 

Mr.  BoLLiNG.  During  that  period  J  doubt  if  I  was;  I  have  been, 
often. 

The  Chairman.  You  stated  you  were  anxious  to  secure  a  position 
with  the  Fleet  Corporation  ? 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  Why  were  you  anxious? 

Mr.  BoLLiNG.  Because  I  wanted  a  job,  sir;  I  needed  the  money. 

The  Chairman.  What  was  the  reason  you  picked  out  the  Fleet 
Corporation  ? 

Mr.  BoLLiNG.  None  whatever,  sir.  I  would  have  just  as  soon  been 
in  the  War  Department  or  any  of  them ;  it  was  just  simply  a  ques- 
tion of  making  a  livelihood. 

The  Chairman.  But  had  you  applied  to  any  other  branch  of  the 
Government  for  a  position? 

Mr.  BoLLiNG.  No,  sir;  I  had  not.  I  was  already  in  the  Govern- 
ment, in  the  oflice  of  the  bank  examiner. 

The  Chairman.  What  was  your  salary  there? 

Mr.  BoLLTNG.  About — T  think  when  I  left  there  about  $2,600,  sir. 

The  Chairman.  I  think  vou  have  stated  you  are  married. 

Mr.  BoLLiNG.  Yes,  sir. 

Tlie  Chairman.  Ilave  you  any  children? 

Mr.  BoLLiNG.  Four. 

The  Chairman.  How  old  are  you,  Mr.  Boiling? 

Mr.  BoLLiNG.  Forty-one. 

The  Chairman.  After  November  7,  1917,  you  continued  as  assist- 
ant treasurer  of  the  division  of  operations  ? 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  Did  you  have  any  financial  transactions  with  Mr. 
Tucker  K.  Sands  after  that  up  to  February  1, 1918  ? 

Mr.  BoLLiNG.  February  1,  1918 — on  February  1,  1918,  was  when 
this  question  of  the  bending  rolls  came  up,  sir. 
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The  Chairman.  Was  that  a  financial  transaction? 
Mr.  BoLLiN(3.  Shall  I  go  ahead  with  that  now,  sir? 
The  Chairman^  Yes;  if  that  is  a  financial  transaction. 
Mr.  BoLLixG.  Yes.     I  will  just  read  the  report  on  that,  sir. 
The  Chairman.  What  report  are  you  reading  from  ? 
Mr.  BoLLiN(}.  That  is  just  a  statement  of  that  transaction. 
The  Chairman.  Your  statement? 
Mr.  BoLLixG.  Yes,  sir;  my  statement  [reading] : 

Early  in  1918,  about  January,  Mr.  Sands  sent  a  Mr.  Cranor  to  see  nie  In 
repird  to  some  machinery  wliich  was  to  be  used  in  connection  with  constinic- 
tion  of  vessels.  Air.  Cranor  told  me  that  the  nmchinery  in  (luestion  was 
•*  bending  rolls."  and  was  to  have  been  shipped  to  his  company  from  the  fac- 
tory, but  at  the  last  nunute  some  other  company  succeeded  in  having  the  order 
chan;ied,  and  that  tills  machinery  W(mld  be  diverted  to  them;  that  a  great 
injustice  was  being  done  to  his — Mr.  Cranor's — company,  and  it  would  niean 
great  delay,  as  they  were  ready  to  put  piates  on  several  hulls,  l)ut  could  not 
do  so  without  the  l)ending  rolls.  I  knew  nothing  about  the  constructicm  divi- 
sion, as  1  was  in  the  division  of  operations,  so,  in  the  presence  of  Mr.  Crauor, 
I  called  up  Mr.  Lester  Sisler,  who  was  then  secretary  of  the  Shipping  Board, 
and  explain(Hl  the  matter  to  him.  He  said  lie  would  look  Into  it,  and  subse- 
quently told  me  that  he  found  ujxm  inquiry  that  the  rolls  had  been  promised 
to  Mr.  CYanor*s  company,  and  would  be  shipjied  to  his  company. 

The  Chairman.  Where  did  you  meet  Mr.  Cranor? 

Mr.  BoLLiNG.  In  my  office. 

The  (^HAiRMAN.  In  the  Shipping  Board? 

Mr.  BoLUNG.  Yes,  sir. 

The  Chairman.  Was  that  the  first  time  you  ever  met  him? 

Mr.  BoLLiNG.  That  was  the  first  time  I  ever  saw  him,  sir. 

The  Chairman.  The  first  time  you  had  ever  heard  of  him  2 

Mr.  Bolling.  Yes,  sir. 

The  Chairman.  Did  Mr.  Sands  accompany  him? 

Mr.  Bolling.  No,  sir;  as  I  remember  it,  he  sent  his  card,  intro- 
ducing Mr.  Cranor — that  is  about  all — or  he  may  have  even  told  me 
that  he  came  from  Sands;  I  do  not  remember  that. 

The  Chairman.  Did  Mr.  Sands  tell  you  what  Mr.  Cranor  wanted? 

Mr.  Bolling.  No,  sir. 

The  (^HAiRMAN.  Did  he  call  you  up  over  the  telephone? 

Mr.  Bolling.  No,  sir. 

The  Chairman.  Had  he  seen  you  previously  and  told  you  he  was 
coming  i 

Mr.  Bolling.  No,  sir. 

The  Chairman.  So  the  first  vou  knew  about  this  Cranor  matter 
was  when  he  arrived  in  your  office?  ' 

Mr.  Bolling.  Yes,  sir.  He  is  the  man  who  explained  it  to  me; 
nobody  else. 

The  Chairman.  What  company  did  he  say  he  was  representing? 

Mr.  Bolling.  I  think  that  he  said  Downey;  I  am  not  sure  of  that. 

The  Chairman.  You  are  not  sure  of  that? 

Mr.  Bolling.  No,  sir. 

The  Chairman.  Do  you  recall  making  a  statement  in  the  presence 
of  the  newspaper  men*  in  Washington  when  Admiral  Benson  gave 
out  a  statement  with  reference  to  Mr.  Sands's  testimony  ? 

Mr.  Bolling.  Yes,  sir. 

The  Chairman.  Did  you  make  this  statement  [reading:] 

In  the  spring  of  1918  he  still  owtnl  a  little  over  $3,000  on  that  note. 
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Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  Now,  the  1st  of  February,  1918,  how  much? 

Mr.  BoLLiNG.  According  to  the  bank's  affidavit,  $4,000,  on  Feb- 
ruary 11;  May  4,  $8,500;  August  12,  $^^,200. 

The  Chairman.  No;  February,  now,  when  you  «ay  Cranor  came 
to  see  you. 

Mr.  BoLLiNO.  February  11,  $4,000,  is  the  nearest  date  to  that. 

The  Chairman  (reading)  : 

At  that  time  Mr.  Snnds  iiitrodiic-ed  Mr.  (^ranor  to  nie,  nsklnj;  that  he  get 
certain  pieces  of  machinery,  bending  rolls  they  were,  which  the  Fleet  Cor- 
poration were  to  furnish  to  the  Downey  Shipbuilding  Co.  in  connection  with 
the  construction  of  vessels,  and  which,  while  promised  to  them,  were  going  to 
be  shipped  to  some  other  shipbuilding  concern.  He  nske<l  me  to  see  if  I  could 
help  him  have  these  bending  rolls  shippel  to  Downey. 

Did  Mr.  Sands  ask  you  that? 

Mr.  BoLLiNG.  No,  sir ;  Mr.  Cranor  asked  me  that. 

The  Chairman.  Mr.  Cranor? 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  Did  Mr.  Sands  introduce  Mr.  Cranor  to  you? 

Mr.  BoLLiNG.  Well,  he  may  have  by  card ;  I  do  not  remember,  sir. 
He  may  have  sent  his  card  introducing  Mr.  Cranor  or  Mr.  Cranor 
might  have  told  me  he  came  from  Sands.  I  think  it  likely  he  brought 
Mr.  Sands's  card. 

The  Chairman.  What  do  yoiimean  by  this  statement:  "At  that 
time  Mr.  Sands  introduced  Mr.  Cranor  to  me,  asking  that  he  get 
certain  pieces  of  machinery."  Was  that  Mr.  Sands  asking  that  Mr. 
Cranor  get  certain  pieces  of  machinery  ? 

Mr.  BoLLiNG.  Mr.  Chairman,  when  I  made  that  statement  I  was 
very  much  upset,  and  I  told — it  is  practically  the  same  as  this  one, 
but  this  is  the  correct  statement  [referring  to  paper] .  The  newspaper 
men  were  all  there,  and  I  had  no  records  of  anything  to  check  up  on. 
Mr.  Sands  did  not  come  with  Mr.  Cranor  nor  did  he  call  with  Cranor. 

The  Chairman.  This  statement  which  you  gave  to  the  representa- 
tives of  the  press  was  a  statement  made  without  an  opportunity  to 
refresh  your  recollection  by  referring  to  records  or  documents  or 
even  after  reflection? 

Mr.  BoLLiNG.  Absolutely,  sir.  I  heard  of  this  affair  coming  out  in 
the  papers  at  2  o'clock,  and  I  was  at  the  office ;  I  did  not  go  home, 
and  1  made  that  statement  up  there  without  refreshing  my  memory 
or  anything  else. 

The  Chairman.  Is  that  the  first  instance  of  anybody  coming  to 
see  vou  with  reference  to  construction  matters? 

Mr.  BoixiNG.  The  fii'st  that  I  remember^  sir. 

The  Chairman.  Did  Mr.  Cra^o^  explain  why  he  picked  you  out 
in  this  particular  matter? 

Mr.  BoLLiNG.  No,  sir;  he  did  not. 

The  Chairman.  Did  you  telephone  to  Mr.  Sisler? 

Mr.  BoLLixG.  I  did,  sir. 

The  Chairman.  What  did  Mr.  Sisler  have  to  do  with  construction 
matters  ? 

Mr.  BoLLiNo.  Mr.  Sisler  I  knew.  I  knew  nobody  in  the  construc- 
tion department,  and  Mr.  Sisler  did  know  them. 

The  Chairman.  But  you  knew  the  commissioners,  did  you  not? 

Mr.  BoLLiNG.  Yes,  sir. 
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The  Chairman.  Did  you  take  it  up  with  any  of  them  ? 

Mr.  Rolling.  No,  sir ;  I  did  not. 

The  Chairman.  Mr.  Sisler  was  secretary,  was  he? 

Mr.  BoLLiNO.  Yes,  sir. 

The  Chairman.  He  did  not  have  anything  more  to  do  with  the 
construction  matter  than  you  did,  did  he? 

Mr.  Bulling.  Well,  I  suppose  not,  sir. 

The  Chairman.  What  did  you  ask  Mr.  Sisler  to  do? 

Mr.  BoLLiNG.  Well,  I  asked  him  what  to  do.  He  said  he  would 
look  into  this  and  let  me  know,  or  he  would  have  it  looked  into. 

The  Chairman.  Did  he? 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  What  did  he  tell  vou  later? 

Mr.  BoLLiNG.  He  told  me  later  ttiat  he  had  looked  into  it;  that 
he  found  that  Cranor  was  right;  that  these  bending  rolls  had  been 
promised  to  them,  and  that  they  would  be  shipped  to  them. 

The  Chairman.  Did  Mr.  Sisler  tell  you  where  he  got  that  in- 
formation ? 

Mr.  BoLLiNG.  Xo,  sir ;  he  did  not. 

The  Chairman.  Do  you  know  whether  or  not  the  bending  rolls 
after  were  shipped  to  Downey? 

Mr.  BoLLiNG.  No,  sir ;  I  do  not  know.  I  have  been  trying  to  find 
in  the  files  of  the  company — first,  this  was  not  Eiilergency  Fleet 
but  probably  some  factory,  and  I  have  not  been  able  to  nnd  the 
record  of  those  bending  rolls — who  they  went  to  or  where.  I  hope 
to  do  it  though,  sir. 

The  Chairman.  Did  you  tell  Cranor  that  you  had  nothing  to  do 
with  construction  matters? 

Mr.  BoLLiNG.  I  did,  sir. 

The  Chairman.  What  did  he  say? 

Mr.  BoLLiNG.  I  could  not  remember,  sir. 

The  Chairman.  How  was  it  that  you  undertook  to  assist  Mr. 
Cranor  in  this  particular  matter? 

Mr.  BoLiJNO.  Well,  I  simply  did  it  as  a  friend — to  accommodate 
a  friend  that  had  sent  a  man  to  me. 

The  Chairman.  To  accommodate  Mr.  Sands? 

Mr.  BoLLiNG.  Yes,  sir ;  that  was  all. 

The  Chairman.  Is  that  the  onlv  instance,  while  you  were  assist- 
ant treasurer,  of  you  being  asked  by  friends  to  intercede  or  help 
out? 

Mr.  BoLLiNG.  No,  sir ;  I  would  not  say  so. 

The  Chairman.  But  the  only  instance  up  to  that  time? 

Mr.  BoLiJNG.  Well,  I  should  say  it  was  one  of  a  very  few  up  to 
that  time.  But  I  have  been  askecl  to  do  everything  on  earth  since 
I  have  been  there,  sir. 

The  Chairman.  Have  you  attempted 

Mr.  BoLLiNG  (interposing).  No,  sir. 

The  Chairman.  What  is  your  practice,  usually  to  help  your 
friends,  if  you  can? 

Mr.  BoLLiNG.  If  I  can;  yes,  sir.  I  have  found  from  four  or  five 
years'  exf)erience  that  the  easiest  way  when  a  man  comes  and  asks 
a  favor  of  you  is  to  tell  him  that  you  will  do  what  you  can.  Very 
often  I  forget  it  as  soon  as  he  is  out.  But  that  ffets  away  from  an 
argument,  and  it  leaves  a  good  taste  in  the  man  s  mouth,  and  it  is 
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about  the  easiest  way  to  wind. these  affairs  up.  I  have  been  asked  to 
do  a  great  many  things  since  I  have  been  there,  sir. 

The  Chairman.  But,  as  I  understood  you,  up  to  this  time  3'ou  had 
not  been  asked  ? 

Mr.  Rolling.  Xo,  sir;  I  think  up  to  that  time  there  had  been  very 
few  requests,  partly  because  people  did  not  yet  know  I  was  there, 
a  great  many  of  them,  and  I  had  moved  around  a  good  deal.  I 
started  in  13i9  F  Street,  and  I  moved,  I  think,  to  two  different  floors 
there;  and  from  there  we  moved  to  the  Munsey  Building,  and  I 
moved  about  five  or  six  times  in  the  Munsey  Building  in  a  period 
of  four  or  five  months. 

The  Chairman.  You  mean  your  office  of  assistant  treasurer? 

Mr.  BoLLiNG.  My  office;  yes,  sir. 

The  Chairman.  Did  you  know  Mr.  Charles  Piez? 

Mr.  BoLLiNG.  I  do  not  think  that  I  ever  met  Mr.  Piez  in  my  life, 
sir. 

The  Chairman.  Did  you  know  Mr.  Edward  X.  Hurley? 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  How  long  have  you  known  him? 

Mr.  BoLLiNG.  Just  since  I  have  been  with  the  board,  sir. 

The  Chairman.  You  never  met  him  before? 

Mr.  BoLLiNG.  Xo,  sir ;  never  met  him  prior  to  my  going  with  the 
board. 

The  ChairiJan.  Did  you  know  a  Mr.  Ackerson? 

Mr.  BoLLiNG.  I  have  since  met  Mr.  Ackerson,  but  I  did  not  know 
him  at  that  time,  sir. 

The  Chairman.  How  did  you  learn,  later,  that  the  bending  rolls 
had  been  sent  ? 

Mr.  BoLLiNo.  Mr.  Sisler  told  me,  sir. 

The  Chairman.  Mr.  Sisler  looked  the  matter  up  and  later  told 
you  ? 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  How  long  afterwards? 

Mr.  BoLLiNG.  I  should  say  a  matter  of  two  or  three  days,  as  I 
remember,  sir. 

The  Chairman.  Did  you  communicate  that  fact  to  Mr.  Cranor? 

Mr.  BoLLiNG.  Yes,  sir;  I  did.  He  was  in  my  office  several  times  to 
find  out  about  it. 

The  Chairman.  Oh,  you  had  more  than  one  interview  with  him 

about  it? 

Mr.  BoLLiNG.  Oh,  ves;  two  or  three  times  he  came-in. 

The  Chairman.  He  came  in  and  asked  you  to  help  him  and  you 
said  you  would? 

Mr.  BoLLiNG.  Yes,  sir;  I  told  him  I  was  having  it  looked  up  and 

would  let  him  know. 

The  Chairman.  Did  you  call  up  Mr.  Sisler  about  it  again? 

Mr.  BoLLiNG.  That  I  do  not  remember;  I  may  have  called  him  and 
asked  him  what  he  found  out. 

The  Chairman.  Did  you  call  up  anybody  else? 

Mr.  BoLLiNG.  Xo,  sir;  not  another  soul. 

The  Chairman.  Did  you  go  to  anybody  else's  office  with  reference 

to  this? 

Mr.  BoLLiNG.  Xo,  sir. 
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The  Chairman.  Did  you  have  any  talk  with  Mr.  Sands  about  this 
matter  personally  before  you  ascertained  that  the  bending  rolls  had 
actually  been  sent? 

Mr.  BoLLiNo.  No,  sir. 

The  Chairman.  Neither  over  the  telephone  or  in  your  office? 

Mr.  BoLLiNG.  No,  sir. 

The  Chairman.  Or  in  his  office  or  anywhere  else?" 

Mr.  BoixiNG.  No,  sir;  I  never  mentioned  bending  rolls  to  Mr. 
Sands  during  the  whole  transaction,  nor  do  I  remember  ever  seeing 
Mr.  Sands  or  hearing  from  him. 

The  Chairman,  lou  mean  prior  to  your  receiving  the  informa- 
tion? 

Mr.  BoLLiNG.  Yes,  sir;  and  having  told  Mr.  Cranor.  That  ended 
him,  as  far  as  I  thought,  for  the  time  being. 

The  Chairman.  After  you  secured  information  from  Mr.  Sisler 
that  the  rolls  had  been  sent,  you  told  Mr.  Cranor,  you  say,  in  your 
office  one  day  ? 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  Two  or  three  days  later,  possibly  ? 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  Did  you  ever  see  him  again  ? 

Mr.  BoLLiNG.  I  may  have,  sir — yes ;  I  am  quite  sure  that  I  did  see 
him  again. 

The  Chairman.  WTiere?  ^ 

Mr.  BoixiNG.  I  could  not  tell  you,  sir. 

The  Chairman.  About  whftt  ? 

Mr.  BoLLiNG.  About  nothing  in  particular;  I  never  saw  him  about 
anything  else ;  he  never  asked  me  to  do  aiwthing  else 

i'he  Chairman.  Do  you  know  where  Mr.  Sands  was  living  at  that 
time? 

Mr.  Bolling.  Mr.  Sands  was  living  at  that  time  in  the  Willard 
Hotel,  Washington. 

The  Chairman.  Did  you  ever  visit  him  there  ? 

Mr.  Bolling.  Yes,  sir. 

The  Chairman.  How  often? 

Mr.  Bolling.  Oh,  not  very  often,  sir. 

The  Chairman.  As  aften  as  two  or  three  times  a  week? 

Mr.  Bolling.  No,  sir;  nothing  like  it. 

The  Chairman.  What  time  of  the  day  was  it  when  you  visited 
him? 

Mr.  Bolling.  Usually,  I  should  say,  in  the  evening. 

The  Chairman.  In  the  evening? 

Mr.  Bolling.  Yes,  sir. 

The  Chairman.  What  was  the  purpose  of  your  visit? 

Mr.  Bolling.  Well,  I  remember  on  one  occasion  that  I  was  invited 
there — myself  and  wife — to  dinner;  we  went  there  to  dinner.  There 
were  a  great  many  other  people  there;  I  do  not  remember  just  who 
they  were.  And  then  I  called  again  after  that  and  I  may  have  been 
there  several  times. 

The  Chairman.  What  were  you  there  for  several  times? 

Mr.  Bolling.  Simply  socially. 

The  Chairman.  Alone? 

Mr.  Bolling.  I  say,  I  may  have  been ;  I  do  not  remember. 

The  Chairman.  "Alone"— you  mean  without  Mrs.  Bolling? 
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Mr.  BoLLiNG.  Oh,  yes;  that  is  possible.  I  do  not  think,  though, 
that  T  was ;  I  have  no  recollection  of  ever  being  there  alone  until  after 
Sands's  trouble.  Then  I  was  there  once,  which  I  will  tell  you  about 
later 

The  Chairman.  That  was  in  the  fall  of  1918? 

Mr.  BoLiJNG.  Yes,  sir. 

The  Chairman.  I  am  talking  about  before  that  time  now.  Do  you 
know  when  Mr.  Sands  went  to  live  at  the  Willard? 

Mr.  BoLLiNG.  No,  sir ;  I  have  not  established  that  date. 

The  Chairman.  Was  he  living  there  at  the  time  of  this  bending- 
roll  transaction? 

Mr.  BoLLiNo.  I  am  quite  sure  he  was. 

The  Chairman.  Did  you  talk  with  him  about  Mr.  Cranor  getting 
the  bending  rolls? 

Mr.  BoLLiNO.  Yes,  sir;  afterwards. 

The  Chairman.  How  long  afterwards? 

Mr.  BoixiNG.  Well,  a  very  short  time  afterwards,  sir,  I  should 
say,  sir.     I  do  not  remember  the  date. 

The  Chairman.  Whiere? 

Mr.  BoLLiNO.  In  the  Commercial  National  Bank  in  Washington. 

The  Chairman.  You  mean  a  short  time  after  Mr.  Sisler  told  you 
that  the  bending  rolls  had  been  sent? 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  And  yo\i  informed  Mr.  Cranor  that  they  had  been 
shipped  ? 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  What  was  the  conversation  there? 

Mr.  Bulling.  Mr.  Sands  voluntarily  told  nie  that  he  had  made^ 
would  make,  or  had  a  fee,  which  I  think  was  $1,000,  and  said,  "  I  am 
going  to  take  care  of  you."  I  told  him  that  I  would  accept  nothing 
and  could  accept  nothing  that  had  to  do  with  any  Government  con- 
tract. 

He  then  brought  up  this  old  question  of  the  $600  that  he  had 
owed  me;  said  he  had  not  forgotten  it,  and  that  some  day,  when  I 
wanted  it,  he  would  pay  it.    I  did  not  get  a  nickel  then. 

I  looked  upon  Mr.  Sands  as  a  man  who  was  the  vice  president  of 
a  large  bank,  and  who  was  justly  indebted  to  me.  I  therefore  told 
him  that  while  I  would  be  very  glad  for  him  to  pay  what  he  owed 
me,  that  under  no  conditions  could  it  be  in  anv  wav  connected  with 
any  fees,  commissions,  or  anilhing  to  do  with  (Jovernment  work. 
And  subsequently  he  paid  me  the  $G00  in  three  installments.  I  can 
give  you  the  dates  on  those,  sir. 

The  Chairman.  He  told  you  that  he  had  made  a  fee  on  this 
bending- roll  business? 

Mr.  Bollixg.  I  do  not  remember  whether  he  said  he  had  made  or 
would  make. 

The  Chairman.  But  it  was  on  the  bending-roU  transaction,  was  it? 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  Did  you  ask  him  how  he  had  made  anything  on 
that? 

Mr.  BoLLiNo.  Xo,  sir:  I  never  thought  anything  about  it;  I  do 
not  know  that  he  said  he  had  made;  he  may  have  said  he  hoped  to 
make  or  would  make.  I  do  not  know  that  he  ever  did  make,  as  a 
matter  of  fact. 
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The  Chairman.  Were  you  not  interested  when  he  vohmteered  that 
information  to  know  how  he  came  to  be  makino:  any  money  on  this 
bendin^-roU  transaction? 

Mr.  BoixiNG.  Well,  I  did  not  know  just  what  Mr.  Sands's  relation- 
ship with  the  principal  was.    I  do  not  know  that  I  gave  it  a  thought. 

The  Chairman.  Did  you  Jisk  him? 

Mr.  BoLLiNG.  He  might  have  been  the  Washington  representative 
or  something  else. 
.    The  Chairman.  Did  you  ask  him? 

Mr.  B0L1.1NG.  I  do  not  remember  asking  him ;  no,  sir. 

The  Chairman.  You  knew  that  the  man  that  came  to  see  you  about 
the  bending  rolls  was  introduced  to  you  by  Mr.  Sands? 

Mr.  Bousing.  That  was  true,  sir — yes,  sir;  or  sent  to  me  by  Mr. 
Sands. 

The  Chairman.  And  yet  when  Mr.  Sands  told  you  that  he  had 
made  *or  expected  to  make  a  fee  out  of  the  bending-roU  proposition, 
you  were  not  interested  further  to  know  his  connection  with  the 
transaction  ? 

Mr.  BoLLiNo.  I  do  not  remember  ever  asking  him ;  no,  sir ;  I  never 
asked  him  anything  about  it.  I  probably  ought  to  have,  done  so,  but 
I  did  not,  as  I  remember  it. 

The  Chairman.  What  was  the  occasion  of  your  being  in  the  Com- 
mercial National  Bank  at  the  time  of  this  conversation? 

Mr.  BoLLiNG.  I  carried  my  account  with  the  bank,  and  I  was  in 
there  very  frequently.    I  do  not  remember  just  the  occasion. 

The  Chairman.  It  did  not  have  anything  to  do  with  Shipping 
Board  business? 

Mr.  BoLLiNG.  Asolutely  none,  sir. 

The  Chairman.  Did  you  have  the  decision  as  to  what  banks  these 
operating  funds  of  the  Shipping  Board  should  be  deposited  in? 

Mr.  BoixiNG.  For  a  while — while  I  did  not  have  the  decision,  I 
think  that  I  could  by  suggestion  have  controlled  them ;  yes,  sir. 

The  Chairman.  Did  you  have  some  carried  in  that  bank — de- 
posited in  that  bank? 

Mr.  B01.LING.  When  I  took  the  office  as  assistant  treasurer,  there 
was  something  over  $4,000,000  in  that  bank,  and  one  of  the  first 
things  I  did  was  to  write  to  the  board  and  recommend  that  other 
l)ank  accounts — that  was  before  we  began  doing  business  with  the 
United  States  Treasury,  and  before  all  of  the  deposits  went  into 
the  Treasury — and  I  recommended  strongly  that  immediately  other 
accounts  be  opened,  because  I  did  not  think  that  that  much  money 
should  be  in  a  bank  of  that  size.  I  have  that  letter  in  the  records 
of  the  Emergency  Fleet  CT^rporation. 

The  Chairman.  How  much  was  there  in  there  at  the  time  ? 

Mr.  BoLLiNG.  Something  over  $4,000,000  in  there  at  the  time  sir. 

The  Chairman.  How  much  was  in  that  bank  at  the  time  you  had 
the  conversation  about  the  bending  rolls? 

Mr.  BouLiNo.  I  would  suspect  that  something  less  than  $4,000,000. 
I  can  establish  that,  sir ;  because  I  recommended  that  and  my  recom- 
mendation was  acted  on,  and  I  opened,  as  I  remember,  in  November 
or  December — ^I  will  not  be  sure  of  that  date — ^the  first  of  the  other 

accounts. 
The  Chairman.  November  or  Decanber,  1917  ? 


i 
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Mr.  BoLLiNG.  Yes,  sir;  with  the  Federal  National  Bank,  and  then 
later  with  the  District  National  Bank,  and  later  with  the  Metropolitan 
National  Bank,  and  all  disbursements  that  I  made  I  drew  from  the 
Commercial  account,  in  order  to  reduce  it  gradually,  and  I  put  all 
of  the  deposits  in  the  other  three  banks  and  let  them  grow.  So  you 
will  find  that  about  the  time  that  the  money  was  transferred  to  the 
Treasury,  I  think  it  was,  around  May,  1918. 

The  Chairman.  Were  you  asked  to  deposit  in  any  particular  banks 
by  any  of  the  officers  of  those  banks? 

Mr.  BoLLiNG.  Yes,  sir ;  I  think  I  was. 

The  Chairman.  Didn't  that  have  something  to  do  with  vour  deci- 
sion to  reduce  the  amount  in  the  Commercial  National  BanK? 

Mr.  BoLLiNG.  No,  sir;  nothing  whatever.  I  simply  thought  that 
that  was  too  much  money  to  be  in  that  bank  with  their  capital.  I 
think  their  capital  then  was  $500,000. 

(A  short  recess  was  here  taken.) 

The  Chairman.  The  committee  will  resume. 

Mr.  Boiling,  referring  now  to  the  conversation  in  the  Commercial 
National  Bank,  when  ]Vn\  Sands  told  you  that  he  had  made  or  would 
make  some  money  as  the  result  of  the  bending  roll  transaction,  and  at 
which  time  he  said  he  would  take  care  of  you,  did  he  say  anything  at 
that  time  to  indicate  what  Mr.  Cranor  had  told  him  about  the  matter? 

Mr.  BoLLiNG.  Nothing,  sir. 

The  Chairman.  And  what  he  had  done? 

Mr.  BoLLiNG.  Nothing,  sir.  I  don't  think  Mr.  Cranor's  name  was 
mentioned. 

The  Chairman.  \^Tiat  did  you  understand  he  was  going  to  take 
care  of  you  for? 

Mr.  BoLLiNo.  The  inference  would  be  that  he  would  give  me  a  part 
of  whatever  he  got. 

The  Chairman.  Why  ? 

Mr.  BoLLiNG.  I  didn't  see  what  other  inference  should  be  put 
upon  it. 

The  Chairman.  Why  was  he  going  to  give  you  part  of  what  he 

got? 

Mr.  BoLLiNG.  Because  he  had  sent  Cranor  to  me  and  I  had  helped 
him,  in  order  to  get  that,  I  suppose. 

The  Chairman.  Did  he  tell  you  he  knew  you  had  helped  him  ? 

Mr.  BoLi.iNG.  No,  sir. 

The  Chairman.  How  did  it  strike  you  when  he  said  that  he  was 
going  to  take  care  of  you  ? 

Mr.  BoLLiNo.  The  inference  in  my  minfl  was  that  he  was  going  to 
divide  and  give  me  part  of  what  he  got — he  didn't  mention  any 
amount. 

The  Chairman.  Didn't  mention  any  amount  ? 

Mr.  BoLLiNG.  No,  sir. 

The  Chairman.  What  was  there  about  it  that  you  drew  that  in- 
ference from  this  conversation  ? 

Mr.  BoLLiNG.  Well,  sir,  I  think  the  infei-ence  was  very  plain.  I 
don't  see  what  else  he  could  have  meant  by  "taking  care  otme"  and 
that  was  the  inference  I  drew. 

The  Chairman.  Did  he  sav  he  was  going  to  take  care  of  you  be- 
cause you  had  telephoned  to  Mr.  Sisler,  and  Mr.  Sisler  had  later  told 
you  that  the  bending  rolls  had  been  shijDped  to  the  Downey  concern  ? 
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Mr.  BoLLiNG.  Yes,  sir ;  he  had  been  or  would  be,  I  don't  remember 
which. 

The  Chairman.  Had  been  or  would  be  shipped  ? 

Mr.  BoLiJNG.  Yes,  sir. 

The  Chairman.  In  this  talk  at  the  Commercial  Natioaal  Bank, 
had  you  and  Mr.  Sands  had  any  conversation  with  reference  to  Mr. 
Cranor's  visit  to  vou  ? 

Mr.  Bolling.  N^one  whatever,  sir.  I  don't  think  I  had  seen  Mr. 
Sands  in  the  interim. 

The  Chairman.  How  long  was  it  between  the  time  Mr.  Cranor- 
came  into  your  office  at  the  instance  of  Mr.  Sands,  either  bearing  a 
letter  or  a  card,  and  the  talk  in  the  Commercial  National  Bank,  when 
Mr.  Sands  offered  to  take  care  of  you  ? 

Mr.  BoLLiNG.  A  \evy  short  time,  sir;  but  I  have  no  way  of  deter- 
mining that. 

The  Chairman.  Might  it  have  been  10  days? 

Mr.  BoLLiNG.  It  might  have  been  a  week  or  10  days;  yes,  sir. 

The  Chairman.  Might  it  have  been  about  the  1st  of  March? 

Mr.  BoLiJNG.  No,  sir;  not  that  late. 

The  Chairman.  It  was  not  as  late  as  that  ? 

Mr.  BoiJJNG.  No,  sir;  I  think  not. 

The  Chairman.  It  was  about  the  1st  of  February  that  Mr.  Cranor 
first  called  upon  you  ? 

Mr.  BoiJLiNG.  Yes,  sir. 

The  Chairman.  Had  you  ever  seen  Mr.  Cranor  before? 

Mr.  BoLLiNo.  No,  sir. 

The  Chairman.  Had  you  ever  talked  with  him  on  the  telephone 
before  ? 

Mr.  BoLLiNO.  No,  sir. 

The  Chairman.  Had  you  ever  received  a  letter  from  him  before? 

Mr.  BoLLiNo.  No,  sir ;  nor  had  I  ever  heard  of  him. 

The  Chairman.  Never  knew  there  was  such  a  man  in  existence  ? 

Mr.  BoLLiNo.  No,  sir. 

The  Chairman.  Before  he  came  into  your  office  ? 

Mr.  BoLLiNG.  No,  sir. 

The  Chairman.  When  Mr.  Sands  talked  to  you  in  the  Commercial 
National  Bank  was  Mr.  Cranor's  name  mentioned  ? 

Mr.  BoLLiNG.  No,  sir. 

The  Chairman.  Was  the  Downey  Shipbuilding  Corporation  men- 
tioned ? 

Mr.  BoLLiNG.  No,  sir. 

The  Chairman.  Were  bending  rolls  mentioned? 

Mr.  BoujNG.  Thev  probably  were;  yes,  sir. 

The  Chairman.  They  probably  were? 

Mr.  BoLLiNG.  I  can  not  repeat  the  conversation,  sir.  I  don't  re- 
member it.  But  it  was  about  the  benfling  rolls  and  the  company  to 
whom  they  were  to  be  shipped,  and  I  could  not  swear  to-day  what 
company  that  was,  though  I  think  it  was  Downey. 

The  Chairman.  Was  any  other  matter  in  connection  with  the 
Downey  Co.  mentioned  at  that  time  ? 

Mr.  B0LX.1NG.  No,  sir. 

The  Chairman.  Sure  about  that  ? 

Mr.  Bollino.  Absolutely,  sir. 
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The  Chairman.  Do  you  think  you  had  seen  Mr.  Sands  between  the 
time  Cranor  first  called  upon  you  and  thii^  talk  in  the  Commercial 
National  Bank? 

Mr.  BoLLiNG.  No,  sir ;  I  don't  think  I  had. 

The  Chairman.  You  don't  think  you  had  ? 

Mr.  nBollino.  Oh,  I  can  not  say  that  for  sure. 

The  Chairman.  You  might  have  ? 

Mr.  Bolling.  I  might  have,  but  I  don't  think  I  have. 

The  Chairman.  Now,  in  your  statements  the  other  day  in  the 
presence  of  the  press  at  Washington,  you  said  as  follows : 

■   Some  time  aft(^r  that  Sands  told  me  that  he  had  received  a  fee  for  procuring 
these  bending  rolls  and  offered  to  <Uvide  It  with  me. 

Mr.  Bolling.  Yes,  sir. 
The  Chairman  (reading) : 

I  think  the  fee  was  $1,000.  I  told  Sands  that  under  no  conditions  would  I 
accept  any  part  of  it.  Sands  then  told  me  that  as  he  had  never  paid  me  any 
profit  on  building  the  house,  I  having  waived  the  same,  he  would  like  to  pay  me 
what  I  thought  was  a  fair  profit  for  the  work  which  I  had  done.  I  told  him 
that  $500  I  thought  would  be  very  reasonable  if  he  wanted  to  pay  it  Even  then 
he  did  not  pay  all  of  it,  giving  me  $200  then  and  $300  later.  That  Is  about  all, 
sir,  except  that  Sands  left  out  that  he  still  owed  $900  on  the  original  note  on 
that  hou.se.  Mr.  Sands  has  never  given  me  another  cent  of  money,  except  as 
curtailments  on  the  note,  which  is  now  discounted  in  a  Washington  bank,  and 
the  amount  due  is  $900,  and  I  have  his  last  letter  siiying  that  he  could  not  curtail 
same. 

Have  you  got  that  letter  ? 

Mr.  Bolling.  Yes,  sir. 

The  Chairman.  Now,  did  you  ever  have  any  such  convereation  as 
that? 

Mr.  Bolling.  That  is  the  substance  of  it,  sir,  but  this  is  the  correct 
statement  [indicating  paper].    These  figures  are  wrong  to  start  with. 

The  Chairman.  How  did  you  happen  to  get  them  wrong? 

Mr.  BoLiJXG.  I  had  nothing  to  check  up,  as  I  explained  to  you.  I 
had  forgotten  what  the  amounts  were  until  I  looked  them  up. 

The  Chairman.  Did  you  tell  him  that  you  thought  $500  or  $600 
was  about  a  fair  profit  on  the  work  that  you  had  done? 

Mr.  Bolling.  No  :  I  did  not  tell  him  that,  but  I  knew  there  was  a 
fixed  amount,  being  a  fixed  amount  as  per  the  agreement  or  settle- 
ment of  that  matter. 

The  Chairman.  Did  you  sav  at  this  conversation  that  he  had  never 
paid  you  any  profit  on  the  house? 

Mr.  Bolling.  Well,  I  don't  know  that  I  put  it  in  those  words,  but 
that  he  had  never  paid  me  that  balance  on  the  house. 

The  Chairman.  How  did  you  happen  to  say  that  he  told  you  that 
you  had  never  made  any  profit  on  the  house,  when  you  gave  tne  state- 
ment in  the  presence  of  Admiral  Benson  and  the  press  the  other 
day? 

Mr.  Bolling.  How  did  I  happen  to  say  so  ? 

The  Chairman.  That  he  told  you  that  he  had  never  paid  you  any 
profit  on  the  house  ? 

Mr.  Bolling.  He  had  told  me  that  on  various  occasions,  that  he 
had  never  paid  me  on  it,  always  referred  to  that  as  the  money  on 
the  extras. 

The  Chairman.  You  said  the  other  day,  Mr.  Bolling :  "  Sands  then 
told  me  that  he  had  never  paid  me  any  profit  on  building  the  house, 
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I  having?  waived  same,  he  would  like  to  pay  me  what  I  thought  was 
a  fair  m-ofit  for  the  work  which  I  had  done  "? 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  Well,  now,  that  did  not  take  into  consideration 
these  extras ;  it  was  a  profit  on  the  transaction,  wasn't  it  ? 

Mr.  BoLLiNG.  Xo,  sir;  the  profit  that  I  would  have  made  on  the 
house  was  about  eaten  iip  by  the  amount  that  I  rebated  to  Sands  on 
these  extras.  I  asked  Mr.  Todd  the  other  day,  and  I  think  he  made 
only  around  $900  to  $1,000,  so  it  was  the  greater  portion  of  my  profit, 
represented  by  these  extras.  In  other  words,  if  I  could  not  get  the 
money  for  the  extras  which  we  had  to  pay  for,  naturally  it  came  out 
of  my  profit. 

The  Chairman.  Then  there  was  talk  about  profits,  was  there? 

Mr.  BoLLiNG.  Well,  I  could  not  say  whether  it  was  put  that  way  by 
Sands  or  not ;  it  referred  to  the  house. 

The  Chairman.  How  had  you  happened  to  say  that,  Mr.  Boiling, 
if  there  were  not  some  discussion  about  the  profits  on  the  house  ? 

Mr.  BoLLiNG.  Well,  it  may  have  been  that  way;  it  is  just  as  if  I 
were  ri^ht  here  now  called  upon  to  make  a  statement,  that  is  exactly 
the  position  I  was  in  the  other  day ;  no  figures  or  facts  or  anything 
to  refer  to. 

The  Chairman.  I  would  like  to  ask  you  now  to  tell  the  committee 
what  the  conversation  was  at  the  Commercial  National  Bank  a  few 
days  after  Cranor  called  on  you  in  your  office  in  the  Shipping 
Board — what  the  conversation  was  between  you  and  Mr.  Sands. 

Mr.  BoLLiNO.  Yes^  sir.  As  nearly  as  I  can  recollect  it,  I  will  tell 
it,  sir. 

The  Chairman.  Yes,  sir. 

Mr.  Booking.  Mr.  Sands  told  me  that  he  had  or  would  make  some- 
thing in  connection  with  the  procuring  of  these  bending  rolls,  and 
said  that  he  would  take  care  of  me.  I  told  him  that  I  would  take 
nothing.  He  then  mentioned  the  fact  that  he  had  never  settled  this 
amount  on  the  house,  for  profit  or  extras,  or  whatever  it  was,  he 
knew  that  I  had  waived  a  certain  amount  on  his  house,  and  that  he 
intended  to  pay  that :  that  he  hadn't  forgotten  it.  He  didn't  pay  it 
at  the  time,  but  he  did  pay  it  subsequently  to  that.  I  told  him  at  the 
time  that  it  could  not  in  anyway  be  connected  with  any  money  that 
he  had  received  in  regard  to  procuring  or  in  connection  with  Govern- 
ment contracts,  and  he  paid  nie  the  money  later  on  in  three  different 
installments. 

The  Chairman.  Well,  didn't  you  say  the  other  day  that  he  gave 
you  $200  .then  and  $300  later  ?      " 

Mr.  Bulling.  That  is  what  I  thought  it  was  at  that  time,  but  I 
have  since  verified  it  by  my  check  book.  He  gave  me-— I  did  not 
say  then — I  didn't  know  that  he  gave  it  to  me  then ;  I  think  he  gave 
it  to  me  later  fhan  then.  On  February  18, 1918,  he  gave  me  $300,  and 
on  June  26,  1918,  he  gave  me  $200,  and  on  August  5,  1918,  $100,  and 
I  have  no  idea  of  where  that  money  came  from  or  how  he  got  it  or 


anything  else. 
The  Ci 


'hairman.  Well,  he  told  you  that  he  had  received  or  would 
receive  some  money  in  connection  with  this  bending-roU  transac- 
tion ? 

Mr.  BoLLiNO.  Yes,  sir. 

The  Chairman.  And  he  first  offered  to  share  that  with  you  ? 


2972  SHIPPING   BOARD  OPERATIONS. 

Mr,  BoLLiNG.  Yes,  sir. 

The  Chairman.  Which  you  absolutely  refused  to  do? 

Mr.  BoLLiXG.  I  did,  sir. 

The  Chairman.  He  then  offered  to  pay  you  what  you  had  waived 
on  account  of  the  extras  ? 

Mr.  BoLLiNG.  That  is  ri^ht,  sir. 

The  Chairman.  And  you  said  you  were  willing  to  receive  it? 

Mr.  Rolling.  Yes,  sir;  I  told  him  he  could  pay  me  what  he  owed 
me. 

The  Chairman.  And  you  understood,  did  you  not,  from  that  con- 
versation that  the  amount  which  he  expected  to  pay  you  on  account 
of  these  changes  and  extras  was  to  be  paid  out  oi  what  he  had 
received  as  a  commission  for  getting  those  bending  rolls? 

Mr.  BoLLiNG.  No,  sir;  absolutely  not.  Tiiat  is  the  point  that  I 
made  to  him,  that  it  could  not  be  in  any  way  connected  with  any 
business  that  he  had  received  from  ( Government  contracts.  I  made 
that  point,  and  he  clearly  understood  me. 

The  Chairman.  You  told  him? 


Mr.  Boixing.  Yes,  sir. 

The  Chairman.  \ou  told  him  that? 


ri'y 


Mr.  BoLLiNG.  Yes,  sir;  absolutelv,  sir. 

The  Chairman.  You  told  Mr.  Sands  that  you  could  not  share  in 
the  commission  which  he  had  received  in  connection  with  the  bending 
rolls? 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  And  at  that  same  conversation  you  told  him  that 
he  could  pay  you  $600? 

Mr.  BoLLiNG.  That  he  owed  me. 

The  Chairman.  That  you  had  previously  waived? 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  That  you  had  previously  waived,  so  he  didn't  owe 
it  to  you,  did  he? 

Mr.  BoLLiNG.  Except  he  had  not  accepted  the  waiver  and  had 
acknowledged  the  debt  before  that. 

The  Chairman.  Previous  to  that  you  had  waived  vour  share  of 
the  $1,200  extra? 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  Mr.  Sands  had  told  you  that  while  he  accepted 
that  waiver,  it  was 

Mr.  BoLLiNG.  Apparently  he  did  it  just  to  smooth  things  over. 

The  Chairman.  To  satisfy  his  wife  ? 

Mr.  BoLLiNG.  The  feeling  was  very  tense  that  night  that  we  made 
the  settlement. 

The  Chairman.  But  later  he  told  you  he  would  take  care  of  you  ? 

Mr.  BoLLiNG.  I  would  have  waived  it  if  it  had  at  that  time  been 
$4,000,  the  way  I  felt  that  night. 

The  Chairman.  Now,  Mr.  Boiling,  didn't  you  understand,  having 
had  no  previous  conversation  with  Mr.  Sands  about  this  $600  which 
you  waived,  and  which  he  had  told  you  he  would  pay,  didn't  you 
understand  when  he  told  you  he  had  received  a  commission  or  was  to 
receive  a  commission  for  getting  these  bending  rolls,  and  that  he 
wanted  to  share  that  with  you,  did  you  not  understand  that  at  that 
time,  when  he  was  going  to  pay  you  this  $600  for  charges  and  extras, 
it  was  to  be  this  money  which  he  had  received  as  a  commission,  and 
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that  it  was  to  simply  be  repaid  to  you  on  account  of  these  charges 
and  extras,  bift  it  was  really  to  be  a  share  of  that  commission,  only 
under  the  ^uise  of  paying  you  the  charges  and  extras? 

Mr.  B(>LLiNo.  No,  sir:  absolutely  not,  sir. 

The  Chairman.  You  told  him  you  would  not  share  the  commis- 
sion ? 

Mr.  Rolling.  Absolutely,  sir. 

The  Chairman.  Didn't  he  sav,  well,  we  will  put  it  this  way :  I  will 
repay  you  this  $600? 

Mr.  BoLLiNG.  Mr.  Chairman,  according  to  that  theory,  I  should 
stop  Mr.  Sands,  immediately  curtailing  his  note,  because  I  have 
known  for  two  years,  by  anonymous  letters,  that  Sands  had  gotten 
$40,000,  and  said  that  he  got  it.  Why  should  I  let  him  continue  to 
curtail  a  note  that  he  owes  me,  under  your  argument? 

The  Chairman.  I  am  not  arguing,  Mr.  Boiling.  I  am  simply  ask- 
ing a  question. 

Mr.  BoLLiNG.  T  mean,  I  do  not  see  that  at  all. 

The  Chairman.  Well,  according  to  the  same  theory,  why  was  it 
that  later  you  accepted  $300,  $200,  and  $100  from  Mr.  Sands,  he  hav- 
ing previously  told  you  he  had  received  a  commission  of  $1,000  on 
account  of  these  bending  rolls,  and  offering  to  divide  it  with  you? 

Mr.  BoiiLTNG.  And  I  don't  get  you  there,  Mr.  Chairman. 

The  Chairman.  Bead  the  question. 

(Repeated  by  the  reporter.) 

Mr.  BoLLiNG.  I  don't  get  the  question,  I  don't  get  the  meaning  of 
it ;  simply  I  don't  know  how  to  answer  it. 

The  Chairman.  Very  well. 

Mr.  BoujNG.  What  1  mean — I  meant  by  that,  that  if  it  were  wrong 
for  me  to  accept  what  he  owed  me  in  one  instance,  he  still  owes  me 
on  a  note,  if  knowing  that,  it  would  not  be  just  as  wrong,  is  the  point 
that  I  make,  to  even  allow  him  to  go  on  with  his  curtailments  on  the 
note  which,  if  he  didn't  pay,  naturally,  as  indorser,  that  I  would  have 
to  pay — that  is  my  point,  sir. 

The  Chairman.  I  see. 

Mr.  BoLLiNG.  And  I  l)eg  your  pardon. 

The  Chairman.  Xow,  Mr.  Boiling,  you  borrowed  some  money  from 
Mr.  Sands  after  the  house  transaction,  didn't  you? 

Mr.  BoLLLiNG.  Yes,  sir. 

The  CiiAiR^iAN.  How  was  it  that  you  paid  back  all  the  money  that 
you  borrowed,  that  he  still  acknowledged  that  he  owed  you  $600? 

Mr.  BoLLiNG.  Well,  I  don't  remember,  sir,  those  transactions. 

The  Chairman.  Don't  remember  that? 

Mr.  BoLLiNG.  You  see,  this  is  back  in  1917,  I  don't — as  I  say,  I 
don't  know  whether  Sands  loaned  me  that  or  the  Commercial  Na- 
tional Bank  loaned  me. 

The  Chairman.  You  produce  the  stubs  of  your  check  book  here 
to  show  that  Mr.  Sands  loaned  you  money,  and  the  check  was  made 
to  him  ? 

Mr.  BoLLiNG.  I  say  I  have  it  in  there,  "  Sands,"  I  don't  remember 
it :  I  did  not  bring  these  old  checks  over,  I  will  send  them  to  you. 

The  Chairman.  Are  not  the  stubs  of  your  check  book  correct 
duplicates  of  the  checks  that  were  made  out  when  you  repaid  the  loin  ? 

Mr.  BoLLiNG.  Yes,  sir;  it  may  have  been  done  this  way:  That  Mr. 
Sands  may  have  indorsed  my  note  or  arranged  for  me  to  get  it  through 
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the  Commercial  Bank,  I  don't  remember  how  that  mbney  was  paid, 
or  who  loaned  it,  whether  he  did  or  the  bank. 

The  Chairman.  That  is  quite  a  good  transaction,  $7,500  loan? 

Mr.  BoLUNG.  Yes,  sir. 

The  Chairman.  And  the  stubs  of  your  check  books  show  that  you 
made  the  checks  out  to  Mr.  Sands  ? 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  If  the  loan  was  made  V)y  the  bank,  the  checks 
would  be  made  out  to  Mr.  Sands,  as  vice  president,  or  as  an  oflScer  of 
the  bank,  of  some  sort? 

Mr.  BoLLiNG.  Yes,  sir;  I  should  think  so. 

The  Chairman.  But  they  are  made  out  personally  ? 

Mr.  BoLLiNG.  I  think  they  are,  from  that  stub  there. 

The  Chairman.  All  the  evidence  you  have  here  to-day  to  refresh 
your  recollection  is  to  the  effect,  that  that  loan  was  a  personal  loan  ? 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  You  drew  it  to  Mr.  Sands,  in  the  amount  of 
$7,500? 

Mr.  BoLLiNG.  Yes,  sir;  it  looks  like  that. 

The  Chairman.  Now,  the  $600  was  still  owing  on  account  of  these 
extras  at  the  time  that  loan  was  secured  ? 

Mr.  BoLLiNG.  Yes.  sir. 

The  Chairman.  From  Mr.  Sands? 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman,  Why,  in  settling  up  that,  was  not  the  $600  de- 
ducted? 

Mr.  BoLLiNG.  I  could  have  used  it  then ;  I  can  not  explain  it,  gentle- 
men. 

The  Chairman.  You  can  not  explain  it? 

Mr.  BoLi.iNG.  Xo,  sir;  I  don't  really  attempt  to  explain  it  That 
loan  ran  along  over  for  a  period  of  a  year  and  a  half  at  the  most, 
and  Sands  hadn't  taken  care  of  it.  But  at  the  same  time  Sands  was 
curtailing  the  note,  and  Sands  was  not  curtailing  the  note  very  fast, 
and  my  thought  in  the  matter,  if  I  had  any,  was  to  wait  until  he 
had  gotten  this  obligation  out  of  the  way  before  I  ever  tackled  him 
for  any  profit  on  the  house. 

The  Chairman.  That  was  your  intention  ? 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  All  the  time? 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  Have  you  got  anything  to  show  when  you  re- 
ceived this  $600? 

Mr.  B01.LING.  Yes,  sir.  Well,  the  only  thing  I  have  is — I  only 
have  the  deposit  slips. 

The  Chairman.  Have  you  got  them? 

Mr.  BoLLiNG.  Yes,  sir;  I  have. 

The  Chairman.  Will  you  produce  those,  please? 

Mr.  B01J.1NG  (producing  slips).  Now,  sir,  all  of  this  was  not  de- 
posited in  the  bank.  This  deposit  slip  shows  the  $200  onlv,  that  was 
a  $3(K)  i)ayment,  however.  Sands  $200  on  June  26  and  Sands  $100 
on  August  5.     [Showing  papers  to  chairman.] 

The  Chairman.  You  hand  me  a  deposit  slip  deposited  with  the 
Commercial  National  Bank  of  Washington,  D.  C,  for  the  credit  of 
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R.  W.  Boiling,  February  18,  1918,  currency,  $200;  and  inserted  in 
lead  pencil 

Mr.  BoixiNG.  I  done  that. 

The  Chairman.  The  nafme  "  Sands ''  and  of  "  pointing  to  the  $200. 
Marked  both  duplicate."     What  is  that  down  there  [indicating]  ? 

Mr.  BoLLiNG.  That  is  just  a  bank  check,  another  check,  Commer- 
cdal.  ^ 

The  Chairman.  "Commercial,  $166.67"? 

Mr.  BoixiNG.  That  represented  my  salary,  that  check. 

The  Chairman.  This  February  18  represents  the  $300  payment? 

Mr.  Bulling.  Yes,  sir. 

The  Chairman.  Was  that  made  in  cash? 

Mr.  BoLLiNG.  I  can  not  remember,  sir,  whether  it  was  or  not.  I 
suppose  that  it  was  from  this  "  currency." 

The  Chairman.  You  may  have  cashed  that  check  and  deposited 
$200? 

Mr.  BoixiNG.  I  may  have,  but  I  know  it  was  $300;  and  I  may  have 
just  put  $200  in  the  bank,  I  can  not  remember  whether  it  was  cash 
or  check. 

The  Chairman.  The  other  day,  when  you  made  the  statement  in 
the  presence  of  Admiral  Benson,  you  safd  the  amount  was  $500? 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  And  the  documents  you  produce  here — these  de- 
posit slips — ^bear  out  that  statement,  do  they  not? 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  Now,  what  is  there  that  you  have  other  than  your 
recollection  to  show  that  the  amount  was  $600? 

Mr.  BoLLiNG.  I  remember  that  it  was  $600  very  distinctly;  and 
then  I  got  $300  on  the  18th  of  January,  because  this  was  very  vividly 
brought 

The  Chairman.  18th  of  January? 

Mr.  Bolling.  18th  of  February.  It  was  brought  very  vividly  to 
my  recollection  about  August  or  September — October,  it  was,  1918. 
You  see,  it  was  only  six  months  after  that,  and  I  immediately  went 
over  everything,  and  at  that  time  I  remembered  that  that  was  $300 — 
that  pavment ;  that  is  the  only  thing  I  have  to  show  that. 

The  Chairman.  If  that  were  so,  how  did  you  happen  to  say  $500 
the  other  day,  when  the  Admiral  and  the  newspaper  men  were 
present? 

Mr.  Bolling.  Well,  sir,  I  have  not  checked  this  thing  over  for  a 
year. 

The  Chairman.  You  checked  it  over  last  August,  didn't  you? 

Mr.  Bolling.  August,  1918. 

The  Chairman.  1918? 

Mr.  Bolling.  Yes,  sir ;  and  I  put  all  of  those  things  in  and 

The  Chairman.  If  you  were  given  a  check  in  February,  1918,  on 
what  bank  was  it? 

Mr.  Bolling.  Well,  I  think  it  may  have  been  on  the  Commercial ; 
I  think  it  would  be  likely  to  be,  sir. 

The  Chairman.  Well,  if  you  had  gotten  in  there  a  check  on  the 
Commercial  National  Bank— and,  by  the  way,  were  you  carrying  an 
account  there? 

Mr.  Bolling.  Yes,  sir. 
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The  Chairman.  What  would  be  the  occasion  for  your  cashing  the 
check  of  $300  on  the  Commercial  National  Bank  and  then  depositing 
$200  at  the  same  time? 

Mr.  BoLLiNG.  I  don't  know ;  I  don't  remember.  I  don't  remember 
if  it  was  a  check. 

The  Chairman.  Can  you  say  now  whether  it  was  a  check  of  $300, 
or  cash  $300  ? 

Mr.  BoLMNG.  I  can  not;  I  don't  remember  whether  it  was  or  not. 

The  Chairman.  Now,  if  you  don't  remember  which  it  was,  how 
can  you  remember  it  was  $300,  Mr.  Boiling? 

Mr.  BoLiJNG.  Because  I  find  1  Imve  two  or  three  wavs  of  rcmem- 
bering  it.  I  have,  on  a  voucher,  on  the  same  day,  that  I  put  $100  to 
the  credit  of  my  wife's  account  in  a  different  bank,  in  the  Du  Pont 
National  Bank,  of  $100,  and  I  got  a  pencil  memorandum  in  the  back 
of  my  check  book,  "  Sands,  $300,  February  18,  1919." 

The  Chairman.  Have  you  got  that  here? 

Mr.  BoLLiNG.  No,  sir;  I  have  not.     I  did  not  bring  it. 

The  Chairman.  Why  didn't  you  bring  it? 

Mr.  BoLLiNG.  I  didn't  think  it  amounted  to  anything,  because  I 
might  have  done  that  yesterday. 

The  Chairman.  How  did  you  happen  to  bring  the  deposit  slips  ? 

Mr.  BoLLiNG.  Because  they  cover  this  theory  of  it. 

The  Chairman.  They  don't  cover  the  whole  of  it,  do  they? 

Mr.  BoLLiNo.  I  think  so. 

The  Chairman.  The  deposit  slips  show  $600  ? 

Mr.  BoLLiNG.  No,  these  do  not ;  that  is  right,  sir. 

The  Chairman.  And  your  check  book,  you  say,  would  show  $600  ? 

Mr.  BoLLiNG.  Not  my  check  book. 

The  Chairman.  Which  check  book? 

Mr.  BoLLiNG.  My  wife's  book  will  show  in  there  $100,  which  would 
make  this  $600 ;  that  is  right. 

The  Chairman.  Well,  Mr.  Boiling,  that  deposit  slip  of  February 
18  shows  $366.67. 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  And  now,  you  could  have  veiy  easily  have  depos- 
ited $100  of  that  sum  to  your  wife's  account,  couldn't  you  ? 

Mr.  BoLLiNG.  I  don't  catch  the  point  there,  Mr.  Chairman. 

The  Chairman.  You  stated  the  reason  that  you  knew  it  was  $300 
was  because  on  that  date  you  put  $100  to  the  credit  of  your  wife,  in 
her  account. 

Mr.  BoLi^iNG.  Yes. 

The  Chairman.  In  the  Du  Pont  Bank? 

Mr.  BoLLiNG.  Yes. 

The  Chairman.  It  might  have  been  the  $100  out  of  this  $J^66.67, 
might  it  not  ? 

Mr.  BoLLiNG.  It  might  have  been,  but  I  am  quite  sure  it  was  not, 
sir. 

The  Chairman.  Well,  why  are  you  so  sure  if  you  can  not  remem- 
ber whether  you  got  $300  in  cash  or  $300  in  a  check,  and  all  the  docu- 
ments you  have  got  show  that  it  was  $500,  and  that  you  only  got  $20<) 
on  February  18,  w^hy  are  you  so  sure  that  it  was  $300  ? 

Mr.  BoLLiNG.  Well,  I  remember  that  it  was  three;  I  remember 
that. 
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The  Chairman.  You  remember  the  amount  was  $300  ? 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  Now,  all  the  other  payments  were  by  check,  were 
they  not? 

Mr.  BoLLiNG.  Yes,  sir:  the  other  two  payments. 

The  Chairman.  Was  there  any  reason  why  this  payment  should 
not  be  by  check,  too  ? 

Mr.  Billing.  None  that  I  can  think  of. 

The  Chairman.  Assuming  that  it  was  a  check  for  $300 

Mr.  BoLLiNG.  It  would  be  very  easy  to  establish  that,  sir,  I  should 
think. 

The  Chairman.  By  Mr.  Sands's  check? 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  Have  you  got  any  other  records  showing  the  state 
of  vour  account  at  the  Commercial  National  bank  at  that  date  ? 

Mr.  BoLLiNG.  Well,  I  have  all  of  the  original  bank  statements? 

The  Chairman.  For  February? 

Mr.  BoLLiNG.  Yes,  sir;  for  the  entire  year,  that  I  brought  up,  and 
all  the  deposit  slips  for  the  entire  year,  with  the  exception  of  three 
deposit  slips,  and  I  do  not  believe  these  are  important  because  they 
occur  after  I  began  to  get  anonjrmous  letters,  November  16,  1918,  is 
lost — I  can  not  find  it.  December  2,  1918,  and  December  16.  Those 
are  the  only  three  that  are  missing,  checking  it  with  these  statements, 
and  those  are  my  original  duplicate  deposit  slips,  the  whole  year's. 
I  would  like  to  go  through  them  with  somebody  that  you  will  ap- 
point, and  show  what  each  amounts  to  and  where  it  originated  and 
what  it  was.  *    ' 

The  Chairman.  We  will  come  to  that  a  little  later,  Mr.  Boiling; 
but  when  was  this  $600  profit  finally  paid  ? 

Mr.  BoLLiNG.  The  final  payment,  sir,  was  August  5. 

The  Chairman.  May  I  see  those  again,  please,  those  deposit  slips? 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  The  second  deposit  slip,  "Commercial  National 
Bank  "  to  your  credit  "  June  26, 1918,"  figure  in  ink  "  $200  "  opposite 
is  written  in  pencil  the  word  "  Sands."    Was  that  a  check? 

Mr.  BoLUNG.  That  was  a  check,  I  think. 

The  Chairman.  Well,  you  think? 

Mr.  BoixiNO.  I  could  not  swear  to  it,  sir,  whether  it  was  or  not. 
May  I  see  it  a  moment  [same  handed  to  Mr.  Boiling"]  ?  I  imagine  it 
was  a  check,  sir,  because  it  comes  down  where  the  checks  are  listed. 
That  is  the  only  wav  T  have  of  knowinjif. 

The  Chairman.  Third,  a  deposit  slip,  the  same  bank,  and  to  your 
credit:  in  ink  the  fiirures  are  " $100." 

Mr.  BOLLING.  $100? 

The  Chairman^  $100. 
Mr.  BoMJNG.  Yes. 

The  Chairman.  Opposite  it  is  written  in  pencil  the  word  "  Sands." 
The  name  "  Sands  "  on -each  of  these  slips  is  in  your  handwriting? 
Mr.  BoLUNG.  Yes,  sir. 

The  Chairman.  You  remember  when  you  put  this  on  there? 
Mr.  BoLLiNG.  I  should  say  about  in  the  fall  of  1918,  sir.    . 
The  Chairman.  The  fall  of  1918? 
Mr.  BoLLiNG.  Yes. 
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The  Chairman.  Now,  you  state  in  this  later  statement  that  you 
have  prepared,  Mr.  Bollinff,  you  told  him  that  you  would  be  glad  to 
have  him  pay  what  he  owed  you? 

Mr.  BoLLiNG.  Yes.  sir. 

The  Chairman.  And  thfit  it  could  not  in  no  way  be  connected 
with  business  or  commissions  involving  Government  work,  and  this 
is  clearly  understood  ? 

Mr.  BoiJ.iNG.  That  is  right,  sir. 

The  Chairman.  What  did  he  say  to  give  you  the  impression  that  he 
clearly  understood  it  ?  * 

Mr.'  BoLLiNG.  Well,  he  could  not  help  it,  because  I  made  it  so  posi- 
tive that  he  could  not  have  understood  anything  else,  sir. 

The  Chairman.  What  did  you  say  that  made  it  so  clear? 

Mr.  BoLLiNG.  Well,  I  told  him  tldat  I  could  not  touch  any  com- 
missions or  anything  while  employed  by  the  Government,  or  any 
commissions  involving  Government  work. 

The  Chairman.  And  you  refused  to  divide  the  commission  with 
him? 

Mr.  BoixiNG.  Yes,  sir.    Or  to  have  him  divide  it  with  me ;  yes,  sir. 

The  Chairman.  But  he  previously  offered  to  do  so  ? 

Mr.  BoLLTNG.  Yes ;  or  he  intimated  the  same  thing.  I  understood 
that  he  was  to  do  so ;  yes,  sir. 

The  Chairman.  Would  you  call  it  "  intimating  "  when  he  said  that 
he  wanted  to  divide  it  with  you  and  you  said  "  I  think  the  fee  was 
$1,000,  and  he  offered  to  divide  it  with  me  '•  ? 

Mr.  BoLUNG.  I  don't  know  that,  he  said  it  in  those  words ;  as  my 
recollection  serves  me,  sir,  he  said  he  was  going  to  "  take  care  "  of  me; 
I  think  that  is  the  expression  that  he  used. 

The  Chairman.  Did  vou  have  any  talk  with  Mr.  Meehan,  of  the 
department  or  bureau  or  investigation  on  this  matter? 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  Showing  him  your  deposit  books? 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  Opened  the  safe  and  showed  him  where  they  were 
and  left  the  room  and  permitted  him  to  examine  them,  did  you? 

Mr.  BoLLiNG.  I  don't  remember  that  I  said  that,  sir,  but  1  gave 
him  everything  I  had  there. 

The  Chairman.  Did  you  tell  Mr.  Meehan  anything  about  this 
bending  rolls  proposition  ? 

Mr.  BoLLiNG.  I  think  I  did.    I  don't  remember.    I  think  I  did  so. 

The  Chairman.  About  this  profit  on  the  house  for  charges  and 
extras  ? 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman,   i  ou  state  you  mentioned  that  to  him  ? 

Mr.  BoLLiNG.  I  think  I  did. 

The  Chairman.  When  was  that  conversation  ? 

Mr.  BoLLiNG.  Why,  in  the  office  of  the  Shipping  Board  in  Wash- 
ington. , 

The  Chairman.  His  office  or  yours? 

Mr.  BoLX,iNQ.  That  I  don't  remember,  sir ;  probably  mine. 

The  Chairman.  The  final  payment  was  made  in  August,  1918? 

Mr.  BoixiNG.  Yes,  sir.  - 

The  Chairman.  August  6  ? 

Mr.  BoLLiNG.  Yes,  sir. 
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The  Chairman.  Did  you  borrow  any  money  between  February 
18,  1918,  and  Auffust  5, 1918,  from  Mr.  Sands? 

Mr.  BoLLTNG.  Yes,  sir;  I  borrowed  $300  from  him,  I  have  for- 
gotten the  date  on  that ;  I  think  it  was  May. 

The  Chairman.  Will  you  refer  to  your  statements  which  you  sent 
me,  if  you  have  it  there,  and  see  what  it  is,  on  page  4? 

Mr.  'BoLLiNO.  May  21,  1918,  I  borrowed  $300  from  Mr.  Sands. 

The  Chairman.  May  21,  1918? 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  Was  that  a  personal  loan  ? 

Mr.  BoLLiNG.  That  was  a  personal  loan. 

The  Chairman.  You  gave  him  your  note  for  it? 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  When  did  you  repay  that? 

Mr.  BoLLiNG.  I  paid  that  July  14,  1919. 

The  Chairman.  How  did  you  pay  it  ? 

Mr.  BoLLiNG.  By  check. 

The  Chairman.  You  got  the  canceled  check? 

Mr.  BoLLiNo.  Yes,  sir  [producing  check]. 

The  Chairman.  Canceled  check  dated  "Washington,  D.  C,  July 
14,  1919,  No.  124.  The  Commercial  National  Bank  of  Washington, 
D.  C.  Pay  to  the  order  of  T.  K.  Sands,  321,"  in  jfigures,  "  Three 
hundred  and  twenty-one,"  in  writing,  "no  one-hundred  dollars." 
Signed,  "  B.  W.  Boiling,"  indorsed  upon  the  back  is  "  T.  K.  Sands," 
is  it? 

Mr.  BoLLiNG.  Yes,  sir ;  "  T.  K.  Sands." 

The  Chairman.  "  T.  K.  Sands  "  ? 

Mr.  BoLLiNG.  Yes. 

The  Chairman.  How  was  it  you  paid  him  the  full  amount  of  that 
note  when  he  still  owed  you  $100,  didn't  he  ? 

Mr.  BoLLiNG.  I  did  not  pay  him  that,  sir,  until  a  year  afterwards. 
This  whole  matter  came  up  in  the  meantime. 

The  Chairman.  Didn't  pay  him  until  July,  1919  ? 

Mr.  BoLLiNG.  That  is  right,  sir. 

The  Chairman.  How  long  was  the  note  for  ? 

Mr.  BoLLiNo.  I  could  not  remember  that,  sir.  It  was  probably  on 
demand ;  I  don't  know. 

The  Chairman.  He  was  willing  to  loan  you  money  when  he  owed 
you  money? 

Mr.  BoLLiNG.  Yes,  sir. 
.    The  Chairman.  Were  you  willing  to  borrow  money  and  give  him 
a  note  when  he  owed  you  some  money  ? 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  Why  didn't  you  ask  him  for  further  payment  on 
account? 

Mr.  Boiling.  I  should  have;  I  have  thought  of  that  same  thing 
myself,  sir ;  but  I  don't  know  why  I  didn't  or  why  that  transaction 
took  place.  Mr.  Sands  had  loaned  me  money  from  time  to  time 
very  often ;  he  was  my  banker ;  I  had  no  other  banker.  I  have  had 
hundreds  of  transactions  with  him  personally,  and  in  his  capacity 
as  an  officer  of  the  bank,  and  Sands  had  loaned  me  money  even  with- 
out anything. 

The  Chairman.  Without  any  security? 

Mr.  BoLLiNG.  Yes,  sir. 
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The  Chairman.  Or  without  a  note? 

Mr.  BoLLiNG.  Yes,  sir;  he  had. 

The  Chairman.  Now,  were  you  in  Mr.  Sands's  rooms  in  the  Wil- 
lard  Hotel  about  this  time? 

Mr.  BoLLiNG.  Well,  sir,  it  is  only  from  memory,  I  was  in  Mr. 
Sands's  room  from  time  to  time,  not  very  often,  but  I  have  undoubt- 
edly been  in  his  rooms  between — sometime  during  the  year  1918. 

The  Chairman.  Did  you  ever  discuss  the  matter  ot  contracts  with 
the  Shipping  Board  with  him  ? 

Mr.  BoLLiNG.  Never. 

The  Chairman.  Did  you  ever  see  Mr.  Cranor  in  there  ? 

Mr.  B0LX.IXG.  I  don't  remember,  I  may  have  seen  Mr.  Cranor  there. 

The  Chairman.  About  this  time? 

Mr.  BoLLiNG.  I  have  seen  Mr.  Cranor  at  the  Willard  Hotel.  I  had 
dinner  with  Mr.  Cranor  during  this  bending-roU  transaction,  but  I 
think  that  T  saw  him  around  the  Shipping  Board  afterwards.  I  might 
have  seen  him  in  Mr.  Sands's  room,  and  I  may  not;  I  don't  remember. 

The  Chairman.  During  the  bending-roU  transaction  you  dined 
with  Mr.  Cranor  at  the  Willard  Hotel  ?  . 

Mr.  BoLLiNG.  I  think  the  night  after  he  had  asked  me;  he  in- 
vited me  to  dine  with  him. , 

The  Chairman.  Was  Mr.  Sands  at  that  dinner? 

Mr.  BoLiJNG.  No,  sir.  ' 

The  Chairman.  Did  you  ever  discuss  with  Mr.  Cranor  the  matter 
of  a  contract  between  the  Shipping  Board  and  the  Downey  Ship- 
building Co.  or  the  Providence  Engineering  Co.? 

Mr.  BoLLiNG.  It  was  never  mentioned  to  me  by  Mr.  Cranor;  no, 
sir. 

The  Chairman.  Did  he  tell  you  that  the  Providence  Engineering 
Co.  was  endeavoring  to  secure  a  contract? 

Mr.  BoLLiNG.  Never,  sir. 

The  Chairman.  Didn't  talk  about  Shipping  Board  matters  at  all 
at  that  dinner? 

Mr.  BoiiMNG.  No,  sir. 

The  Chairman.  Just  you  and  he  together? 

Mr.  BoLLiNG.  Yes,  sir :  that  is  right,  sir. 

The  Chairman.  Nobody  else  present? 

Mr.  BoLLiNG.  Nobody  else  present. 

The  Chairman.  Did  you  evef  see  a  Mr.  Fuller  at  Mr.  Sands's 
office  or  rooms  in  the  Willard  Hotel? 

Mr.  BoLLiNG.  Not  to  my  recollection,  sir.  If  so,  he  was  not  in 
evidence.    I  never  saw  him. 

The  Chairman.  Never  saw  him  ? 

Mr.  BoLLiNG.  Never,  sir. 

The  Chairman.  Ever  speak  to  him  as  you  were  going  in  there — 
or,  as  you  were  coming  out  and  he  was  going  in  Mr.  Sands's  rooms? 

Mr.  Polling.  Absolutely  not,  sir. 

The  (^HAiRMAN.  Never  had  anv  conversation  with  him  at  Mr. 
Sands's  apartments  at  the  Willard  ? 

Mr.  BoLLiNG.  Never,  sir. 

The  Chairman.  Did  you  ever  receive  in  Mr.  Sands's  apartment 
in  the  Willard  Hotel,  from  Mr.  Sands,  a  check? 

Mr.  BoLLiNO.  Never,  sir.    Absolutely  not. 

The  Chairman.  Never  did? 
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Mr.  BoLLiNG.  Never  did  any  business  in  Mr.  Sands's  rooms  of  any 
kind.  Any  transactions,  financial  or  any  other  kind,  were  always 
at  the  bank. 

The  Chairman.  And  all  these  loans  that  you  have  described,  from 
Mr.  Sands,  these  numerous  transactions  of  a  financial  character  that 
you  have  had  with  Mr.  Sands,  always  took  place  at  the  bank? 

Mr.  BoLLiNG.  Always,  sir. 

The  Chairman.  Never  at  his  house? 

Mr.  BoLLiNG.  3'^^ith  the  exception  of  the  house;  that  was  settled 
at  the  house. 

The  Chairman.  I  mean,  when  he  loaned  you  money. 

Mr.  BoLLiNo.  Yes,  sir ;  always  at  the  bank. 

The  Chairman.  Always  at  the  bank? 

Mr.  boLLiNG.  Yes,  sir. 

The  Chairman.  Never  in  the  Shipping  Board  office? 

Mr.  BoixiNG.  NeA'er,  sir;  and  Mr.  Sands,  to  my  knowledge  has 
never  been — I  have  no  recollection  of  his  having  been  in  my  office. 

The  Chairman.  In  the  Shipping  Board? 

Mr.  BoLLiNG.  Yes^  sir. 

The  Chairman.  Now,  did  you  ever  hear  Mr.  Sands  or  Mr.  Cranor 
say  anything  anywhere  prior  to  August  1,  1918,  anything  about 
establishing  credit  for  the  Downey  Shipbuilding  Corporation  or  the 
Providence  Engineering  Corporation? 

Mr.  BoLLiNG.  No,  sir. 

The  Chairman.  !Srever  discussed  that  with  you? 

Mr.  BoLLiNG.  No,  sir ;  never. 

The  Chairman.  t)id  you  ever  meet  Mr.  Wallace  Downey? 

Mr.  BoLLTNG.  I  think  I  have  met  Mr.  Downey.  I  know  him  by 
sight ;  he  lias  been  pointed  out  to  me.     I  think  I  have  met  him. 

The  Chairman.  When  did  you  first  meet  him? 

Mr.  BoLLiNG.  Oh,  it  must  have  been  sometime  in  1918.  I  have 
never  seen  him  since. 

The  Chairman.  Do  you  remember  where  you  met  him? 

Mr.  BoLLTNG.  I  think  I  met  him  in  the  Shipping  Board  Building ; 
probably  in  the  hall ;  I  don't  remember  who  introduced  him,  if  I  met 
him;  I  don't  remember  the  circumstances;  but  I  remember  Mr. 
Downey  because  he  limps,  and  that  is  the  way  I  remember  him; 
otherwise,  I  would  not  know  him  if  I  would  see  him  now — that  is 
the  only  time. 

The  Chairman.  What  w^as  the  occasion  of  your  meeting  him? 

Mr.  BoLLiNG.  Nothing,  no  particular  occasion. 

The  Chairman.  Who  introduced  you?' 

Mr.  BoLLiNG.  There  were  several  men  with  him  at  the  time;  I 
could  not  tell  you. 

The  Chairman.  What  time  in  1918  ? 

Mr.  BoLLiNG.  I  could  not  say  that,  sir. 

The  Chairman.  Might  it  have  been  in  the  spring? 

Mr.  BoLUNo.  It  might  have  been ;  yes,  sir. 

The  Chairman.  Did  you  ever  meet  him  in  Mr.  Sands's  apart- 
ment at  the  Willard  ? 

Mr.  BoLLiNG.  Never  did,  sir. 

The  Chairman.  Sure  of  that  ? 

Mr.  BoLLiNG.  Absolutely,  sir. 
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The  Chairman.  Well,  on  these  several  times  you  visited  Mr. 
Sands's  apartment  at  the  Willard,  would  not  there  be  other  gentle- 
men there  ? 

Mr.  BoLLiNG.  There  would,  sir. 

The  Chairman.  Was  not  Mr.  Sands  quite  busy  in  his  apartments 
in  the  Willard  with  people  coming  in  to  see  him,  in  and  out? 

Mr.  BoLLiNG.  I  think  he  was. 

The  Chairman.  He  seemed  to  be  transacting  business  there? 

Mr.  BoixiNG.  Yes,  sir ;  to  a  certain  extent. 

The  Chairman.  Did  he  ever  transact  any  business  with  you  there  ? 

Mr.  BoLLiNG.  None,  sir. 

The  Chairman.  Did  you  ever  talk  over  any  business  matters  or 
financial  transactions  with  him  there? 

Mr.  BoLLiNG.  We  talked  over  one  matter  there:  Mr.  Sisler  was 
interested  or  was  trying  to  get  started  in  a  gravel  concern — something 
at  Bladensburg,  Md. — and  Sisler  was  asking  me  if  I  would  not  go 
into  it,  and  I  think  he  asked  Sands^  and  we  were  there  one  night  and 
talked  over  this ;  that  is  the  only  time  I  remember  talking  any  busi- 
ness with  Mr.  Sands  there. 

The  Chairman.  When  might  that  have  been,  Mr.  Boiling? 

Mr.  BoLLiNG.  I  think  that  was  in  the  spring  of  1918,  sir.  I  have 
not  given  you  the  date. 

The  Chairman.  February,  March,  April,  or  May? 

Mr.  BoLLiNG.  Somewhere  along  there,  I  should  say  that  it  was — it 
might  be  around  March  somewhere,  around  March.  I  don't  know. 
I  could  not  tell  you  the  date. 

The  Chairman.  Did  you,  Mr.  Sisler,  Mr.  Cranor,  and  Mr.  Sands, 
in  Mr.  Sands's  apartment  at  the  Willard  Hotel,  or  anywhere  else  in 
Washington  or  elsewhere,  ever  have  a  conference  or  a  talk  or  conver- 
sation which  resulted  in  an  agreement  or  an  understanding  that  you 
and  Mr.  Sisler,  together  or  individually,  were  to  use  your  influence 
to  secure  a  contract  for  the  Downey  Shipbuilding  Corporation  or 
the  Providence  Engineering  Corporation  with  the  Shipping  Board 
or  Emergency  Fleet  Corporation  whereby  you  were  to  share  in  a 
commission  or  a  bonus  or  a  gift  or  a  bribe  of  $40,000  ? 

Mr.  BoLLiNG.  Absolutely  not. 

The  Chairman.  When  first  did  you  hear  anything  about  that? 

Mr.  BoLLiNG.  When  it  was  mentioned  in  anonymous  letters, 
coupled  with  a  threat  that  my  name  would  be  brought  into  it. 

Tiie  Chairman.  Did  you  receive  the  anonymous  letter? 

Mr.  BoLLiNG.  The  first  letter  went  to  Mr.  Tumulty;  the  second 
letter  went  to  Mr.  McAdoo. 

The  Chairman.  When? 

Mr.  BoLLiNG.  I  should  say  around — the  first  letter  around  Octo- 
ber 1,  1918;  and  the  second  one  I  have  is  October  7,  1918. 

The  Chairman.  Where  did  you  get  the  second  anonymous  letter? 

Mr.  BoLLiNG.  This  letter  was  sent  to  me  by  Mr.  McAdoo. 

The  Chairman.  Mr.  William  G.  McAdoo?' 

Mr.  BoLLiNG.  Not  directly  to  me ;  it  was  sent  to  my  brother,  and 
he  delivered  it  to  me. 

The  Chairman.  Who  was  your  brother? 

Mr.  BoLLiNG.  Mr.  E.  E.  Boiling. 

The  Chairman.  What  does  he  do? 


SHIPPING  BOARD  OPERATIONS.  2983 

Mr.  BoLLiNG.  He  is  president  now  of  the  Commercial  National 
Bank. 

The  Chairman.  In  Washington? 

Mr.  BoiiLiN6.  In  Washington ;  yes,  sir. 

The  Chairman.  Was  he  an  officer  of  the  bank  when  Mr.  Sands  was 
vice  president  of  it? 

Mr.  BoLuxG.  Xo,  sir;  he  came  in  after  Mr.  Sands  had  left  the 
bank. 

The  Chairman.  Was  he  a  director  or  stockholder  in  it? 
-  Mr.  BoLLiNG.  No,  sir;  not  interested  in  it. 

The  Chairman.  When  did  he  come  into  it? 

Mr.  BoMJNG.  I  can't  say;  I  can  get  that  date  for  you,  eir,  ex- 
actly: I  think  around,  I  should  say,  November  1,  1918,  on  a  guess; 
that  is  pretty  close  to  it. 

The  (chairman.  Your  brother  handed  you  that  letter? 

Mr.  B01J.1NG.  Yes,  sir. 

The  Chairman.  And  told  you  that  Mr.  McAdoo  had  given  it  to 
him? 

Mr.  BoLLiNo.  Yes,  sir. 

The  Chairman.  May  I  see  it,  please? 

Mr.  BoLLiNG.  Yes,  sir  [handing  same  to  chairman]. 

The  Chairman.  Do  vou  know  whether  Mr.  McAdoo  ever  saw  this 
letter? 

Mr.  BoLLiNG.  I  assume  that  he  did,  sir.  I  don't  know  whether 
that  letter  went  registered  or  not,  it  looks  as  if  it  might  have;  I 
see  no  registry  mark  on  it ;  it  has  12  or  14  cents  stamps  on  it. 

The  Chairman.  Do  you  know  how  an  anonymous  letter  could 
have  been  registered  without  ascertaining  who  sent  it? 

Mr.  BoLLiNG.  No,  sir ;  I  do  not. 

The  Chairman.  It  might  have  been  sent  by  special  delivery? 

Mr.  BoLLiNG.  Yes.  sir ;  I  see  there  is  no  registry  on  it  to  show. 

The  Chairman.  When  was  that  letter  turned  over  to  you  by  your 
brother? 

Mr.  BoLMNG.  I  went  to  Europe  on  November  14,  1918,  and  that 
letter  was  turned  over  upon  my  return,  about  the  middle  of  Febru- 
ary, 1919,  but  I  had  previously  been  given  one  by  Mr.  Tumulty. 

The  Chairman.  Why  is  that? 

Mr.  BoiaLiNo.  That  letter  I  tore  up,  unfortunately.  It  was  a  type- 
written letter,  not  signed;  it  was  sent  to  Mr.  Tumulty,  and  he 
called  me  up  and  I  went  over  to  see  him  and  he  threw  the  letter  on 
the  table  and  said,  "Read  that."  I  read  it;  I  told  him  there  was  no 
truth  in  it,  and  I  asked  him  what  I  would  do  about  it,  and  he  said : 
"I  would  tear  it  up  and  forget  it."  So  I  tore  the  letter  up.  He 
said  :  "  Well,  I  get  a  lot  of  anonjTnous  letters,  and  I  usuallvtear  them 
up,  because  I  pay  no  attention  to  anonymous  letters."  But  after  I 
went  down  to  the  office,  thinking  about  it,  I  thought  I  would  go  to 
the  Department  of  Justice  with  it,  so  I  went  there  and  saw  the  As- 
sistant Attorney  General,  and  I  told  him  about  the  letter,  and  he 
said  that  it  was  very  unfortimate  that  I  had  torn  it  up;  and  I  told 
him  what  the  letter  contained. 

The  (^hairman.  Along  the  same  lines? 

Mr.  BoLLiNo.  Along  exactly  the  same  lines:  yes,  sir. 

The  Chairman.  Was  it  written  on  any  particular  letterhead? 
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Mr.  B0LX.1NG.  It  was  written  on  a  very  cheap,  common  piece  of 
paper,  and  written  on  a  typewriter  and  not  signed;  of  course,  just 
typewrote. 
'  The  Chairman.  What  was  the  post  mark? 

Mr.  BoLUNG.  No  post  mark.  It  w^as  brought  to  the  White  House, 
so  Mr.  Tumulty  told  me,  by  an  old  man,  but  by  the  time  he  got  it 
this  fellow  had  gotten  away.  He  tried  to  catch  him,  but  he  was 
not  quick  enoufirli,  he  could  not  get  him,  but  upon  inquiry  from  the 
guards  there,  they  found  this  old  fellow  had  brought  it  up  there. 

The  Chairman.  What  was  the  occasion  of  your  going  to   Europe? 

Mr.  Rolling.  I  went  over  with  Mr.  Edward  M.  Hurley. 

The  Chairman.  In  connection  with  the  peace  conference? 

Mr.  BoLLiNG.  No,  no ;  in  connection  with  helping  Mr.  Hurley  out 
with  his  work.  Yes  f  he  went  over  at  the  time  of  the  peace  confer- 
ence. 

The  Chairman.  You  were  there  while  the  peace  conference  was 
on? 

Mr.  BoLLiNG.  A  part  of  it ;  yes,  sir. 

The  Chairman.  Mr.  Hurley  was  a  shipping  expert  or  something 
of  that  nature? 

Mr.  BoLLiNG.  He  was  the  chairman  of  the  board. 

The  Chairman.  Yes;  but  in  the  peace  conference  was  he — 

Mr.  BoLLiNG.  He  had  several  shipping  matters  to  attend  to  there. 

The  Chairman.  What  were  you  doing,  what  were  you  helping 
with? 

Mr.  BoLLiNG.  I  was  attending  to  all  of  his  disbursements,  every- 
thing for  the  party. 

The  Chairman.  What  party? 

Mr.  BoLLiNG.  Mr.  Hurley  took  Mr.  Barbour,  who  was  his  secre- 
tary. 

The  Chairman.  Who? 

Mr.  BoLLiNG.  Mr.  Barbour,  his  secretary,  and  Mr.  Bailey,  and  I 
think  that  is  all,  and  Mr.  Hurley,  and  later  Mr.  Robinson  came  over, 
who  was  afterwards  a  commissioner  in  the  Shipping  Board. 

The  Chairman.  Where  did  you  go  in  Europe? 

Mr.  BoLLiNG.  I  went  to  London,  stayed  one  day  and  then  went 
to  Paris  and  stayed  there  the  rest  of  the  time. 

The  Chairman.  Where  did  Mr.  Hurley  go,  if  you  know? 

Mr.  BoLLiNG.  Mr.  Hurley  went  to  London  and  Paris  and  then 
went  up  to  a  place  called  Treves,  at  the  time  of  the  arrangement  for 
the  German  tonnage  to  Bring  the  troops  back. 

The  Chairman.  It  was  in  connection  with  Shipping  Board  busi- 
ness and  matters,  Mr.  Hurley  became  one  of  the  advisers  to  the  peace 
committee,  as  you  understood  it? 

Mr.  BoLLiNG.  I  understood  it  that  way. 

The  Chairman.  Did  he  come  back  with  you? 

Mr.  BoLLTNG.  Yes,  sir. 

The  Chairman.  Who  acted  as  assistant  treasurer  in  your  absence? 

Mr.  BoLLiNG.  Mr.  Luckett,  who  is  assistant  treasurer.  He  is  as- 
sistant treasurer  now  in  charge  of  the  Division  of  Construction. 

The  Chairman.  Have  you  ever  talked  with  Mr.  McAdoo  about 
this  letter? 

Mr.  BoLLiNG.  I  never  have. 

The  Chairman.  Never  have? 
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Mr.  BoLLiNG.  I  have  never  seen  Him  since  I  got  that  letter. 

The  Chairman.  Since  February  7,  1918,  you  have  never  seen  or 
talked  with  Mr.  McAdoo  ? 

Mr.  BoLLiNO.  Not  in  connection  with  that ;  no,  sir.  I  have  never 
mentioned  that  to  Mr.  McAdoo. 

The  Chahiman.  Has  he  ever  mentioned  it  to  you? 

Mr.  BoLLiNG.  No,  sir;  there  was  no  conversation  on  the  subject.  I 
have  not  seen  Mr.  McAdoo. 

The  Chairman.  Who  is  this  assistant  attorney  general  that  you 
spoke  to? 

Mr.  BoLLiNG.  Mr.  Thompson — Mr.  Huston  Thompson. 

The  Chairman.  Is  he  now  on  the  Federal  Trade  Commission  ? 

Mr.  B0L14NG.  Yes,  sir. 

The  Chairman.  Chairman  of  the  board? 

Mr.  BoLLiNG.  I  think  not;  he  is  a  member  of  it — vice  chairman, 
that  is  what  he  is. 

The  Chairman.  How  long  have  you  had  this  letter  ? 

Mr.  BoLiiiNG.  I  have  had  it  since  February,  1919. 

The  Chairman.  Since  February,  1919  ? 

Mr.  BoLUNG.  Yes,  sir. 

The  Chairman.  Since  you  have  had  the  letter,  have  you  talked 
with  Mr.  McAdoo? 

Mr.  BoLLiNG.  No,  sir ;  I  have  never  mentioned  it  to  Mr.  McAdoo. 

The  Chairman.  No,  no ;  I  mean  since  you  have  had  the  letter,  have 
you  talked  with  Mr.  McAdoo  about  anything?  Have  you  met  him 
or  seen  him  since  February,  1919  ? 

Mr^  BoLLiNG.  I  think  I  must  have  seen  him  once,  probably,  or  twice 
since  that ;  ye^  sir. 

The  Chairman.  Was  this  letter  ever  turned  over  to  the  Depart- 
ment of  Justice  ? 

Mr.  BoLLiNG.  I  showed  that  letter  to  Mr.  Huston  Thompson  ? 

The  Chairman.  This  was,  of  course,  some  time  after  you  had  told 
him  about  the  one  that  you  destroyed  ? 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  Did  he  take  it  ? 

Mr.  BoLLiNG.  He  took  it  and  read  it;  yes,  sir. 

The  Chairman.  Did  you  leave  it  with  him? 

Mr.  BoLi.iNG.  At  that  time  he  had  left  the  Department  of  Justice. 

The  Chairman.  I  mean  have  you  shown  this  letter  to  any  official 
of  the  Department  of  Justice,  Mr.  Boiling? 

Mr.  Boiling.  No,  sir ;  I  don't  think  they  have  seen  that  letter. 

The  Chairman,  And  you  have  made  no  effort  to  trace  or  have 
traced  the  origin  of  this  letter? 

Mr.  BoLLiNG.  No,  sir. 

The  (^HAiRMAN.  It  is  a  difficult  matter  to  trace  anonymous  letters? 

Mr.  BoixiNG.  It  is. 

The  Chairman.  It  has  been  done,  though,  hasn't  it? 

Mr.  BoLLiNG.  I  expect  it  has,  sir. 

The  Chairman.  It  can  not  be  done  unless  an  effort  is  made? 

ilr.  BoLLiNG.  Yes,  sir.  That  letter,  of  course,  was  about  three 
months  old  when  I  got  it.    It  was  October  7,  and  I  got  it  in  February. 

The  Chairman.  Do  you  know  when  Mr.  McAdoo  gave  it  to  your 
brother? 
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Mr.  BoLLiNo.  I  don't,  sir;  but  I  can  establish  that.  I  think  it  was 
mailed  to  my  brother  with  a  letter. 

The  Chairman.  From  Mr.  McAdoo  ? 

Mr.  BoLLiNG.  I  think  so;  I  am  not  sure;  I  would  not  swear  to 
that,  sir. 

The  Chairman.  Did  your  brother  tell  you  why  Mr.  McAdoo  sent 
it  to  him  rather  than  to  you  ? 

Mr?  BoLLiNG.  Well,  I  was  away  at  the  time,  sir. 

The  Chairman.  You  were  in  Europe? 

Mr.  Dolling.  Yes,  sir. 

The  Chairman.  I  see.  You  have  heard  about  this  anonymous 
letter — is  that  all  you  have  heard  about  it? 

Mr.  BoLLiNG.  \  es,  sir. 

The  Chairman.  I  think  we  will  have  it  read  into  the  record. 

Mr.  BoLLiNG.  If  you  can  read  part  of  it,  sir,  I  can  not  make  any 
sense  of  it;  that  is,  right  here  [indicating]. 

The  Chairman  (reading) : 

Hotel  McAlpin, 
Broadway  at  S^th  Street^  Neuo  York  City, 
L.  M.  Boomer 

Managing  Director. 
Hon  W  G  McAdo 

Dear  Sib:  Ask  Bowlinpf  of  the  Shipping:  Board  about  that  Forty  Thousand 
Dollars  lie  received  from  the  Doling  Ship  Building  Company— of  which  a  rec- 
ord is  in  the  Booli  of  the  Coniersial  Bank  in  D  C  the  Bank  Examiners  are 
in  their  now  Mr  Sands  has  been  indited  and  if  he  has  to  tell  he  will  not  spare 
anyone.  It  wont  look  so  good  in  print  Mr.  Wilson  Brother  in  Law  mixed  up 
in  a  Scandle  use  your  own  judement  about  this  it  look  the  comptroler  of 
curnesy  want  to  have  same  scandle.  If  so  ask  Williams  about  his  cotten  deal 
Last  week  Send  for  the  banks  book  and  see  for  yourself.  It  has  been  Im- 
poseable  to  see  you. 

I  am  realy  and  old 

Fbeiend  M. 

The  Chairman.  On  the  envelope  appears  the  postmark  "  October 
7,  2  p.  m.j  G.  P.  O.,  1918,"  containing  two  5-cent  postage  stamps  and 
one  3-cent  postage  stamp.  "  Hotel  McAlpin,  Broadway  at  Thirty- 
fourth  Street,  "New  York  City."  Addressed  "  Hon.  William  G.  Mc- 
Adoo, Sectreary  of  U  S  Treasurer,  Washington,  D.  C." 

Written  obliquely  in  the  left-hand  margin  of  the  envelope  is  the 
word  "Personal."  Figures  "99-11"  in  lead  pencil.  Postmarked 
"Washington,  October  7,  11.30  p.  m.,  D.  C,  1918."  With  a  clock 
stamp,  "  October  8th,"  the  time  being  illegible,  the  lead-pencil  figure 
"  4  "  on  the  back  of  the  envelope. 

You  say  this  is  the  second  ? 

Mr.  BoLLTNG.  That  is  the  second  anonymous  letter. 

The  Chairman.  The  second  anonymous  letter? 

Mr.  BoLUNG.  Yes,  sir. 

The  Chairman.  Is  there  anything,  as  you  recall  it,  about  the  first 
letter,  its  language  or  phraseology  different,  though  it  were  in  type- 
writing, which  would  indicate  whether  both  were  written  by  the  same 
person  ? 

Mr.  BoLLiNG.  It  was  right  along  the  same  line,  except  that  Mr. 
Williams  was  not  mentioned.  I  don't  think  that  the  other  was  mis- 
spelled as  this  one  is. 

The  Chairman.  Have  you  ever  investigated  to  see  who  might  have 
sent  that  letter? 
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Mr.  BoLLiNG.  No,  sir ;  I  have  not. 

The  Chairman.  Do  you  know  of  anybody's  handwriting  it  re- 
sembles ? 

Mr.  BoLLiNG.  No,  sir. 

The  Chairman.  Did  Mr.  Sands  ever  pay  you  $1,800,  or  any  such 
sum  as  that,  in  connection  with  any  transaction  oi  any  nature  what- 
ever relating  to  a  shipbuilding  contract  of  the  Providence  Engineer- 
ing Corporation  or  the  Downey  Shipbuilding  Corporation  ? 

Mr.  BoLUNG.  Absolutely  not. 

The  Chairman.  Is  that  the  exact  letter  that  you  wrote  to  Mr. 
Sands  [indicating]  ? 

Mr.  feoLLiNO.  Yes,  sir ;  I  have  a  copy  of  this. 

The  Chairman.  This  is  the  original? 

Mr.  BoLLiNG.  I  say  I  have  a  copy  of  it  here. 

The  Chairman.  No  ;  I  am  asking  you  if  that  is  the  original  letter 
that  you  sent,  Mr.  Boiling? 

Mr.  BoLLiNG.  Yes,  sir ;  and  here  is  a  copy  of  it. 

The  Chairman.  I  don't  care  anything  about  the  copies  when  we 
have  the  original.    This  was  dated  October  18,  1918. 

"Dear  Mr.  Sands."  You  needn't  put  this  letter  in,  as  it  has 
already  been  put  in  our  record ;  and,  Mr.  Boiling,  if  you  will  follow 
along  and  see  if  vou  remember  it  [reading  same]. 

This  is  signed  "  R.  W.  B.— E.  J.  F."  "  E.  J.  F."  being  your 
stenographer  ? 

Mr.  BoLLiNG.  My  stenographer;  yes,  sir 

The  Chairman.  What  was  the  occasion  of  your  writing  that  letter 
to  him? 

Mr.  Bolling.  Why,  Mr.  Sands  importuned  me  to  help  him  in  this 
indictment  that  was  coming  up — wanted  me  to  go  to  the  President 
about  it.  I  told  him  that  I  would  not  go  to  the  President,  that  I 
could  not  go  to  the  President,  that  it  would  do  him  no  good,  and 
that  the  President  would  not  interfere,  and  if  I  was  in  his  fix  myself 
the  President  would  not  interfere;  and  imless,  and  fearing  that  he 
would  not  understand  it,  I  put  it  in  writing.  Mrs.  Sands  called  me 
up  on  the  phone  time  and  time  again  and  asked  me  to  intercede  for 
Mr.  Sands  for  her,  and  I  wuuld  have  been  very  glad  to  do  any- 
thing that  I  could  for  Mr.  Sands,  but  I  would  not  do  that,  and  I 
did  not. 

The  Chairman.  WTien  did  he  ask  you  to  do  this? 

Mr.  Bolling.  I  should  sav,  sir,  all  the  wav  from  October  1 — 
around  October  1,  probablv  a  little  bit  before,  until  that  date. 

The  Chairman.  To  October  18? 

Mr.  Bolling.  Yes,  sir. 

The  Chairman.  This  reference  to  a  talk  last  night,  "When  you 
desired  to  have  me  intervene  in  your  behalf  "  ? 

Mr.  Bolling.  Yes,  sir. 

The  Chairman.  Did  you  have  a  talk  on  the  night  of  October  17, 
1918? 

Mr.  Boijling.  Yes,  sir. 

The  Chairman.  Where? 

Mr.  Bolling.  I  think  in  Mr.  Sands's  rooms;  Mr.  Sands  asked  me 
to  come  down  there  and  see  him;  Mr.  Sands  called  me  up  on  the 

fhone  and  asked  me  to  come  down  there,  that  he  wanted  to  see  me,  so 
went  down,  and  this  is  what  he  wanted  to  see  me  about. 
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The  Chairman.  Had  he  been  indicted  at  that  time? 

Mr.  BoLLiNG.  No,  sir ;  I  think  not. 

The  Chairman.  The  18th  of  October? 

Mr.  BoLLiNG.  I  don't  know  when  the  indictment  came  out;  I 
think  about  that  time — shortly  thereafter  it  came  out. 

The  Chairman.  Was  not  he,  as  a  matter  of  fact,  indicted  in 
September  ? 

Mr.  BoLLlNG.  AVell,  he  may  have  been,  but  I  don't  think  it  had  come 
out.  I  didn't  gather  from  him  that  it  had.  It  might  have,  but  I 
don't  think  so. 

The  Chairman.  Did  you  ever  see  anybody  in  his  behalf? 

Mr.  BoLLiNG.  Xo — well,  I  did ;  yes,  sir ;  one  man. 

The  Chairman.  Whom? 

Mr.  BoLLiNG.  Sands  came  to  see  me,  I  can  not  give  you  the  date 
exactly,  but  around  the  1st  of  October,  I  believe;  I  can  determine 
that  date  probably,  about  September  28  or  29,  at  my  home,  the  first 
that  I  had  heard  of  his  trouble,  and  he  was  almost  crazy,  in  mental 
agony,  and  asked  me  if  I  would  go  with  him  and  go  over  and  see 
Senator  Owen.  I  told  him  I  didn't  even  know  Senator  Owen.  Well, 
he  said,  "  I  want  you  to  go  over  there,  they  are  just  persecuting  me 
down  there  in  the  bank,  the  bank  examiner,  and  hear  what  I  have 
got  to  say  to  Owen,"  and  I  went  over  and  listened  for  about  an  hour 
and  that  is  about  all  that  I  did. 

The  Chairman.  Did  vou  see  Senator  Owen  ? 

Mr.  BoLLiNG.  Yes,  sir :  I  did. 

The  Chairman.  Where? 

Mr.  BoLLiNG.  In  his  apartment  in  Washington. 

The  Chairman.  Where? 

Mr.  BoixiNG.  I  can  not  remember  the  name  of  the  building.  It 
is  the — well,  it  is  on  (Columbia  Road,  near  Nineteenth,  put  it  down — 
the  Altamont,  at  the  time. 

The  Chairman.  What  did  you  ask  him  to  do  ? 

Mr.  BoLLiNG.  I  did  not  ask  him  a  thing,  Sands  recited  his  story 
to  him  at  that  time. 

The  Chairman.  You  just  stood  there  and  listened  to  it? 

Mr.  BoLLiNG.  I  listened  to  the  story. 

The  Chairman.  Were  you  introduced  to  the  Senator? 

Mr.  BoLLiNG.  Yes.  sir. 

The  Chairman.  What  did  the  Senator  say  ? 

Mr.  BoLLiNO.  Well,  the  Senator  listened  and  said — ^he  seemed  fb 
*  be  very  sympathetic,  I  don't  know  that  he  promised  to  do  anything. 
That  IS  the  only  thing  that  I  ever  did  for  Mr.  Sands,  and  1  abso- 
lutely thought  that  morning — I  thought  he  would  go  crazy  if  I 
didn  t  go  with  him,  he  was  in  mental  agony. 

The  Chairman.  W^hat  did  he  tell  you  w^as  the  trouble? 

Mr.  BoLLiNG.  Well,  he  told  me  that  he  had  been  pei*secuted  by  the 
bank  examiner,  and  that  it  was  not  confined  to  him,  that  there  were 
several  other  people  that  complained,  and  that  he  wanted  me  to  hear 
the  story. 

The  Chairman.  What  was  the  story? 

Mr.  BoLLiNG.  Well,  really.  Sands  just  went  off  berating'  the  bank 
examiners — there  Avas  nothing  about  a  charge,  the  charge  did  not 
come  out  at  all — to  Senator  Owen — but  his  whole  argument  was  that 
these  men  did  not  like  him  personally,  and  that  he  had  frietion  with 
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them  and  that  they  had  almost  come  to  blows  in  the  Comptroller  of 
Currency's  office,  and  that  they  had  it  in  for  him  and  that  he  was  an 
innocent  man  and  was  being  persecuted.  That  is  about  the  gist  of 
the  argument. 

The  Chairman.  Now,  what  did  he  tell  you  on  the  night  of  October 
17,  when  his  wife  telephoned  you  to  call? 

Mr.  BoLLiNG.  That  he  wanted  me  to  go  to  the  President. 

The  Chairman.  For  what? 

Mr.  BoLLiNo.  To  stop  this  indictment ;  that  is  the  reason  I  didn't 
think  it  was  out  at  that  time,  because  it  could  not  have  been  stopped. 

The  Chairman.  What  did  he  sav? 

Mr.  BoLLiNG.  Well,  he  asked  me  to  go,  and  his  wife  asked  me,  and 
she  said  that  the  President  could  fix  this  thing ;  stop  it.  I  told  them 
that  if  he  could^  that  he  would  not ;  that  I  knew  him  too  well ;  that 
he  would  not  do  it  for  me  if  I  was  in  the  same  fix.  After  that  Sands 
did  not  threaten  me ;  I  would  not  say  that  he  did  in  any  way,  shape, 
or  form,  but  he  intimated  or  said  that  my  name  might  become  con- 
nected in  some  way  with  it  so  it  might  be  very  unpleasant.         ^ 

The  Chairman.  Well,  how  long  after  that  evening  of  October  17, 
1918,  was  it  that  Mr.  Sands  intimated  to  you  that  something  un- 
pleasant might  come  ?  • 

Mr.  BoLLiNG.  Oh,  I  think  very,  very  shortly  thereafter;  it  might 
have  been  even  before  that. 

The  Chairman.  You  think  it  may  be  before  ? 

Mr.  BoLLriNG.  It  may  have  been  even  before — no;  it  was  after; 
it  was  after. 

The  Chairman.  It  was  after? 

Mr.  BoLUNG.  Yes. 

The  Chairman.  Was  it,  then,  after  you  wrot'fe  him  this  letter  he 
besought  your  help  ? 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  And  asked  you  to  intercede  with  the  President? 

Mr.  BoLLiNG.  Yes,  sir;  on  several. occasions. 

The  Chairman.  How  many  times  prior  to  October  17, 1918,  had  he 
asked  you  to  help  him  with  the  President? 

Mr.  BoLLiNG.  Oh,  I  should  say,  three  or  four  times;  he  had  had 
his  wife  call  me  at  mv  home. 

The  Chairman.  Well,  did  you  even  mention  this  matter  to  the 
President  ? 

Mr.  BoLLiNG.  Xo,  sir:  I  did  not,  not  at  that  time. 

The  Chairman.  Or  to  anvbodv  of  the  President's  familv? 

Mr.  BoLLiNG.  No,  sir:  not  at  that  time. 

The  Chairman.  Have  you  since? 

Mr.  BoLLiNG.  Since  the  thing  has  come  out  in  the  papers  I  have,  sir. 

The  Chairman.  But  T  meiin  you  haven't  mentioned  it  in  the  way 
of  assisting  him? 

Mr.  Bolling.  Xo:  the  first  that  they  heard  of  it,  sir — and  I  wish 
it  very  distinctly  understood — was  Sunday,  last  Sunday  week. 

The  Chairman.  Xow,  you  knew  from  the  anonymous  letters  and 
otherwise  that  this  story  had  been  going  the  rounds;  didn't  you? 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  How  long  have  you  known — that  is,  how  long  ago 
was  it  that  you  first  heard  that  this  story  was  being  circulated  and 
whispered  about,  pointing  toward  you? 
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Mr.  BoLLiNG.  You  mean,  referring  to  the  anonymous  letter  now  ? 

The  Chairman.  No,  sir. 

Mr.  BoLLiNG.  You  mean  that  the  story  actually  came  out  about  it? 

The  Chairman.  No;  I  mean  when  was  it  that  you  first  knew  or 
heard  that  anybody  charged  you  with  participating  in  a  commission 
or  a  gift  or  a  bribe  in  connection  with  a  contract? 

Mr.  BoLLiNG.  I  should  say  around  June  of  this  year,  sir. 

The  Chairman.  June  of  this  year? 

^^^  fly 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  That  was  the  first  that  you  had  heard  of  it? 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  When  were  you  appointed  treasurer  ? 

Mr.  BoLLiNG.  I  was  appointed  treasurer  May  1. 

The  Chairman.  May  1? 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  Had  you  not  heard  of  this  before  you  were  ap- 
pointed treasurer? 

Mr.  BoLLiNG.  Not  that  the  story  had  come  out  in  regard  to  it ;  of 
course  I  knew  the  story. 

The  Chairman.  What  I  want  to  know,  Mr.  Boiling,  is :  When  did 
you  first  learn  that  there  were  any  rumors  or  whispers  or  stories? 

•Mr.  Bolling.  Just  in  May  or  June. 

The  Chairman.  Well,  didn't  you  know  about  it  before  you  were 
appointed  treasurer  ? 

Mr.  Bolling.  Well,  I  did  not — ^yes;  I  knew  about  it  myself. 

The  Chairman.  When  did  you  first  learn  about  it? 

Mr.  Bolling.  I  didn't  know  about  the  rumors  then;  no,  sir;  I 
did  not;  when  I  was  appointed  treasurer  I  had  not  heard  a  word 
of  it. 

The  Chairman.  Hadn't  heard  a  word  of  it  ? 

Mr.  Bolling.  No,  sir;  not  up  to  May  1,  that  I  know. 

The  Chairman.  Well,  what  had  you  heard  about  it  outside  of 
the  anonymous  letters? 

Mr.  Bolling.  Nothing. 

The  Chairman.  Not  a  thing? 

Mr.  Bolling.  No,  sir. 

The  Chairman.  Didn't  you  know  that  Mr.  Sands  had  made  a 
charge  against  you? 

Mr.  Bolling.  No,  sir. 

The  Chairman.  Frior  to  your  being  appointed  treasurer? 

Mr.  Bolling.  No,  sir ;  not  untU  after  May  1. 

The  Chairman.  From  whom  did  you  first  hear  it? 

Mr.  Bolling.  Now,  I  think,  sir — I  think  Mr.  Meehan  told  me;  I 
think  he  was  the  first  man  to  tell  me  about  it. 

The  Chairman.  Was  that  the  occasion  when  you  turned  over  all 
your  papers  and  books  to  Mr.  Meehan?" 

Mr.  Bolling.  Yes,  sir. 

The  Chairman.  Now,  did  Mr.  Sands  ever  threaten  you,  to  involve 
you  in  the  Downey  shipbuilding  matter? 

Mr.  Bolling.  jfo,  sir.  ^ 

The  Chairman.  Did  he  ever  threaten  to  involve  you  in  anything? 

Mr.  Bolling.  No,  sir ;  he  did  not  threaten  me  at  all.  He  said  that 
it  might  be  unpleasant  because  I  might  become  involved  in  it,  inti- 
mated. 
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The  Chairman.  In  what;  become  involved  in  what? 

Mr.  BoLLiNO.  If  his  trial  went  on,  that  my  name  might  be  brought 
into  it. 

The  Chairman.  Into  his  trial? 

Mr.  BoLLiNO.  Yes,  sir ;  into  the  bank  trouble. 

The  Chairman.  In  the  offense  for  which  he  would  be  tried? 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  When  did  he  say  that  ? 

Mr.  BoLLiNG.  That  was  around  the  time  that  I  wrote  him  this 
letter,  sir. 

The  Chairman.  Do  you  know  a  Mr.  New  ? 

Mr.  BoLLiNo.  Yes,  sir. 

The  Chairman.  Is  he  with  the  Shipping  Board  or  Fleet  Corpora- 
tion? 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  In  what  capacity  ? 

Mr.  BoLLiNG.  He  is  assistant  comptroller  now;  I  think  he  has 
charge  of  the  credit  department. 

The  Chairman.  How  long  have  you  known  him  ? 

Mr.  BoLLiNG.  I  have  known  him,  I  have  known  Mr.  New  about 
a  year,  I  should  say.  I  have  known  him  now  since  the  Emergency 
Fleet  was  moved  from  Philadelphia  to  Washington ;  I  didn't  know 
him  prior  to  that. 

The  Chairman,  The  committee  will  recess  here  for  luncheon,  Mr. 
Boiling;  you  will  be  back  with  your  records  at  2  o'clock. 

(Recess  until  2  p.  m.) 

AFTER  recess. 

TESTIMONY  OF  MB.  BICHABB  W.  BOIUHG^Besumed. 

The  Chairman.  The  committee  will  resume.  I  hand  you,  Mr* 
Boiling,  a  pKotostat  copy  of  a  statement  in  affidavit  form,  not  signed, 
and  ask  you  if  you  have  ever  seen  that  document,  or  one  like  it? 

Mr.  BoLLTNG.  I  think  I  have  seen  one  like  it,  sir. 

The  Chairman.  Who  showed  that  to  you  ? 

Mr.  BoLLiNG.  Mr.  Meehan. 

The  Chairman.  When? 

Mr.  BoLLiNG.  Around  May  or  June  of  this  year,  sir. 

The  Chairman.  That  was  when  he  came  and  made  the  examina- 
tion of  your  books  and  papers? 

Mr.  SoLLiNG.  Yes,  sir. 

The  Chairman.  How  long  had  you  known  Mr.  Cranor  ? 

Mr.  BoLLiNG.  Since  February,  1917, 1  would  say,  sir;  1918, 1  mean. 

The  Chairman.  And  how  long  had  you  known  Mr.  Sisler? 

Mr.  BoLLiNG.  Mr.  Sisler,  since  probably  September,  1917. 

The  Chairman.  Did  you  ever  have  any  understanding  or  agree- 
ment with  Mr.  Sands  in  connection  with  the  division  or  apportion- 
ment or  payment  or  the  distribution  of  any  sum  of  money  to  bepaid 
by  the  Downey  Shipbuilding  Corporation  or  the  Providence  Engi- 
neering Corporation,  as  commission  or  bribe  in  connection  with  the 
contract  ? 

Mr.  BoLLiNG.  Neither  with  those,  sir,  nor  with  any  other. 
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The  Chairman.  I  was  asking  you  when  you  first  Heard  this  story. 
You  say  that  it  was  in  June  of  this  year,  after  you  had  been  ap- 
pointed treasurer? 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  And  from  whom  did  you  hear  it  first? 

Mr.  BoLLiNG.  I  think  Mr.  Meehan  first. 

The  Chairman.  Well,  had  you  talked  with  Mr.  Tweedale  about  it 
before  ? 

Mr.  BoLLiNG.  I  had  told  Mr.  Tweedale  of  these  letters,  all  of  that 
before;  yes,  sir. 

The  Chairman.  About  these  anonymous  letters? 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  Well,  did  you  tell  him  also  about  Mr.  Sands  ofFer- 
ins  to  divide  this  commission  for  getting  the  bending  rolls  with  youl 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  And  about  the  house  transaction?    • 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  And  all  of  your  dealings  with  Sands? 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  Who  next  did  you  tell  about  it? 

Mr.  BoLLiNG.  Admiral  Benson. 

The  Chairman,  Did  you  voluntarily  seek  an  interview  with  him 
for  the  purpose? 

Mr.  BoLLiNG.  I  did,  sir. 

The  Chairman.  When  was  that? 

Mr.  BoLLiNG.  Shortly  after  the  admiral  came  with  the  board,  sir. 

The  Chairman.  Had  you  been  appointed  treasurer? 

Mr.  BoLLiNG.  No,  sir ;  not  at  that  time. 

The  Chairman.  Since  you  have  been  appointed  treasurer,  and 
since  you  have  told  the  admiral  and  Mr.  Tweedale  about  the  circum- 
stances of  Mr.  Sands  offering  to  share  this  commission  with  you,  have 
you  still  heard  these  stories  and  rumors  going  around? 

Mr.  BoLLiNo.  Yes,  sir. 

The  Chairman.  And  has  anybody  else  been  to  see  you  about  the 
matter  besides  Mr.  Meehan  and  besides  what  you  told  Mr.  Tweedale 
and  Admiral  Benson  ? 

Mr.  BoLLiNG.  Nobody  else,  sir,  that  I  can  think  of. 

The  Chairman.  Did  Mr.  Houston  Thompson  come  to  see  you 
again  ? 

Mr.  BoixiNO.  No,  sir. 

The  Chairman.  You  told  him  about  the  anonymous  letter  shortly 
after  you  heard  of  it  yourself? 

Mr.BoLLTNG.  After ;  yes,  sir. 

The  Chairman.  Did  any  other  agent  of  the  Department  of  Justice 
come  to  see  you  about  it  ? 

Mr.  BoLLiNO.  No,  sir. 

The  Chairman.  From  whom  else  did  you  hear  that  these  stories 
were  going  around,  that  this  whispering  was  going  on  about  this 
charge  against  you  ? 

Mr.  BoLLiNG.  Oh,  two  or  three  people  mentioned  it  or  intimated 
that  there  was  something,  and  that  supposedly  I  knew  about  it  and 
they  knew  about  it. 

I'he  Chairman.  Who  might  they  be  ? 
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Mr.  BoLLiNo.  I  think  Mr.  Wren  is  one,  who  was  in  the  ship  sales 
division ;  probably  Mr. — I  think  Mr.  Laue  mentioned  it  to  me. 

The  Chairman.  Did  you  ever  ask  Admiral  Benson  to  have  a  thor- 
ough investigation  of  this  matter  made  and  the  results  announced? 

Mr.  BoLLiNG.  I  do  not  think  I  put  it  to  him  in  those  words,  sir; 
but  that  is  the  object  that  I  had  in  going  to  the  admiral,  so  that  he 
might  make  an  investigation. 

The  Chairman.  Well,  was  there  an  investigation  made? 

Mr.  BoLLiNG.  I  understand  that  there  was,  sir. 

The  Chairman.  Xobody  else  talked  with  you  about  it  except  Mr. 
Meehan  ? 

Mr.  BoLLiNG.  Xo^ir. 

The  Chairman.  Did  you  ever  talk  with  Mr.  Tweedale  about  it 
again  ? 

Mr.  Bulling.  Oh,  yes ;  I  talked  to  him  several  times  about  it. 

The  Chairman.  v\'  hat  would  be  the  occasion  of  your  talking  with 
him  about  it  several  times,  after  you  had  told  him  the  whole  story  ? 

Mr.  BoLLiNG.  Well,  this  affidavit  had  been  made  since. 

The  Chairman.  The  Sands  statement? 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  Then  you  went  and  talked  with  Mr.  Tweedale 
again? 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  And  did  you  remember  any  new  incidents  in  con- 
nection with  the  matter,  at  which  you  told  him  at  your  subsequent 
interviews,  that  you  did  not  tell  him  at  the  first  ? 

Mr.  BoLLiNG.  No,  sir. 

The  Chairman.  Did  you  talk  with  the  admiral  about  it  again? 

Mr.  BoLLiNG.  I  only  talked  to  the  admiral  that  once,  I  think,  sir. 

The  Chairman.  On  this  occasion  when  you  made  your  statement 
in  the  presence  of  the  admiral  and  various  members  of  the  press,  some 
member  of  the  press  there  said : 

It  has  been  stated  that  because  of  your  connection  with  the  President,  they 
centered  a  lar^je  part  of  the  attack  on  you.  It  has  been  rumored  quite  freely, 
almost  from  the  beginning  of  this  committee,  that  because  of  your  connection 
with  the  President  they  centered  the  attack  on  you. 

And  you  replied : 

Apparently  they  have.  It  would  seem  so.  I  think  that  the  fair  and  just 
thing  to  do  would  have  been  to  investigate,  and  then  make  the  things  public. 

Did  you  say  that  ? 

Mr.  BoLLiNG.  I  expect  I  did,  sir. 

The  Chairman.  Well,  now,  what  did  ypu  mean  that  the  attack 
had  been  centered  upon  you? 

Mr.  BoLLiXG.  Well,  it  had  come  out  that  day,  this  whole  thing  in 
headlines,  and  of  course  it  was  not  a  very  pleasant  thing. 

The  Chairman.  You  were  considerably  agitated? 

Mr.  BoLLiNO.  I  was,  sir. 

The  Chairman.  About  that,  at  the  publicity? 

I^Ir  BoLLiNG.  I  was  sir. 

The  Chairman.  You  felt  that  the  committee  was  making  a  direct 

attack  upon  you  ? 

Mr.  Rolling.  Xo,  sir ;  T  did  not ;  not  the  cominittee,  sir. 
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The  Chairman.  Whom  did  you  mean  had  centered  the  attack  ? 

Mr.  BoLLiNG.  Well  I  thought  that  in  investigating  it  I  could  have 
thrown  a  great  deal  of  light  on  the  subject  had  they  asked  me,  or 
had  the  investigators  asked  me ;  and  of  course  they  did  not. 

The  Chairman.  Well,  you  mean  Mr.  Fisher  ? 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  Representing  the  committee? 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  You  did  not  know,  of  course,  whether  Mr.  Fisher 
had  talked  with  Mr.  Meehan? 

Mr.  BoLLTNG.  No,  sir. 

The  Chairman.  Ur  Mr.  Tweedale? 

Mr.  BoLLiNG.  Well,  I  did  know  that  he  had  talked  to  Mr.  Twee- 
dale. 

The  Chairman.  Had  it  occurred  to  you  that  in  investigating  a 
serious  charge,  involving  an  official  of  the  Shipping  Board,  perhaps 
the  thing  to  do  would  t^  to  hear  the  stories  and  the  supporting  evi- 
dence of  other  people  who  knew,  first,  before  asking  the  man  in- 
volved about  it? 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  Did  that  occur  to  you? 

Mr.  BoLLiNG.  Yes ;  it  occurs  to  me  now,  sir,  and  I  want  the  inves- 
tigation made  as  thorough  as  possible. 

The  Chairman.  You  are  stul  in  the  same  frame  of  mind  as  when 
you  sent  the  telegram  to  me  asking  the  committee  to  investigate? 

Mr.  BoLLiNG.  I  am,  sir. 

The  Chairman.  You  want  this  investigation  made  by  the  com- 
mittee thoroughly,  publicly,  and  the  facts  brought  out? 

Mr.  BoLLiNG.  Absolutely,  sir. 

The  Chairman.  I  may  have  asked  you  this  question  before,  Mr. 
Boiling:  Did  you  ever  meet  Mr.  Sisler  in  Mr.  Sands's  rooms? 

Mr.  BoiiLiNG.  I  think  once. 

The  Chairman.  Do  you  know  what  was  the  occasion  of  his  being 
there? 

Mr.  BoLLiNG.  The  occasion  for  being  there  was  the  gravel  company 
that  Mr.  Sisler  was  promoting  or  starting  at  Bladensburg,  Md.,  for 
the  purpose  of  dredging  gravel,  and  he  wanted  to  get  this  company 
financed.  Mr.  Sisler  wanSsd  me  to  go  into  it,  but  I  was  unable  to  do 
it;  I  did  not  have  the  money  to  do  it.  I  think  it  was  a  very  good 
thing. 

The  Chairman.  Did  you  ever  hear  any  other  matter  discussed? 

Mr.  BoLLiNG.  No,  sir. 

The  Chairman.  And  that  is  the  only  time  you  ever  saw  Mr.  Sisler 
there? 

Mr.  BoLLiNG.  That  is  the  only  time  that  I  ever  saw  Mr.  Sisler  in 
Mr.  Sands's  rooms. 

The  Chairman.  Well,  did  you  ever  see  Mr.  Sisler  at  the  Com- 
mercial National  Bank? 

Mr.  BoLLiNG.  No,  sir. 

The  Chairman.  Did  you  ever  see  him  anywhere  else,  talking  with 
Mr.  Sands? 

Mr.  BoLLTNG.  No,  sir. 

The  Chairman.  Did  Mr.  McAdoo  ever  tell  you  that  he  had  heard 
from  Mr.  Sands  in  connection  with  his  indictment? 
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Mr.  BoLLiNG.  No,  sir. 

The  Chairman.  In  your  capacity  as  treasurer  of  the  Shipping 
Board,  you  had  occasion  to  sign  checks  on  account  of  payments  to 
the  Providence  Engineering  Corporation  or  the  Downey  Shipbuild- 
ing Corporation  ? 

Mr.  BbiiLiNG.  No,  sir. 

The  Chairman.  Who  does  that? 

Mr.  BoLLiNG.  We  have  two  assistant  treasurers.  Mr.  H.  M. 
Luckett  at  that  time  was  assistant  treasurer  in  charge  of  the  con- 
struction, and  I  was  in  charge  of  the  operations,  and  unless  some 
financial  transaction  arising  from  the  operation  of  that  occurred,  I 
would  never  have  signed  a  check  to  the  Providence  or  the  Downey 
people. 

The  Chairman.  Well,  have  you  since  that  time? 

Mr.  BoLLiNG.  None  that  I  recall,  sir. 

The  Chairman.  Have  you  ever  been  called  into  conference  by 
Mr.  New  or  anybody  in  the  credit  department  with  reference  to 
financing  the  Downey  concern? 

Mr.  BoiiLiNG.  No^ir.  * 

The  Chairman.  Did  Mr.  Sands  send  anybody  else  to  you  after 
that? 

Mr.  BoLLiNG.  He  once  sent  a  man  to  me,  I  do  not  know  whether 
it  was  before  or  after  that,  who  as  I  remember  was  a  banker  from 
Pittsburgh,  and  it  was  during  the  Liberty  loan  drive,  and  this  man 
wanted  to  procure  an  aeroplane  to  exhibit  in  his  bank;  and  Sands 
sent  him  down  with  his  card  to  know  if  I  could  get  him  the  aero- 
plane. 

The  Chairman.  Wanted  to  know  if  you  could  what  ? 

Mr.  BoLLiNG.  If  I  could  put  him  in  touch  with  somebody  who 
could  give  him  an  aeroplane  to  exhibit;  and  I  sent  him  to  the  War 
Department.  That  is  all  I  did  with  that.  I  do  not  know  whether  he 
ever  got  the  aeroplane. 

The  Chairman.  Did  you  state  in  the  presence  of  Admiral  .Benson 
to  the  members  of  the  press  that  "  Mr.  Sands  used  to  send  a  great 
many  people  to  me  "  ? 

Mr.  BoLLiNO.  T  may  have. 

The  Chairman.  "I  remember  once  one  fellow  in  Pittsburgh,  a 
national  bank  man,  wanted  an  aeroplane  to  exhibit  on  a  Liberty  loan. 
Sands  sent  him  here  to  inquire.  I  don't  care  what  Sands  wanted, 
he  would  call  on  me  to  help  him  out." 

Mr.  BoLLiNo.  Yes;  Sands  would — I  can  not  recall  anybody  else 
that  he  ever  sent.    Those  are  the  only  two  that  I  can  recall  now,  sir. 

The  Chairman.  Well,  how  did  you  happen  to  say  he  used  to  send 
a  great  many  to  vou  at  time  ? 

Mr.  BoLLiXG.  Well,  he  probably  did  send  other  people  to  me,  but 
I  can  not  remember  them  now. 

The  Chairman.  Do  you  recall  his  sending  anybody  else  to  you 

Mr.  BoLLiNG.  No,  sir. 

The  Chairman.  Just  a  moment  until  I  finish  my  question. 

Mr.  BoixiNG.  I  beg  your  pardon. 

The  Chairman.  Do  you  recall  his  sending  anybody  else  to  you  as 
a  result  of  which  you  communicated  with  Mr.  Sisler  or  any  other 
Shipping  Board  officer  or  employee,  by  way  of  assisting  the  person 
whom  Sands  had  sent  to  see  you  ? 

Mr.  BoijjNO.  No,  sir;  absolutely  not. 
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The  Chairman.  You  do  not  recall  that? 

Mr.  BoLLiNG.  No,  sir. 

The  Chairman.  What  was  the  particular  reason,  on  October  18, 
1918,  that  you  put  in  writing  your  desire  not  to  intercede  with  the 
President  or  anybody  else,  to  help  Mr.  Sands  out  of  his  difficulty? 

Mr.  BoLLiNG.  Simply  because  I  had  received  these  anon3'mous 
letters  before,  threatening  me. 

The  Chairman.  Threatening  you? 

Mr.  BoLLiNG.  Well,  this  one  did.  I  had  not  received  the  other 
one.     I  received  one  before. 

The  Chairman.  I  thought  you  had  received  the  one  from  Mr. 
Tumulty  ? 

Mr.  fioLLiNG.  Yes,  sir. 

The  Chairman.  What  was  there  about  that  anonymous  letter 
which  Mr.  Tumulty  showed  you  and  which  you  destroyed  which 
prompted  you  a  few  days  afterwards  to  write  this  letter  to  Mr. 
Sands  ? 

Mr.  BoLLiNG.  Well,  I^think  it  would  be  a  very  natural  thing. 

The  Chairman.  Why  ? 

Mr.  BoLLiNG.  Simply  because  my  name  was  mentioned  in  connec- 
tion with  this  thing  and  that  I  wanted  to  go  on  record  and  have  a 
record  of  going  on  record. 

The  Chairman.  Your  name  was  mentioned  in  connection  with 
what  thing? 

Mr.  BoLLiNG.  This  Downey  contract. 

The  Chairman.  Well,  did  you  think  Sands  was  connected  with 
the  Downey  contract? 

Mr.  BoLLiNG.  No ;  but  it  said  that  I  was. 

The  Chairman.  Yes;  it  said  you  were;  and  you  knew  you  were 
not. 

Mr.  BoLLiNG.  I  knew  I  was  not. 

The  Chairman.  Why  did  you  write  Sands  that  you  would  not 
help  him  out  of  his  trouble,  as  a  result  of  connecting  you  with  the 
Downey  Corporation? 

Mr.  BoLLiNo.  I  had  already  told  Sands  that  I  would  not  help  him 
out,  sir. 

The  Chairman.  Yes ;  but  what  was  the  reason  that  you  put  it  in 
writing,  Mr.  Boiling? 

Mr.  BoLLiNG.  Well,  to  have  a  record  of  it.  sir. 

The  Chairman.  Just  to  have  a  record  of  it  ? 

Ml'.  BoLLiNG.  That  is  it,  sir. 

The  Chairman.  Why  did  you  want  to  have  a  record  of  it? 

Mr.  BoLLiNG.  Well,  for  every  reason  I  think  it  was  well  to  have  a 
record,  sir. 

The  Chairman.  That  was  the  reason? 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  For  every  reason  you  wanted  a  record  of  it? 

Mr.  Bqlling.  Absolutely,  sir. 

The  Chairman.  Well,  can  you  think  of  any  particular  reason  why 
you  wanted  to  have  that  in  writing,  that  vou  had  written  Mr.  Sands 
you  would  not  help  him  out?  Can  you  think  of  any  particular  rea- 
son now  to  tell  the  committee. 
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Mr.  BoLiJNG.  Well,  the  letter  was  a  threat^  practically,  that  un- 
Ifcss  I  did  something  this  thing  would  be  made  public.  I  therefore 
sent  that  letter  to  have  a  record  of  the  fact  that  I  did  not  do  any- 
thing.   I  think  that  was  a  very  good  reason. 

The  Chairman.  Now,  do  I  understand  that  this  anonymous  letter 
was  a  threat  that  unless  you  did  something  to  help  Sands  the  thing 
would  be  made  public  ? 

Mr.  BoLLiNG.  Well,  it  was  couched  in  about  the  same  terms  as  the 
one  you  have  read,  sir. 

The  Chairman,  Quoting  from  the  letter,  it  contains  this  lan- 
guage, and  I  want  to  ask  you  if  this  is  what  you  referred  to :  "  Mr. 
Sands  has  been  indicted  and  if  he  has  to  tell  he  will  not  spare  any- 
one. It  won't  look  so  good  in  front,  Mr.  Wilson's  brother-in-law 
mixed  up  in  a  scandal."    That  is  the  part  you  meant? 

Mr.  BoLLiNG.  Yes.  sir. 

The  Chairman.  And  there  was  a  similar  threat  or  intimation  in 
the  typewritten  letter  which  you  destroyed? 

Mr.  BoLi^iNG.  Yes. 

The  Chairman.  This  letter  from  Mr.  Tumulty  was  a  few  days 
later  in  date? 

Mr.  BoLLiNG.  No,  sir ;  I  think  it  was  prior  to  that. 

The  Chairman.  Prior? 

Mr.  BoiJLiNG.  Yes,  sir. 

The  Chairman.  How  long  prior? 

Mr.  BoLLiNG.  I  would  say  it  was  prior,  because  I  never  got  this 
letter  until  February. 

The  Chairman.  No;  I  know  it;  but  when  did  vou  see  the  other 
letter? 

Mr.  BoLLiNG.  T\Tiy,  around  October  1. 

The  Chairman.  Around  October  1? 

Mr.  BoLiiiNG.  Yes,  sir. 

The  Chairman.  Well,  then,  why  did  you  wait  18  days  before  you 
put  your  letter  to  Mr.  Sands  in  writing?  He  had  seen  you  about 
interceding  with  the  President  before  that,  had  he  not  ? 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  Why  did  you  wait  so  long  before  putting  it  in 
writing? 

Mr.  BoLLiNG.  Well,  he  had  seen  me  several  times  about  it.  That 
was  the  culmination ;  this  letter. 

The  Chairman.  Oh,  yes. 

Mr.  BoLLiNG.  That  is  when  I  absolutely  refused  to  do  it  in  writing. 
He  liad  seen  me  five  or  six  times;  his  wife  had  called  on  me  at  home. 

The  Chairman.  Has  he  seen  you  since? 

Mr.  BoLLiNG.  I  heg  your  pardon,  sir? 

The  Chairman.  Has  he  seen  you  since? 

Mr.  BoLLiNG.  No,  sir. 

The  Chairman.  Is  that  the  last  time  you  ever  saw  Mr.  Sands? 

Mr.  BoLLiNO.  Well,  I  have  seen  him  on  the  street,  and  I  have  seen 
him  one  since;  yes,  sir. 

The  Chairman.  Talked  with  him? 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  How  long  ago? 

Mr.  BoLUNG.  July  14, 1919, 1  saw  him  [referring  to  memoranda]. 

The  Chairman.  Have  you  a  letter  there  from  him  ? 
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Mr.  BoLLiNG.  Have  I  letter  from  him? 

The  Chairman.  From  Mr.  Sands? 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  Will  you  let  us  see  it,  please  ? 

Mr.  BoLLiNG.  Here  are  some  letters  that  I  have  received  verv  re- 
cently  from  Sands.  This  one  is  written  on  the  bank — a  notice  from 
the  bank  that  his  note  was  due,  if  you  will  read  it,  sir  [tendering 
paper  to  the  chairman]. 

The  Chairman.  This  is  a  notice  that  a  note  for  $913.80  would  be 
due  the  Commercial  National  Bank  of  Washington.  D.  C,  on  August 
17,  1920,  addressed  to  T.  K.  Sands,  2139  ^Vyoming  Avenue  NW., 
Washington,  D.  C  •  on  the  back  of  which  is  in  pencil  a  message.  Is 
that  Mr.  Tucker  K.  Sands's  handwriting? 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  You  know  that? 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman  (reading).  "My  dear  Boiling:  Please  indorse  this 
and  send  to  Commercial."  Is  that  Commercial  an  abbreviation  for 
Commercial  ? 

Mr.  Sands.  Commercial;  yes,  sir;  "can  not  pay  anything." 

The  Chairman  (reading).  "Can  not  pay  anything  this  time. 
Hope  to  do  better  next.  Am  doing  right  well  in  New  York.  Stop 
in  to  see  me  when  here.  Yours,  sincerely,  T.  K.  Sands,  Lorraine 
Hotel,  New  York."    When  did  you  receive  that? 

Mr.  BoLLiNG.  I  suppose,  sir,  around  this  date.  Unfortunately  I 
did  not  keep  that  envelope ;  August  17. 

The  Chairman.  Probably  a  little  before  that  date;  before  the 
note  was  due? 

Mr.  BoLLiNG.  Probably  a  little  before.  This  one  I  kept  the  en- 
velope; this  is  the  last  one  [producing  paper]. 

The  Chairman.  Did  you  indorse  that  note? 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  Last  August? 

Mr.  BoLLiNG.  Yes,  sir. 
,  The  Chairman.  And  returned  it  to  him? 

Mr.  BoLLTNG.  Oh,  I  went  to  the  bank  and  indorsed  it. 

The  Chairman.  You  went  to  the  bank  and  indorsed  it,  did  you  ? 

Mr.  BoLLTNG.  No ;  "  Please  indorse  this  and  send  to  the  Commer- 
cial." This  one  he  inclosed  evidently  with  this,  and  I  took  it  to  the 
bank  myself.    That  one,  I  think,  went  to  the  bank. 

The  Chairman.  This  is  a  letter  of  October  14,  1920.  Halstead  & 
Harrison  letterhead,  71  Broadway,  New  York;  the  letter  evidently 
written  at  511  Fiftli  Avenue,  New  York: 

My  Dear  Bolltxg:  I  am  sendinj:  a  renewal  note  to  Cahill  to-day  for  $900. 
Please  call  there  and  indorse  it.  Sorry  couldn't  curtail,  but  am  not  in  position 
to  do  so  right  now.  I  will  appreciate  your  kindness  in  this  matter.  With  kind 
regards, 

'  Sincerely, 

T.  K.  Sands. 

You  say  you  kept  the  envelope  for  this  letter  ? 

Mr.  BoLLiNG.  les,  sir:  I  think  that  is  the  one,  sir  [producing  en- 
velope].    That  date  corresponds:  it  is  either  the  one  or  the  other. 

The  Chairman.  The  envelope  apparentlv  is  for  the  notice,  Mr. 
Boiling? 
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Mr.^^BoLLiNG.  Well,  this  is  the  one,  then.  I  beg  your  pardon,  sir,  it 
it  is  the  first  one. 

The  Chairman.  The  envelope  is  postmarked  New  York,  August  14, 
1920.  Written  through  the  postmark  is  the  word  "  Personal,"  ad- 
dressed to  R.  W.  Bollinff,  Esq.,  U.  S.  Shipping  Board,  Washington, 
D.  C.    Tliat  is  Mr.  Sands'  handwriting  upon  the  envelope  ? 

Mr.  BoLLiNo.  Yes,  sir. 

The  Chairaian.  Did  you  go  to  the  bank  last  October  and  indorse 
that  note  for  him? 

Mr.  BoLLJNG.  Yes,  sir. 

The  Chairman.  Mave  you  heard  from  him  since? 

Mr.  BoLLiNG.  No,  sir." 

The  Chairman.  After  October  17, 1918,  Mr.  Boiling,  when  you  had 
the  conversation  with  Mr.  and  Mrs.  Sands  in  Mr.  Sands's  rooms  at 
the  Willard  Hotel,  you  wrote,  "  to  confirm  your  attitude,  less  there 
be  a  misunderstanding."  Now,  had  there  been  anything  said  which 
could  have  been  misunderstood  the  night  before? 

Mr.  BoLLiNG.  No,  sir.  I  meant  by  that,  that  on  account  of  my 
friendship  with  Sands,  I  would  have  been  glad  to  have  helped  him 
if  I  could,  but  that  I  wanted  him  to  undei-stand  that  I  could  not  ap- 
peal to  the  President  in  this  case. 

The  Chairman.  You  had  made  that  plain  to  him,  not  only  the 
night  before  but  upon  several  occasions  previously  ? 

Mr.  BoLLiNG.  Several  occasions;  yes,  sir. 

The  Chairman.  Did  it  occur  to  you  when  you  wrote  this  letter, 
after  having  seen  an  anonymous  letter  early  in  August,  that  possibly 
somebody  was  interested  in  framing  up  a  story  about  you? 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  What  caused  that  suspicion  to  arise  in  your  mind? 

Mr.  BoLLiNG.  Well,  I  thought  possibly  that  Sands  had  talked  to 
his  wife,  and  that  she  would  have  mentioned  that  thing,  and  that  in 
that  way  that  my  name  might  be  drawn  into  it.  That  is  as  far  as  I 
thought  at  the  time. 

The  Chairman.  She  would  have  mentioned  what,  Mr.  Boiling? 

Mr.  BoLLiNG.  Mentioned  the  matter  referred  to  here. 

The  Chairman.  What  matter  referred  to  here?  We  have  referred 
to  so  many. 

Mr.  BoLLTNG.  The  matter  mentioned  in  the  anonymous  letter,  that 
I  was  mixed  up  in  anv  deal  to  get  any  money,  with  Sands. 

The  Chairman.  Did  you  tell  Mr.  Sands  you  had  seen  an  anony- 
mous letter? 

Mr.  BoLXiiNG.  No,  sir;  I  did  not. 

The  Chairman.  He  had  seen  you  several  times,  asking  you  to  in- 
tercede in  his  behalf? 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  He  had  seen  you  between  the  date  you  saw  the 
anonymous  letter  and  the  night  you  saw  him  and  his  wife  at  the 
Willard! 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  And  although  there  was  an  intimation  in  there 
that  if  Mr.  Sands  were  asked  to  tell  his  story  he  would  tell  everything, 
you  never  told  him  that  you  had  seen  an  anonymous  letter  with  that 
statement  in  it  ? 
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Mr.  BoLLiNG.  No,  sir. 

The  Chairman.  Why  not? 

Mr.  BoLLiNG.  Because  I  thought  he  was  at  the  bottom  of  it. 

The  Chairman.  You  thought  Mr.  Sands  was  at  the  bottom 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  Of  what? 

Mr.  BoLLiNG.  Of  the  anonymous  letter. 

The  Chairman.  Now,  what  was  there  that  made  you  think  that? 

Mr.  BoLLiNG.  Well,  because  no  other  person  on  earth  could  have 
been  at  the  bottom  of  it;  nobody  had  an  object  except  Sands. 

The  Chairman.  Well,  if  that  was  so,  why  did  you  not  tell  him  you 
had  received  an  anonymous  letter  and  let  him  know  that  somebody 
was  trying  to  frame  you,  and  that  you  were  wise  to  it;  if  you  thought 
he  was  the  man,  would  that  not  have  been  the  natural  thing  for  you 
to  have  done? 

Mr.  BoLLiNG.  Yes;  it  would  have  been,  and  I  have  often  wished 
that  I  had,  sir,  right  then  and  there. 

The  Chairman.  But  you  did  not? 

Mr.  BoLLiNG.  No ;  I  gave  him  the  benefit  of  the  doubt. 

The  Chairman.  The  only  reason  you  thought  Mr.  Sands  was  con- 
nected with  this  anonymous  letter  was  that  you  were  convinced  in 
your  own  mind  that  he  was  the  only  person  who  had  the  motive  or 
who  could  have  secured  any  advantage  by  undertaking  such  a  thing, 
is  it? 

Mr.  BoLLiNo.  Absolutely,  sir. 

The  Chairman.  What  was  there  that  led  vou  to  reach  that  con- 
clusion, out  of  110,000,000  in  this  country?  What  was  there  in  your 
previous  dealings  with  Mr.  Sands — your  experience  with  him,  your 
knowledge  about  him — that  led  you  to  think  that  he  would,  on  the 
1st  of  October — which  you  say  you  thought  was  before  the  time  he 
had  been  indicted — have  caused  an  anonymous  letter  to  have  been 
sent  to  the  Secretary  of  the  President,  Mr.  Tumulty,  involving  you 
and  containing  the  statement  that  if  he.  Sands,  were  asked  to  tell 
he  would  show  up  the  whole  shooting  match  and,  perhaps,  get  you 
involved  in  serious  difficulty? 

Mr.  BoLLiNG.  I  do  not  know  that  that  letter  says  he  would  show 
up  the  whole  shooting  match. 

The  Chairman.  AVell,  that  was  my  language. 

Mr.  BoLLiNo.  Yes,  sir.  The  other  letter,  as  I  remember  it,  said, 
simply  stated  that  a  contract  had  been  let,  and  that  Sands  and  three 
other  people,  including  me,  were  mentioned  in  the  division  of  the 
money  paid. 

The  Chairman.  Oh,  the  other  letter  went  into  more  detail,  did  it? 

Mr.  BoLLiNG.  No ;  it  did  not  go  into  any  more  detail  than  this  one, 
but  it  was  couched  in  that  language,  as  I  remember  it. 

The  Chairman.  Well,  it  mentioned  three  other  people,  and  this 
letter  does  not  mention  anybody. 

Mr.  BoLLiNG.  Well,  it  said  it  was  split  in  four  parts  and  that 
Boiling  got  one-fourth. 

The  Chairman.  And  that  Boiling  got  one- fourth?    ' 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  That  was  about  the  1st  of  October.  How  many 
times  had  Mr.  Sands  asked  you  to  help  him  before  the  1st  of 
October  ? 
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Mr.  BoLLiNG.  Well,  I  do  not  think  that  he  had  asked  me  but  once, 
because  I  had  been  away  on  a  vacation,  and  I  got  back,  as  I  re- 
member it,  the  28th  day  of  September,  and  that  was  the  first  time 
he  asked  me. 

The  Chairman.  The  28th  of  September? 

Mr.  BoLLriNo.  Yes,  sir. 

The  Chairman.  You  returned  from  your  vacation  on  Septem- 
ber 28? 

Mr.  BoLLiNG.  Yes.  sir. 

The  Chairman.  And  about  October  1  you  saw  this  anonymous 
letter  which  Mr.  Tumulty  had  received? 

Mr.  BoLLiNG.  About  that  time. 

The  Chairman.  When  did  you  see  Mr.  Sands  after  you  returned 
from  your  vacation  on  September  28  ? 

Mr.  BoLLiNO.  I  saw  him  the  first  Sunday  thereafter.  I  could 
determine  that  date  by  looking  at  the  calendar  almost  exactly,  sir. 

The  Chairman.  This  was  last  September? 

Mr.  B0U.IN0.  1918,  only  a  day  or  so  after  I  had  returned. 

The  Chairman.  Well,  then,  it  would  be  the  29th  or  30th  of  Sep- 
tember ? 

Mr.*  BoLLiNG.  The  30th,  somewhere  around  there ;  yes,  sir. 

The  Chairman.  Was  this  1918? 

Mr.  BoLLiNG.  1918 ;  yes,  sir. 

The  Chairman.  That  was  the  first  time  he  asked  you  to  intercede 
for  him  ? 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  What  did  he  tell  you,  Mr.  Boiling? 

Mr.  BoLLiNG.  Well,  the  first  thing  he  did  he  came  up  home  in  a 
machine  and  said  he  wanted  to  see  me,  and  I  went  down,  and  he  was 
very  much  excited  and  wanted  me  to  go  to  Senator  Owen. 

The  Chairman.  Oh,  this  was  the  first? 

Mr.  BoLUNG.  Yes,  sir;  that  was  the  first  time. 

The  Chairman.  I  understand  from  your  testimony  this  morning 
that  that  was  the  first  time  you  ever  knew  ? 

Mr.  BoLLiNG.  Yes,  sir ;  that  was  the  first  time. 

The  Chairman.  That  was  a  Sunday? 

Mr.  BoLLiNG.  That  was  on  a  Sunday  morning;  yes,  sir. 

The  Chairman.  And  you  went  to  Akamont  to  Senator  Owen's  ? 

Mr.  BoUiiNO.  Yes. 

The  Chairman.  Did  vou  see  him  again  prior  to  your  seeing  this 
anonymous  letter  at  the  W^hite  House  ? 

Mr.  BoLLiNG.  If  I  did  not  see  him,  he  called  me  on  the  phone  and 
had  his  wife  call  me,  sir.  I  can  not  say  whether  I  saw  him  again 
or  not  in  person,  but  he  communicated  with  me  several  times. 

The  Chairman.  The  first  time  you  saw  Mr.  Sands  all  that  you 
learned  of  his  difficulty  and  trouble  was  what  you  heard  him  tell 
Senator  Owen  in  your  presence  ? 

Mr.  BoLiJNO.  Yes,  sir. 

The  Chairman.  The  sum  and  substance  of  it  being  that  the  bank 
examiners  were  persecuting  him? 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  Were  treating  him  unfairly? 

Mr.  BoLLiNO.  Yes,  sir. 
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The  Chairman.  He  was  liable  to  get  into  difficulty? 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  When  next  did  you  learn  just  what  the  offense 
was  against  him  and  for  what  he  was  being  investigated? 

Mr.  BoLLiNo.  To  tell  you  the  truth,  sir,  I  did  not  know  at  the 
time  exactly  what  his  indictment  was.  I  had  not  seen  it,  nor  did 
Sands  bring  it  out,  because  he  contended  that  there  was  no  justice 
in  it,  that  the  indictment  was  based  on  things  that  he  had  a  right 
to  do,  and  that  he  was  being  persecuted,  that  there  was  no  substantia- 
tion. I  do  not  believe  I  knew  until  now  what  Sands  really  was 
indicted  for,  and  I  am  not  sure  at  this*  minute  what  Sands  is  indicted 
for.  I  understand  that  it  is  for  an  overdraft  that  he  allowed  in  the 
bank. 

The  Chairman.  Did  you  ever  tell  Mr*  Sands  that  you  had  seen  an 
anonymous  letter  ? 

Mr.  BoLLiNG.  No,  sir. 

The  Chairman.  Did  you  see  him  after  October,  1918,  frequently? 

Mr.  BoLLiNG.  No,  sir ;  I  lost  sight  of  him  then.  I  never  saw  him— 
I  may  have  seen  him  on  the  street,  but  I  never  saw  him  to  talk  to. 

The  Chairman.  Where  was  he  living  then  ? 

Mr.  BoLLiNG.  I  do  not  know,  sir. 

The  Chairman.  In  October,  1916? 

Mr.  BoLLiNG.  Oh,  well,  he  was  living  at  the  Willard. 

The  Chairman.  At  the  Willard  ? 

Mr.  BoLLiNO.  At  that  time,  but  he  moved  shortly  thereafter,  I 
think.    I  do  not  know  where  he  went. 

The  Chairman.  He  shortly  thereafter  left  th<5  bank? 

Mr.  BoLLiNG.  Almost  immediately  thereafter;  after  his  indict- 
ment came  out  he  was  requested  to  leave  the  bank. 

The  Chairman.  How  long  after  he  left  was  it  that  your  brother 
went  into  that  bank? 

Mr.  BoLLiNG.  Oh,  I  should  say  a  month. 
.  The  Chairman.  In  November  sometime  ?  , 

Mr.  BoLLiNG.  Yes,  sir;  it  was  in  November.  I  can  establish  those 
dates  for  you.  My  brother  was  then  vice  president  of  the  Chatham  & 
Phenix  here  in  New  York. 

The  Chairman.  Oh,  yes. 

Mr.  BoLLiNG.  And  Mr.  Harmon,  who  was  a  big  stockholder  in  the 
Commercial,  and  I  think  at  the  time  was  chairman  of  the  board, 
came  up  to  see  him,  and  he  also  sent  the  counsel  of  the  bank  up  to 
see  him  a  great  many  times,  and  he  came  down  and  looked  the  bank 
over  and  talked  to  the  various  officials  and  talked  to  the  bank  exam- 
iner, and  then  declined  the  offer  and  came  back  to  New  York. 

Then  afterward,  Mr.  Wade  Ellis,  I  think,  was  the  counsel,  came 
back  again  and  wanted  him  to  reconsider  the  matter,  offered  him 
an  additional  increase  in  his  salary.  He  went  down  again  and,  I 
think,  refused  the  offer  again.    And  then  finally  he  accepted  it. 

The  Chairman.  Did  Mr.  Sands  ever  say  anything  to  you  that  if 
this  indictment  was  not  fixed  up  and  he  was  brought  into  court  and 
had  to  tell  the  story  that  he  would  tell  some  story  getting  you  into 
serious  trouble  ? 

Mr.  BoLLiNG.  No,  sir;  he  did  not. 
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The  Chairman.  Never  intimated  it  ? 

Mr.  BoLLiNo.  Well,  he  intimated  it.  He  said,  "  You  don't  know 
but  what  your  name  might  be  brought  into  this,"  I  think  is  about  what 
he  said. 

The  Chairman.  That  is,  in  his  indictment  ? 

Mr.  BoLLiNG.  But  in  no  threatening  way  did  he  ever  say  it. 

The  Chairman.  No.  But  you  think  that,  he  might  have  said  that 
to  you  and  at  the  same  time  have  written  or  caused  to  have  been 
written  this  anonymous  letter,  putting  it  a  little  stronger? 

Mr.  BoLLiNo.  Yes,  sir,  I  do ;  either  he  or  his  wife. 

The  Chairman.  He  or  his  wife  ? 

Mr.  BoLLiNo.  Yes. 

The  Chairman.  Have  you  talked  with  Mrs.  Sands  since  1918  ? 

Mr.  BouLiNG.  The  last  time  I  talked  with  Mrs.  Sands  was  just 
before  Sands  got  out  of  the  bank. 

The  Chairman.  After  you  had  written  this  letter  ? 

Mr.  BoLLiNG.  Yes,  sir.  She  called  me  on  the  phone  and  asked  me 
if  I  would  come  to  Mr.  Sands's  apartment ;  that  she  could  not  come 
over  to  the  Shipping  Board ;  that  she  had  something  she  wanted  to 
ask  me  to  do  for  her ;  that  it  had  nothing  on  earth  to  do  with  Mr. 
Sands's  indictment.  I  called  up  Mr.  Huston  Thompson,  having 
shown  him  this  thing ;  I  told  him  of  this  message  and  asked  him  if  I 
should  go.    He  said, "  Yes ;  I  think  I  would." 

I  went  over  there,  and  Mrs.  Sarids  wanted  me  to  ask  my  brother 

E lease  not  to  accept  the  presidency  of  the  Commercial  National  Bank 
ecause  she  said  that  Mr.  Sands  had  not  gotten  a  square  deal  there  in 
the  Commercial,  and  they  were  trying  to  put  Mr.  Sands  out  of  the 
bank,  and  that  she  did  not  intend  that  he  should  resign.  I  told  her 
that  she  could  put  her  fears  aside,  that  my  brother  had  already  refused 
the  presidency  of  the  Commercial  National  Bank ;  and  that  is  all  that 
took  place  at  that  interview. 

The  Chairman.  Mr.  Boiling,  you  having  expressed  a  desire  that  the 
committee  should  fully  investigate  this  matter,  involving  a  serious 
charge  against  you,  are  there  any  other  facts  in  your  possession  or 
within  your  knowledge,  about  which  you  have  not  been  interrogated, 
which  you  desire  the  committee  to  have? 

Mr.  BoLLTNG.  Well  now,  Mr.  Chairman,  I  have  this  statement 
here,  and  if  you  will  allow  me,  don't  you  tliink  it  would  be  a  good 
plan  to  read  that  statement  ?  It  is  largely  what  you  have  gone  over. 
And  then  I  have  supporting  evidence. 

The  Chairman.  If  it  contains  matters  about  which  you  have  not 
been  inquired  of. 

Mr.  BoLLiNG.  If  vou  will  allow  me  to  look  it  over,  sir :  I  think  I 
can  just  go  over  it  hurriedly. 

The  Chairman.  I  have  been  following  it. 

Mr.  BoLLiNO.  I  think  you  have,  sir. 

The  Chairman.  Let  me  ask  you  if  this  is  an  original  of  the  state- 
ment [showing  witness  paper]  ? 

Mr.  BoixTNG.  It  is. 

The  Chairman.  The  letter  you  telegraphed  me  you  were  sending, 
and  which  I  opened  here  this  morning? 

Mr.  BoLLiNG.  That  is  right,  sir;  practically  the  same  thing.  I 
have  changed  one  or  two  things.    I  put  in  here,  for  instance,  on  the 


3004  SHIPPING  BOARD   OPERATIONS. 

first  page,  Mr.  Sands  "vice  president  and  cashier" — inserted  his 
title. 

On  the  next  page  I  said,  "  Early  in  1918."  I  inserted  here  "  about 
January."    Otherwise  I  think  that  is  all  right. 

Now,  sir,  there  are  a  few  papers  here  in  connecticHi  with  this  that 
I  would  like  to  read  into  the  record.  This  [producing  paper]  is  an 
affidavit  from  Mr.  Todd,  the  man  with  whom  I  was  associated  in 
the  building  of  the  Sands  house,  and  I  would  like  to  put  that  into 
the  record. 

The  Chairman.  When  was  4he  affidavit  made,  Mr.  Boiling  ? 

Mr.  BoLLiNG.  It  was  made  November  27  of  this  year,  sir. 

The  Chairman.  Was  that  made  for  the  purpose  of  being  brought 
to  the  attention  of  this  committee  ? 

Mr.  Bolling.  Yes,  sir. 

The  Chairman.  You  are  able  to  say  that  that  is  Mr.  Todd's  signa- 
ture on  that  document? 

Mr.  Bolling.  Yes,  sir. 

The  Chairman.  Very  well,  that  may  be  inserted  in  the  record. 
If  you  desire  to  read  it,  you  may  read  it,  or  insert  it  without  reading ; 
just  as  you  prefer. 

Mr.  Bolling.  I  would  like  to  read  it,  sir.  It  corroborates  me  in 
my  statements  in  connection  with  the  house. 

The  Chairman.  Very  well. 

(Mr.  Boiling  read  the  affidavit,  as  follows :) 

District  of  Columbia,  to  wit: 

In  the  spring  of  1916  I  was  informed  by  an  acquaintance  that  Mrs.  Sands 
was  contemplating  building  a  home.  At  that  time  Mr.  R.  W.  Bolling  was  asso- 
ciated with  me  in  the  construction  business.  Together  Mr.  Bolling  and  I  vis- 
ited Mr.  Sands  also  Mrs.  Sands,  and  we  were  informed"  by  them  that  they  would 
build,  if  such  a  house  as  Mrs.  Sands  had  in  mind  could  be  built  within  their 
price  limit.  Mr.  Boiling  and  I  later  submitted  a  bid  and  received  the  contract 
to  build  the  house  according  to  certain  plans  and  specifications.  During  the 
construction  of  the  house  Mrs.  Sands  made  many  changes.  I  called  Mr.  Sands*s 
attention  to  the  fact  that  he  would  be  charged  with  the  cost  of  these  changes, 
and  he  informed  me  that  if  we  pleased  Mrs.  Sands  he  would  be  entirely  sat- 
isfied. Upon  completion  of  the  house  and  its  acceptance,  Mr.  Boiling  and  I 
rendered  our  bill  for  the  extras  put  on  the  house  by  Mrs.  Sands ;  we  submitted 
receipted  bills  from  the  various  material  firms,  subcontractors,  and  workmen 
who  made  the  different  alterations  and  changes;  the  bill  for  extras  amounting 
to  $1,511  which  both  Mr.  and  Mrs.  Sands  said  was  excessive.  Later,  Mr.  BoH- 
ing  and  I,  upon  invitation  of  Mr.  and  Mr.s.  Sands,  met  one  evening  in  their 
home,  the  object  being  to  reach  a  settlement  for  the  house. 

A  friendly  discussion  was  had  and,  during  this  discussion,  we  yielded  some- 
thing on  the  amount  of  the  bill,  and  reduced  it  to  approximately  $1 200,  this 
was  still  considered  unsatisfactory,  particularly  to  Mrs.  Sands.  Mr.  Bolling 
and  I  had  given  Mr.  Sands  a  very  low  figure  on  the  house  and  the  bill  for  ex- 
tras was  eminently  fair  and  just,  so  I  steadfastly  opposed  making  any  further 
concession.  After  further  discussion  Mr.  Boiling  said  that  rather  than  to  have 
any  unpleasant  feeling  or  dissatisfaction  about  the  house,  that  he,  Mr.  Boiling, 
would  yield  his  half  of  the  bill  for  extras  which  represented  the  greater  portion 
of  his  share  of  the  profit.  We  reached  a  .settlement  with  Mr.  Sands  on  this 
basis,  that  is,  Mr.  Boiling  yielded  his  half  of  the  charge  for  the  extras,  and 
settlement  was  made  on  the  firm  books  in  this  manner.  Mr.  Boiling's  account 
being  charged  with  the  amount.  Mr.  Sands  did  not  settle  in  cash,  but  gave  his 
note  for  $6000,  which  Mr.  Boiling  indorsed  and  discounted. 

A  short  time  later  I  met  the  husband  of  the  acquaintance  who  first  gave  me 
the  information  that  Mrs.  Sands  contemplated  building  a  house.  This  party 
is  an  attorney  in  Washington,  and  if  necessary  I  can  give  his  name.  He  asked 
me  about  the  Sands  house  and  I  told  him  the  transaction  had  been  to  some 
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extent  unsatisfactory  and  that  Mr.  Boiling,  to  reach  a  settlement,  had  given 
Mr.  Sands  one-half  of  the  bill  for  extras.  Mr.  Boiling  had  gone  out  of  the  con- 
strue, ion  business  before  the  completion  of  the  Sands  house,  so  except  for  a 
period  of  about  two  months,  I  saw  him  only  occasionally  when  our  business 
affairs  were  being  settled.  However,  a  year  or  .more  later  I  rode  home  with 
Mr.  Boiling  and  he  informed  me  that  Mr.  Sands  had  since  paid  him  tlie  amount 
which  he  had  waived.  Mr.  Sands  had  even  sold  his  house  long  since  for  a 
profit  of  $3,500,  this  before  real  estate  had  started  on  its  upward  trend.  I  was 
very  much  engaged  with  my  own  work  at  that  time  and  aside  from  being 
pleased  that  Mr.  Boiling  had  received  what  was  due  him  I  evinced  no  further 
intenst  in  the  ma  ter. 

William  Todd. 

Subscribed  and  sworn  to  before  me  this  27th  day  of  November,  1920. 

John  J.  Flaherty, 

Notary  Public. 
Notarial  seal  of  J.  Pierson  James,  affixed  to  the  affidavit. 

Mr.  BoLLiNo.  Of  that  letter  you  have  the  original,  sir  [producing 
-paper]. 

The  Chairman.  This  is  the  letter  of  October,  1918,  which  bears 
your  signature? 

Mr.  fioLLiNG.  Yes,  sir. 

The  Chairman.  We  have  that. 

Mr.  BoLLiNG.  This  I  would  like  to  put  in  the  record  [producing 
statement  on  letterhead  of  the  Commercial  National  Bank]. 

The  Chairman.  This  being  the  statement  from  the  bank? 

Mr.  BoLLiNG.  That  is  the  affidavit  of  the  bank  on  the  notes. 

The  Chairman.  1  asked  you  if  you  knew  that  that  was  Mr.  Ghi- 
selli's  signature? 

Mr.  BoLLiNG.  Yes,  sir ;  that  is  his  signature. 

The  Chairman.  Was  this  made  at  your  request? 

Mr.  BoLLiNG.  Yes,  sir ;  I  had  that  made. 

The  Chairman.  This  being  a  statement  of  the  payments  made  on 
account  of  the  note  which  Mr.  Sands  gave  to  you,  as  payment  on 
the  contract  price  of  the  house  which  you  and  Mr.  Todd  constructed 
for  him  ? 

Mr.  BoLLiNG.  That  is  right,  sir. 

The  Chairman.  And  which  you  discounted? 

Mr.  BoLLiNG.  I  discounted ;  yes,  sir. 

The  Chairman.  This  being" the  bank  statement  of  how  that  note 
has  been  gradually  reduced  ? 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  ITntil  on  October  15,  1920,  there  was  $914  due,  to 
be  paid  January  14,  1921. 

Mr.  B01J.1NG.  That  is  right,  sir. 

The  Chairman.  That  statement  can  be  placed  in  the  record. 

(The  statement  referred  to  reads  as  follows:) 

The  Commercial  National  Bank, 

Washington y  D.  C. 

I,  Frank  E.  Ghiselli,  nsaistant  casliicr,  Commercial  National  Bank,  Wasliinj?- 
ton,  I).  C,  do  solemnly  swear  that  the  following  list  of  a  history  of  notes,  signed 
by  T.  K.  Sands  and  indorsed  by  U.  \V.  Boiling,  were  copied  by  me  from  the 
original  book  of  entry  of  the  Commercial  National  Bank,  Washington,  D.  C, 
from  the  discount  register: 
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Date. 

Note  and 
interest. 

Due. 

Date. 

Note  and 
interest. 

Due. 

Nov.  13, 1916 

16.091.00  i  Ffth.    12.1917  i 

Mar.  11, 1919 

$2,323.00 

2,021.00 

1,494.00 

1,218.00 

1,111.00 

1,016.00 

013.00 

909.00 

914.00 

May  12,1910 

Feb.  12. 1917 

5,583.45 

Mftv    14.1917 

Mav  12, 1919 

July  15,1199 

May  14. 1917 

5,076.00     Aug.  13,1917 
4,568.25     Nov-  12.1917 

July  15, 1919 

Sept.  15,1919 

Aue.  17.  1917 

Sept.  16. 1919 

Dec-   15.1919 

Nov.  12. 1917 

4,356.25 
4,060.65 

Feb.  11.1918 

Mav    1.^.1QI8  1 

Dec.  15,  1919 

Feb.  13,1920 

Feb.  11. 191S 

Feb.  13, 1920 

May   17,19» 

May  14,  1918 

3,553.10     Aug.  i2;i9i8 
3,299.00     Nov.  11,1918 
3,131.00     Jan.    10-1919 

May  17. 1920 

Aug.  17,1920 

Aue.  12. 1918 

Aue.  17. 1920 

Oct.    15,1920 

Nov.  11.  1918 

Oct.  15. 1920 

Jan.    14,1921 

Jan.  10. 1919 

2,626.00 

Mar.  11,1919 

Fbank  E.  Ghiselll 
District  of  Columbia, 

City  of  Washington,  8S, 

Subscribed  and  sworn  to  before  me  this  27tli  day  of  November,  1920. 

Alexander  R.  Varei^; 
Notary  Public,  District  of  Columbia* 
Notxiry  seal  of  Alexander  R.  Varela. 

Mr.  BoLLiNG.  Now,  sir,  here  is  another  matter.  This  one  has  not 
come  up  here  at  all.  This  is  a  photostat  of  a  letter  that  is  in  the  files 
of  the  Emergency  Fleet  Corporation  in  re^rd  to  the  credit  extended 
by  Mr.  Sands  in  behalf  of  the  bank,  and  signed  by  him  as  vice  presi- 
dent, to  the  Providence  Engineering  Co.,  and  guaranteeing  a  credit 
of  $125,000,  to  be  used  as  working  capital  in  connection  with  pend- 
ing contracts  covering  the  construction  of  10  tugboats  for  the 
Emergency  Fleet  Corporation,  during  the  entire  life  of  the  contract. 

The  Chairman.  "Vl^ere  did  you  get  it? 

Mr.  BoujNG.  Mr.  Tweedale  gave  me  a  photostat  of  it. 

The  Chairman.  When  ? 

Mr.  BoLLiNG.  Three  or  four  days  ago,  sir. 

The  Chairman.  For  use  in  connection  with  this  inquiry? 

Mr.  BoLLiNG.  Yes,  sir.    He  has  the  original,  I  think. 

The  Chairman.  I  understand  that  you  know  nothing  about  this 
part  of  it,  Mr.  Boiling? 

Mr.  BoLLiNG.  No,  sir ;  Mr.  Tweedale  gave  me  that,  sir.  He  found 
that  in  the  files. 

The  Chairman.  You  know  that  this  in  is  in  the  files  of  the  Fleet 
Corporation  ? 

Mr.  BoiiLiNG.  Well,  Mr.  New  has  it  now,  Mr.  Tweedale  told  me. 

The  Chairman.  I  say,  you  know  it  is  in  the  files? 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  You  have  seen  the  original,  have  you? 

Mr.  BoLUNG.  Yes,  sir ;  Mr.  Tweedale  has  the  original. 

Mr.  Tweedale.  The  original  is  here. 

The  Chairman.  T  say  you,  Mr.  Boiling,  have  seen  the  original? 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  Therefore  you  know  it  is  in  the  files? 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  It  bears  Mr.  Sands's  signature? 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  Well,  as  long  as  the  original  is  here,  Mr.  Boiling, 
we  will  let  the  persort  who  has  custody  of  it  produce  it^. 

Mr.  BoLLTNG.  Yes,  sir. 
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The  Chairman.  If  there  is  anythincr  about  this  which  you  wish 
to  testify  about  you  may  do  so,  and  use  the  photostat  copy  for  that 
purpose. 

Mr.  BoLLiNG.  Xo,  sir;  there  is  nothing  that  I  wish  to  testify  to  on 
that. 

The  Chairman.  Except  that  there  is  such  a  letter  ? 

Mr.  BoLLiNG.  That  there  is  such  a  letter ;  yes,  sir. 

The  Chairman.  We  will  inquire  about  that  later. 

Mr.  Bousing.  Yes,  sir.  Here  is  something  that  I  can  not  leave 
with  the  committee,  but  these  are  the  original  contracts  with  the 
Downey  Shipbuilding  Co.,  bctw-een  the  Downey  and  the  Emergency 
Fleet,  and  also  the  contract  of  March  14,  1918,  between  the  Provi- 
dence Engineering  Corporation  and  the  Fleet.  I  can  have  those 
photostated. 

The  Chairman.  Will  you  have  photostat  copies  made  of  those? 

Mr.  BoLLiNG.  I  can  have  those  made,  sir;  but  I  brought  the 
originals. 

The  Chahiman.  We  are  glad  to  see  the  originals.  You  know 
nothing  about  the  transaction  ? 

Mr.  BoLUNG.  Absolutely  .-nothing. 

The  Chairman.  Or  the  terms  of  the  contract  ? 

Mr.  BoLLiNG.  No,  sir;  I  have  not  read  them. 

The  Chairman.  Are  they  in  your  custody  i 

Mr.  BoLLiNG.  They  are  at  present,  yes,  sir;  since  I  became  treas- 
urer. 

The  Chairman.  As  treasurer? 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  All  contracts  are  placed  with  you? 

Mr.  BoLUNG.  All  contracts  are  with  me  now,  sir,  just  for  safe- 
keeping. 

The  Chairman.  Mr.  Boiling,  is  there  anything  about  these  con- 
tracts that  you  wish  to  testify  about?  You  have  produced  them; 
now,  is  there  anv  particular  clause  ? 

Mr.  BoiJJNG.  l^othing,  sir,  except  that  I  would  call  the  attention  of 
the  committee  to  the  date  on  the  Providence  Engineering  Corpora- 
tion contract,  which  is  March  14,  the  day  before  this  guaranty  of  the 
bank  was  sent.  This  is  dated  March  15.  The  contract  was  dated 
March  14.    That  is  the  only  thing  I  have  to  say  about  it. 

The  Chairman.  If  you  will  have  photostat  copies  made  of  both 
of  those  contracts  we  would  like  to  have  them. 

Mr.  BoLLiNG.  I  will  do  that,  sir.  There  are  four  of  them,  I  think, 
sir. 

The  Chairman.  Yes ;  there  are ;  of  each  of  the  contracts,  and  sent 
to  the  committee. 

Mr.  BoLLiNG.  I  will  do  that,  sir. 

The  Chairman.  You  might  send  them  to  me,  addressed  to  the 
House  of  Representatives  at  Washington,  where  I  will  be  next  week. 

Mr.  BoLi>iNG.  I  will  send  them  by  mesvsenger  to  you. 

The  Chairman.  Very  well.  We  will  retain  this  Providence  En- 
gineering Corporation  contract  just  for  a  few  minutes,  Mr.  Boiling. 
Have  you  anything  else  there  you  desire  to  present  to  the  committee 
by  w^ay  of  documents  or  information? 
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Mr.  BoLLiNG.  Yes,  sir;  I  have  my  bank  statements,  the  original 
statements  sent  me  by  the  bank,  for  the  entire  year  of  1918.  I  would 
like  to  put  those  in,  sir  [producing  papers].    ^ 

The  Chairman.  This  is  a  statement  of  checks  and  deposits? 

Mr.  BoLLiNG.  Yes,  sir.  I  have  all  of  the  original  duplicates —  I 
mean,  they  have  stopped  keeping  passbooks  now,  you  know.  I 
always  make  out  a  duplicate  deposit  slip.  They  stamp  on  it,  "  Dupli- 
cate "  and  they  keep  the  other.  Now,  I  have  all  of  those  here,  show- 
ing all 

The  Chairman.  To  substantiate  these  statements? 

Mr.  BoLLiNG.  To  substantiate  them,  just  as  listed,  sir. 

The  Chairman.  The  original  deposits  slips,  I  assume,  are  in  the 
possession  of  the  bank? 

Mr.  BoLLiNG.  With  the  bank;  yes,  sir. 

The  C^HAiRMAN.  This  is  quite  a  voluminous  record. 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  Do  you  desire  that  this  be  placed  in  the  record  of 
the  committee? 

Mr.  BoLLiNG.  I  will  leave  that  to  the  committee,  sir.  I  simply 
furnish  it. 

The  Chairman.  We  will  leave  it  to  you,  sir.  If  it  is  your  wish 
that  this  be  included  in  the  record  of  the  committee,  I  will  so  order  it. 

Mr.  BoLLiNG.  That  is  very  kind  of  you,  sir.  If  you  would  ap- 
point somebody  to  go  over  my  deposits  with  me,  so  that  I  can  show 
where  very  cent  of  the  deposits  shown  came  from,  then  I  do  not  C4ire 
about  it  being  in  the  record. 

The  Chairman.  Very  well,  we  will  suspend  action  upon  that  for 
the  present. 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  Now  is  there  anything  else  you  desire  ? 

Mr.  BoLLiNG.  No,  sir ;  I  think  that  is  all. 

The  Chairman.  You  said  that  vou  had  some  canceled  checks 
showing  the  payment  of  the  $7,500  loan  ? 

Mr.  BoLLiNG.  Yes,  sir;  that  is  true.  I  will  furnish  those  to  the 
committee. 

The  Chairman.  If  you  will  get  those  and  furnish  them,  the 
original  checks. 

Mr.  BoLLiNG.  They  are  the  original  checks,  and  I  will  be  glad  to 
furnish  all  of  my  checks  for  1918,  the  original  checks  canceled. 

The  Chairman.  What  period  does  this  statement  cover? 

Mr.  BoLLiNG.  This  covers  the  period  starting  with  January,  1918, 
through  December  31,  1918;  for  the  entire  year,  sir. 

The  Chairman.  You  say  you  have  nothing  else? 

Mr.  BoLLiNG.  Than  the  deposit  slips.  Oh.  this  check  I  want  to 
go  in,  sir;  that  is  the  check  repaying  that  loan. 

The  Chairman.  The  check  repaying  the  loan  with  interest? 

Mr.  Booking.  You  read  that  in,  sir. 

Tlie  Chairman.  We  read  it  into  the  record  this  morning.  T^nless 
perhaps  you  could  have  a  photostat  copy  made  of  it? 

Mr.  BoLLiNG.  I  will  put  that  with  my  other  checks  when  I  give 
them  to  you. 

The  Chairman.  Have  vou  an>i:hing  further  that  vou  desire  to 
bring  out? 
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Mr.  BoLLiNG.  Nothing  further,  sir. 

The  Chairman.  Have  you  any  further  statement  you  desire  to 
make? 

Mr.  BoLLiNG.  No,  sir;  I  think  you  have  covered  the  statement 
fully. 

The  Chairman.  Are  there  any  questions  you  have,  Mr.  Kelley  ? 

Mr.  Kelley.  After  .vou  went  out  of  the  contracting  business,  and 
also  the  brokerage  business,  you  were  appointed  a  banking  examiner, 
as  I  understand? 

Mr.  BoLLiNG.  As  an  assistant ;  yes,  sir. 

Mr.  Kelley.  An  assistant  bank  examiner? 

Mr.  BoLLiNG.  Yes,  sir. 

Mr.  Keij/EY.  Was  that  a  national -bank  examiner? 

Mr.  BoLLiNG.  Yes,  sir. 

Mr.  Kelley.  You  had  had  quite  a  bit  of  banking  experience  before 
that  time,  had  you  ? 

Mr.  BoLLiNG.  Well,  I  have  had  a  good  deal  of  financial  experience; 
yes,  sir. 

Mr.  Kelley.  What  positions  have  you  held  in  banks? 

Mr.  BoLLiNG.  None,  sir. 

Mr.  Kelley.  None.  You  were  always  with  some  banking  exami- 
ner when  you  went  out  on  the  road  examining  banks? 

Mr.  BoiiiiNG.  Well,  the  New  York  banks  are  large,  and  usually  we 
go  into  a  bank  at  three  o'clock  in  the  afternoon,  after  their  day 
is  over,  in  large  enough  number  to  examine  that  bank,  usually  8 
or  10  and  sometimes  20  examiners,  and  each  man  is  assigned  to  a  cer- 
tain department,  and  he  takes  care  of  that  particular  department. 

Mr.  Kelley.  But  this  position  was  a  sort  of  a  temporary  aflfair 
all  the  time? 

Mr.  BoLLiNG.  Yes,  sir. 

Mr.  Kelley.  Considered  so  by  you? 

Mr.  BoLLiNG.  Yes,  sir. 

Mr.  Kelley.  Paying  a  salary  of  how  much,  did  you  say;  $2,000 
a  year? 

Mr.  BoLLiNG.  I  think  that  I  started  there  at  about  $2500,  and  I 
believe  I  was  raised  to  $2,500  or  $2,600,  just  prior  to  my  resigna- 
tion. 

Mr.  Kelley.  Th\s  was  after  the  war,  after  we  had  gotten  into  the 
war? 

Mr.  BoLLiNG.  Ijet  me  see,  we  declared  war  in  April,  was  it  not? 

Mr.  KeliiEY.  April,  1917. 

Mr.  BoLMNG.  1917.  I  have  not  established  that.  It  was  in  April, 
1917,  that  I  came  to  New  York ;  yes,  sis. 

Mr.  Kelley.  You  had  made  some  applications  for  other  positions 
with  the  Government? 

Mr.  BoLLiNG.  I  was  looking  for  a  position ;  yes,  sir.  I  had  asked 
several  of  my  friends  to  let  me  know  of  anything  that  was  open. 

Mr.  KELiiEY.  I  think  you  said  it  took  you  about  three  months  to 
get  a  position  that  was  really  attractive,  any  way  attractive  to  you? 

Mr.  BoLiJNG.  Yes,  sir. 

Mr.  Kelley.  Well,  you  knew  Mr.  Tumulty  a  long  time,  I  suppose? 

Mr.  BoLLiNG.  Yes,  sir. 
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Mr.  Kelley.  Could  he  not  help  vou  out  in  getting  you  connected 
with  any  of  the  various  branches  of  the  Government  that^were  start- 
ing up  at  that  time?  ,       ,    , 

Mr.  BoLLiNG.  Well,  I  had  asked  Mr.  Tumulty,  as  I  had  asked 

a  great  many  people. 

Mr.  KEiir^EY.  And  Mr.  McAdoo,  I  suppose,  had  a  great  many  posi- 
tions at  his  disposal? 

Mr.  BoLLiNG.  Yes ;  but  I  never  asked  Mr.  McAdoo. 

Mr.  Kelley.  Although  this  position,  of  course,  was  in  his  depart- 
ment, was  it  not  ? 

Mr.  BoLiJNG.  Mr.  McAdoo,  sir? 

Mr.  Kelley.  Yes ;  he  was  Secretary  of  the  Treasury  at  that  time  ? 

Mr.  BoLLiNG.  Yes;  yes,  sir;  it  would  be  considered  under  him. 

Mr.  Kelley.  And  it  took  you  three  months  to  get  a  position  that 
was  attractive  to  vou  ? 

Mr.  Bolling.  ^^es,  sir. 

Mr.  Kelij-iy.  When  you  went  with  the  Shipping  Board  I  suppose 
that  Washington  was  full  of  agents  of  every  kind,  pretty  nearly, 
seeking  contracts  with  the  Government  ? 

Mr.  Bolling.  I  imagine  so ;  yes,  sir. 

Mr.  Kelley.  On  account  oi  your  private  family  connections.  I 
suppose  vou  had  to  be  on  guard  all  the  time,  pretty  nearly,  did  you 
not?        " 

Mr.  Bolling.  I  have  been,  sir,  for  the  last  five  years. 

Mr.  Kelley.  Even  casual  acquaintances,  I  suppose,  sometimes 
would  prey  upon  the  fact  that  they  knew  you? 

Mr.  Bolling.  They  would,  sir.  T  had  a  man  ask  me  while  I  was  at 
lunch  to-day,  if  I  could  not  get  him  a  job. 

Mr.  Kelley.  And  I  suppose  that  an  unscrupulous  agent  at  Wash- 
ington, representing  some  outside  contractor  and  seeking  to  make 
himself  strong  with  his  employer,  if  he  had  any  possible  show  of 
saying  that  he  knew  Mr.  Bolling,  would  say  so  ? 

^r.  Bolling.  He  would,  sir.    Not  that  it  did  him  any  good. 

Mr.  Kjelly.  No  ;  but  he  might  say  that  as  a  method  of  strengthen- 
ing himself  with  his  employer? 

Mr.  Bolling.  Yes,  sir. 

Mr.  Kelley.  You  found  that  situation  probably  all  the  while  to 
meet,  did  you  not? 

Mr.  Bolling.  All  the  while ;  yes,  sir. 

Mr.  Kelley.  And  that  would  naturally  put  you  on  your  guard? 

Mr.  Polling.  Yes,  sir. 

Mr.  Kel1;Ey.  In  dealing  with  various  people? 

Mr.  Bolling.  Yes.  sir.        . 

Mr.  Kem^ey.  I  was  wondering  if  it  would  not  have  been  better 
for  you  if  you  had  told  everybody  who  sought  favors  of  you,  in  other 
departments  of  the  Shipping  Board  and  the  Government,  that  you 
had  nothing  whatever  to  do  with  that,  rather  than  by  saying  that  you 
would  do  all  you  could  for  them. 

Mr.  Bolling.  I  think  it  would  have;  yes;  and  I  have  lately  adopted 
that  principle. 

Mr.  Kelley.  This  position  that  j'ou  hold  now  is  an  exceedingly 
important  one,  is  it  not? 

Mr.  Bolling.  Yes,  sir ;  I  consider  it  so. 
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Mr.  Kelley.  About  how  much  money  passes  through  your  hands 
annually? 

Mr.  BoLLiNo.  Well,  I  have  not  been  there  a  year  yet,  sir,  but  a  great 
quantity  of  money ;  oh,  I  should  say  over  $200,000,000. 

Mr.  Kelley.  Not  more  than  that? 

Mr.  BoLLiNG.  Well,  I  have  not  been  there  a  year  yet. 

Mr.  Kelley.  I  know,  but  at  the  rate  ? 

Mn  BoLiJNG.  Oh,  yes ;  durin|r  the  war  a  great  deal  more ;  during  the 
war  $16^,000,000  in  the  operations  alone  passed  through  my  hands; 
1  mean  from  the  inception. 

Mr.  Kelley.  Somebody  has  stated  to  the  committee  that  the  Ship- 
ping Board  is  an  institution  twice  the  size  of  the  United  States  Steel 
Corporation.    Is  that  correct j  do  you  think  ? 

Mr.  BoLLiNG.  I  would  say  it  was,  easily,  sir. 

Mr.  Kelley.  And  you  are  the  treasurer  of  that  gigantic  institution ! 

Mr.  BoLiJNo.  Yes,  sir. 

Mr.  Kelijey.  What  is  your  salary? 

Mr.  BoLLiNG.  $10,000. 

Mr.  Kelley.  You  fii-st  were  getting,  as  a  banking  examiner,  $2,200  ? 

Mr.  BoLLiNG.  Yes,  sir. 

Mr.  Kelley.  And  then  as  an  assistant  treasurer,  $4,000  ? 

Mr.  BoLLTNG.  Yes,  sir. 

Mr.  Kelley.  And  as  treasurer,  $10,000? 

Mr.  BoLLiNG.  Yes.  That  salary  of  $4,000  was  increased  to  $5,000 
about  six  or  eight  months  after  I  Tiad  been  there,  sir. 

Mr.  Kelley.  You  were  an  assistant  to  Mr.  Tweedale  while  he  was 
treasurer? 

Mr.  BoLLiNG.  Yes,  sir  ;-I  have  been  assistant  to  all  of  the  treasurers 
as  they  came.  I  have  been  one  of  the  assistants,  I  should  say ;  Mr. 
Luckett  is  the  other  one. 

Mr.  Kelley.  In  this  Sands  matter  you  considered  all  along,  until 
matters  reached  a  crisis,  that  Mr.  Sands  was  a  friend  of  yours,  and 
proceeded  on  that  theory? 

Mr.  BoLLiNG.  One  of  the  best  friends  I  had;  yes,  sir.  Not  only 
that,  but  my  financial  adviser  and  my  banker,  and  I  always  consia- 
ered  him  so.  There  was  no  reason  why  I  should  not.  He  held  a  re- 
sponsible position — an  officer  of  one  of  the  biggest  banks  in  Washing- 
ton— and  had  been  my  banker  since  1914. 

Mr.  Kelley.  You  thought  he  was  a  perfectly  honest  and  honorable 
man  all  the  time  ? 

Mr.  BoLLiNG.  Absolutely. 

Mr.  Kelley.  Until  this  reached  a  crisis  as  to  his  arrest  ? 

Mr.  BoLLiNG.  Yes,  sir. 

Mr.  Kelley.  Well,  did  it  not  shake  vour  faith  in  him  a  little  when 
he  said  that  he  would  divide  that  commission  for  the 

Mr.  BoLLiNG.  It  did,  sir. 

Mr.  Keli^y.  What  are  those  called,  bending  rolls  ? 

Mr.  BoLLiNG.  Bending  rolls ;  yes,  sir. 

Mr.  Kelley.  I  do  not  know  whether  you  know  what  a  bending 
roll  is  or  not.    I  do  not. 

Mr.  BoLLiNO.  I  do  not  know,  sir,  what  it  is.  It  is  a  piece  of  ma- 
chinery. I  imagine  it  is  a  machine  with  two  rolls,  to  bend  the  plates 
in  shape  to  put  on  the  hulls.  I  did  that  as  much  for  the  Fleet  Cor- 
poration's interest  as  I  did  for  Mr.  Sands,  and  I  have  serious  doubts 
if  Mr.  Sands  ever  got  anything  for  it. 
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Mr.  Kelley.  But  he  told  you  that  he  was  going  to  get  something 
for  it? 

Mr.  BoLLiNG.  He  told  me  that  he  was  going  to  get  something;  yes, 
sir. 

Mr.  Kelley.  Don't  jou  think  he  is  a  truthful  man? 

Mr.  BoLLiNG.  No,  sir ;  I  do  not. 

Mr.  Kelijsy.  Not  now,  eh  ? 

Mr.  BoLLiNG.  No,  sir. 

Mr.  Kelley.  Have  you  ever  caught  him  telling  falsehoods  about 
any  matters  that  did  not  directly  concern  you  ? 

Mr.  BoLLiNO.  No,  sir ;  I  have  not ;  except  this  one. 

Mr.  Kelley.  So  far  as  you  know,  in  other  matters  he  has  been 
truthful? 

Mr.  BoLLiNG.  Yes.  sir. 

Mr.  Kelley.  In  tnis  brokerage  business  he  was  sort  of  the  angel 
of  the  affair? 

Mr.  BoLLiNG.  He  was  the  guardian  angel.  I  owe  everything  that 
I  have  ever  had  any  trouble,  when  you  come  to  look  back  on  it,  with 
Mr.  Sands. 

Mr.  Kelley.  Well,  did  he  originate  the  idea  of  having  a  brokerage 
house  ? 

Mr.  BoLLiNG.  No,  sir;  I  will  give  you  a* brief  historv  of  that. 

Mr.  Keli^y.  I  do  not  think  it  is  necessary,  particularly. 

Mr.  BoLLiNG.  Well,  these  two  men  were  already  in  business,  Eob- 
ertson  and  Connolly,  but  they  did  not  have  a  stock  exchange  seat. 
Therefore,  they  were  not  making  anything  but  the  interest  on  tlie 
money,  because  they  had  to  pay  all  the  commissions  to  the  New  York 
man  that  bought  and  sold  the  stock;  they  had  a  private  wire.  So 
Connolly  told  me  that  if  we  could  get  a  stock  exchange  seat  we  would 
get  all  those  commissions,  and  that  is  where  Sands  came  in,  helping 
to  arranj2:e  to  finance  it. 

.  Mr.  Kelley.  Did  you  borrow  the  money  of  Sands  to  go  into  this 
brokerage  firm? 

Mr.  BoLLTNG.  No,  sir;  I  borrowed  part  of  that  money;  I  can  give 
you  a  record  of  exactly  how  that  was. 

Mr.  Keli^y.  But  you  did  not  borrow  it  of  Sands? 

Mr.  BoLLiXG.  No,  sir;  I  borrowed  part  of  that  from  the  Com- 
mercial National  Bank,  and  I  put  in  my  own  cash,  $10,000,  into  it. 

Mr.  Kelley.  You  made  the  loan  through  Sands,  did  you  not? 

Mr.  BoLLiNG.  Oh,  I  made  it  through  him  as  an  officer  of  the  bank. 

Mr.  Kelley.  Yes ;  Sands  was  instrumental  in  letting  you  have  the 
money  from  the  bank? 

Mr.  BoLLiNG.  Yes,  sir. 

Mr.  Kelley.  To  start  in  business? 

Mr.  BoLLiNG.  Yes,  sir. 

Mr.  Kelley.  Now,  what  security  did  you  give  him  for  that? 

Mr.  BoLLiNG.  Well,  I  put  up  some  stocks  and  bonds  and  things, 
I  think,  sir. 

Mr.  Keij^ey.  And  then  you  paid  that  loan  to  the  bank,  did  you? 

Mr.  BoLLiNG.  No,  sir;  I  have  never  paid  that  loan.  It  is  still  out, 
the  larger  portion  of  it. 

Mr.  Kelley.  At  the  bank? 

Mr.  BoLLiNG.  Yes,  sir. 

Mr.  Kelley.  How  much  is  that,  did  you  say? 
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Mr.  BoLLiNG.  There  are  two  or  three  different  notes  there.  Let  me 
see,  1  think  I  can  tell  you.  I  carry  it  with  me  [referring  to  memo- 
randum].    I  will  tell  you  what  I  owe  the  bank. 

Mr.  Kelijet.  I  am  only  asking  this  because  it  connects  with  Mr. 
Sands. 

Mr.  B0L1.1NG.  I  am  very  glad  for  you  to  ask  it. 

Mr.  Kelley.  Mr.  Sands  made  the  arrangements,  I  understand. 

Mr.  BoLLiNG.  This  is  an  old,  old  statement.  AH  of  that  money 
did  not  come  from  the  Commercial.  I  would  rather  get  that  state- 
ment up  for  you,  sir,  than  to  give  you  these  figures. 

Mr.  Kelley.  Well,  that  probably  would  be  better. 

Mr.  BoLLiNG.  But  I  will  tell  you  now  that  in  January,  1917,  I 
owed  the  Commercial  $10,204. 

Mr.  Kelley.  But  the  loan  was  made  by  the  regular  discount  com- 
mittee ? 

Mr.  BoLLiNG.  Oh,  yes ;  yes,  sir. 

Mr.  Kelley.  And  Mr.  Sands  is  not  under  obligations  personally 
on  your  account  ? 

Mr,  BoLLiNG.  Oh,  no ;  no,  sir.  But  part  of  that  money — part  of 
those  notes  were  older  than  that. 

Mr.  Kelley.  Well,  now,  he  did  put  up  some  money  to  the  firm  ? 

Mr.  BoLLiNO.  Yes,  sir. 

Mr.  Kelley.  To  the  partnership? 

Mr.  BoLLiNo.  Yes,  sir.  He  arranged  to  get,  as  I  remember, 
$40,000:  I  think  I  am  correct  in  that  figure. 

Mr.  Kelley.  You  think  that  either  $30,000  or  $40,000  was  paid 
into  the  firm  ? 

Mr.  BoLLiNG.  I  do  not  know  whether  that  included  his  commission 
for  getting  it  or  whether  we  paid  that  outside. 

ilr.  Kelley.  If  it  did,  the  firm  ^ot  $30,000? 

Mr.  BoLLiNG.  That  is  the  idea,  sir. 

Mr.  Kelley.  If  not,  it  got  $40,000? 

Mp.  BoLLiNO.  Yes,  sir. 

Mr.  Kelley.  Did  you  arrange  that  loan  yourself? 

Mr.  BoLLiNG.  No,  sir ;  I  did  not.  No ;  they  had  it  all  arranged  as 
to  how  they  could  work  out  to  get 

Mr.  Kelley.  Did  this  make  Sands  a  partner  in  the  affair  in  some 
way? 

Mr.  BoLLiNG.  No,  sir.    No,  sir;  he  was  not  to  share  in  any  of  the 

profits. 
Mr.  Kelley.  Except  the  $10,000  ? 
Mr.  BoLLiNO.  Except  that. 
Mr.  Kelley.  The  commission  that  he  was  to  get  for  placing  this 

loan  ? 
Mr.  BoLiJNG.  That  was  all ;  yes,  sir. 
Mr.  KELiiEY.  Did  he  get  the  money  from  the  bank  ? 
Mr.  BoLLiNG.  No,  sir ;  I  think  not. 
Mr.  Kelley.  That  was  a  personal  matter  with  him  ? 
Mr.  BoLLiNG.  He  got  it  somewhere  else ;  I  think  so. 
Mr.  Kelley.  Did  you  sign  the  notes  ? 
Mr.  BoLLTXG.  No,  sir;  I  think  not.     F.  A.  Connolly  &  Co.  they 

were  sicrned. 

Mr.  Kelley.  In  behalf  of  F.  A.  Connolly  &  Co.;  that  made  you 
liable  under  the  notes,  did  it  not? 
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Mr.  BoLLixo.  Well,  there  was  an  F.  A.  Connolly  &  Co.,  you  see, 
before  I  came  into  it. 

Mr.  Keli^y.  Yes;  but  jou  were  a  partner  at  the  time  the  notes 
were  given  ? 

Mr.  BoLiJNG.  Yes,  sir;  I  came  into  it. 

Mr.  Kelley.  And  they  were  signed  F.  A.  Connolly  &  Co.,  I  sup- 
pose, per  F.  A.  Connolly,  pf'esident,  if  that  is  what  he  was? 

Mr.  BoLLiNG.  They  were  probably  signed  that  way ;  but  that  note, 
I  think,  was  given  prior  to  my  actually  coming  in,  because  they 
had  worked  it  out  how  they  could  finance  this  seat,  which  cost  about 
$75,000;  that  they  could  get  that  $40,000  from  Sands  and  $10,000 
from  me,  and,  I  think,  a  credit  in  New  York  of  $25,000.  I  am  not 
sure  how  they  got  the  other  $25,000;  but  anyhow,  tliey  had  it  ar- 
ranged that  way. 

Mr.  Kelley.  Well,  now,  when  did  Sands  release  you  from  any 
responsibility  in  connection  with  that  loan? 

Mr.  BoLLiNG.  Why,  he  never  mentioned  that  loan  to  me,  sir. 

Mr.  Kelley.  Has  he  not  sought  to  hold  you  liable  with  the  other 
pai-tners? 

Mr.  B0L1.1NO.  No,  sir. 

Mr.  Kelley.  For  the  loan? 

Mr.  BoLLiNG.  No,  sir. 

Mr.  Kelley.  Has  lie  not  told  you  that  because  he  and  you  were  such 
good  friends  he  would  release  you  from  responsibility? 

Mr.  BoLLiNG.  No,  sir. 

Mr.  Kelley.  Do  you  know  what  securities  he  had  for  the  protec- 
tion of  that  loan? 

Mr.  Bulling.  I  do  not  know  that  he  had  any,  sir;  I  do  not  think 
he  had.    For  that  $40,000,  you  mean? 

Mr.  Kelley.  For  the  amount,  yes.  ' 

Mr.  BoLLiNG.  I  am  sure  that  he  had  nothing,  sir. 

Mr.  Kelley.  Are  you  sure,  Mr.  Boiling,  that  at  the  time  that 
$40,000  was  borrowed  you  were  not  a  member  of  the  firm  ? 

Mr.  BoLLiNG.  Well,  it  was  prior  to  my  coming  in,  because  I  did 
not  become  a  member  of  the  firm  until  we  had  the  stock  exchange 
seat ;  and  we  could  not  bu}'^  the  stock  exchange  seat  unless  the  money 
was  forthcoming,  and  my  $10,000  was  a  part  of  the  money  that  went 
to  buy  the  stock  exchange  seat. 

Mr.  Kelley.  Do  you  not  think,  possibly^  that  the  arrangement 
was  made  for  the  $40,000,  but  the  actual  paying  in  of  the  money 

Mr.  Bulling.  That  may  be  true,  sir:  and  that  is  what  I  tried  to 
determine  yesterday.  I  did  not  have  time  to  get  that.  I  went,  or 
rather,  I  phoned  to  Mr.  Robertson  and  asked  him  to  get  those  lx)oks 
for  me,  so  that  I  could  tell. 

Mr.  Kelley.  Then  it  may  be  that  you  are  liable  on  that  $40,000 

note? 

Mr.  BoLLiNG.  It  inight  be.    I  have  often  thought  of  that,  sir. 

Mr.  Kelley.  And  never  have  inquired  into  it,  to  ascertain  whether 
you  were  or  not? 

Mr.  BoLLiNO.  No,  sir. 

Mr.  Kelijcy.  You  had  all  you  could  handle  without  that,  eh  ? 

Mr.  Bulling.  Let  the  sleeping  dogs  lie.  I  have  got  enough  to  take 
care  of. 
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Mr.  Kelley.  Who  is  this  Mr.  Robertson  that  you  have  spoken  of 
so  many  times? 

Mr.  feoLLiNG.  Mr.  Robertson?    Mr.  Robertson  is  from  Maryland, 

.some  part  of  Maryland.    He  is  now  an^  agent  for  the  Stutz  car  in 

Washmgton,  and  prior  to  going  into  that  firm  he  was  connected 

with  the  Commercial  National  Sank,  I  think,  in  the  capacity  of  a 

bookkeeper,  clerk,  or  paying  teller,  or  something  of  that  kind. 

Mr.  Kelljey.  Under  Mr.  bands? 

Mr.  BoLLiNG.  Yes,  sir;  but  I  never  knew  him  until  I  got  into  the 
firm. 

Mr.  Kelley.  Did  he  engage  in  any  war  activities  of  any  kind? 

Mr.  Rolling.  Mr.  Robertson,  sir? 

Mr.  Kelley.  Yes. 

Mr.  BoLLiNG.  Xo,  sir ;  -he  did  not. 

Mr.  Kelley.  You  do  not  know  whether  or  not  he  was  interested 
in  any  shipbuilding  company? 

Mr.  Rolling.  Yes^  sir;  I  think  he  was. 

Mr.  Kelley.  What  company? 

Mr.  Rolling.  The  White  Haven  Shipbuilding  Co.,  White  Haven, 
Md. 

Mr.  Kelley.  Was  there  any  difficulty  or  trouble  about  settling  the 
claims  of  that  company? 

Mr.  Rolling.  None  that  I  know  of,  sir. 

Mr.  Keijjly.  Did  Mr.  Robertson  ever  talk  to  you  about  their 
claim  ? 

Mr.  Rolling.  Time  and  time  again,  sir. 

Mr.  Kelley.  Do  you  know  what  settlement  was  made  ? 

Mr.  Rolling.  No,  sir ;  I  do  not. 

Mr.  EjELLEY.  What  did  he  want  you  to  do  in  connection  with  the 
claim  ? 

Mr.  Rolling.  Why,  he  urged  that  I  do  something,  anything  I 
could,  to  help  him ;  but  I  had  not  done  a  thing,  sir,  to  help  him. 

Mr.  Kei^xey.  You  did  not  speak  to  anybocty  on  the  Claims  Com- 
mittee? 

Mr.  Rolling.  No,  sir.  I  sent  Mr.  Robertson  to  see  Mr.  Martin 
GiUen. 

Mr.  Kelley.  And  did  you  say  anything  to  Mr.  Gillen  about  try- 
ing tp  gel  an  early  settlement  of  it,  or  get  it  disposed  of. 

Mr.  BoLi^iNG.  I  told  Mr.  Gillen  anything  he  could  do  to  help  him 
I  would  appreciate,  sir. 

Mr.  Kelley.  Then  you  did  use  your  influence  with  Mr.  Gillen  in 
behalf  of  this  White  Ilaven  claim? 

Mr.  Rolling.  To  that  extent;  yes,  sir. 

Mr.  Kelley.  Well,  what  more  could  you  do? 

Mr.  Rolling.  .That  is  all  I  could  do. 

Mr.  Kelley.  Than  to  go  to  the  man  who  was  the  aid  to  the  head 
of  the  board,  and  ask  him  to  do  what  he  could,  and  all  he  could 
do  you  would  greatly  appreciate  personally  ? 

ifr.  Rolling.  That  is  all  that  I  did,  sir.    That  is  what  I  did. 

Mr.  Kelley.  What  more  could  you  do  than  that? 

Mr.  Rolling.  That  is  all  I  could  do. 

Mr.  Kelley.  Then  you  did  help  him  to  the  very  extent  of  your  po- 
sition there  and  your  ability  in  that  case? 

Mr.  Rolling.  Well,  I  had  the  matter 
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Mr,  Kelley.  I  do  not  mean  to  say  now,  Mr.  Boiling,  that  there 
was  a  thing  wrong  about  that,  or  that  you  received  any  compensa- 
tion for  it  at  all. 

Mr.  BoLLiNG.  I  say,  that  is  exactly  what  I  did,  sir.  , 

Mr.  Kelley.  Was  that  riot  another  case  where  an  acquaintance  or 
a  friend  or  a  former  business  associate  took  advantage  of  your  posi- 
tion there  and  got  you  to  do  something  which  you  probably  should 
not  have  done,  Mr.  Boiling? 

Mr.  BoLLiNG.  Well,  I  don't  know,  sir.  I  am  not  the  man  to  see 
on  that,  you  understand ;  and  people  coming  in,  I  alw^s  try  to  refer 
them  to  the  proper  department,  and  that  is  about  all  1  did  with  Mr. 
Robertson. 

Mr.  Kelley.  You  see,  you  are  in  a  very  delicate  and  difficult  situa- 
tion there. 

Mr.  BoLLiNG.  I  am,  sir. 

Mr.  Kelley.  Because  a  request  coming  from  you  would  carry  a 
great  deal  of  weight  for  two  reasons;  one  of  which  is  that  you  are 
the  treasurer  of  this  enormous  affair? 

Mr.  BoLLiNo.  Yes,  sir. 

Mr.  Kelley.  And  a  request  upon  Mr.  Gillen  that  he  use  all  rea- 
sonable means  to  advance  this  claim,  and  that  you  would  appreciate 
anything  he  could  do  personally,  meaning  I  suppose  honestly — '• — 

Mr.  BoLLiNG.  Yes,  sir. 

Mr.  Kelley.  Would  carry  a  good  deal  of  weight. 

Mr.  BoLLiNG.  Yes,  sir. 

Mr.  Kelley.  Well,  do  you  know  as  a  matter  of  fact  that  this  claim 
was  settled  for  $102,000,  or  something  like  that  ? 

Mr.  BoLLiNG.  No,  sir.  I  do  not. 

Mr.  Kelley.  After  the  comptroller  had  recommended  that  nothing 
be  paid  ? 

Mr.  BoLLTNG.  No,  sir ;  I  do  not. 

Mr.  Kelley.  You  do  not  know  whether  that  is  true  or  not? 

Mr.  BoLLiNG.  No,  sir. 

Mr.  Keixey.  Has  Mr.  Robertson  ever  seen  you  again  about  this 
case,  since  it  was  settled  ? 

Mr.  BoLLiNo.  I  do  not  think  he  has,  sir :  never  mentioned  it. 

Mr.  Kelley.  Do  you  keep  a  set  of  books,  Mr.  Boiling,  outside  of 
your  cash  book? 

Mr.  BoLLiNG.  I  keep  almost  everything  in  my  check  book,  sir, 

Mr.  Kelley.  Yes :  a  great  many  of  us  are  perfectly  able  to  do  that. 

Mr.  BoLLTNG.  I  do  not  have  much  trouble  keeping  my  books.  The 
principal  thing  I  have  trouble  with  are  my  bills,  ta  trv  and  get 
enough  money  to  pay  them. 

Mr.  Kei^ey.  When  was  the  last  time  you  saw  Mr.  Robertson,  Mr. 
Bollinff? 

Mr.  noLLiNG.  Well,  I  talked  to  him  yesterday,  sir,  on  the  phone,  in 
regard  to  this  Connolly  thing.  I  do  not  know 'when  I  have  seen  him 
last :  it  has  probably  been  two  months. 

Mr.  Kelley.  Do  you  remember  when  was  the  last  time  you  talked 
with  him  about  his  claim  before  the  Shipping  Board? 

Mr.  BoLLiNG.  No,  sir. 

Mr.  Kelley.  I  think  you  testified  this  morning,  Mr.  Boiling,  to 
certain  specific  loans  for  which  you  had  given  notes  to  Mr.  Sands? 
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Mr.  BoLLiNo.  Yes,  sir. 

Mr.  Kelley.  And  then  you  also  stated  that  you  had  made  a  great 
many  other  loans  from  him,  for  which  you  had  given  no  notes  of  any 
kind ;  or  did  I  misunderstand  you. 

Mr.  BoLLiNG.  I  think  you  must  have  misunderstood  me,  sir.  I 
did  not  think  I  made  that  statement. 

Mr.  Kelley.  I  think — just  refresh  j^our  mind,  Mr.  Boiling — that 
you  said  you  had  had  hundreds  of  financial  transactions  with  Mr. 
Sands  ? 

Mr.  BoLLiNG.  Yes,  sir. 

Mr.  Kelley.  And  that  you  had  borrowed  money  of  him  a  great 
many  times? 

Mr.  BoLLiNG.  Yes,  sir. 

Mr.  Kelley.  And  the  chairman  asked  you  whether  or  not  you 
gave  a  note,  and  you  said,  no,  except  in  these  instances  which  you 
detailed  here. 

Mr.  BoLLiNG.  Well,  I  did  not  mean  to  leave  you  under  that  im- 
pression, sir,  because  I  have  giot  borrowed  very  much  money  from 
Sands  without  giving  him  a  note. 

Mr.  Kelley.  Well,  now,  you  have  borrowed  some  from'  Mr.  Sands, 
for  which  you  have  given  no  notes. 

Mr.  BoLLiNG.  Well,  this  $600  in  question  is  the  only  thing  I  think 
of,  sir,  that  has  not  been  covered  by  notes.  Of  course,  that  was  not 
a  loan. 

Mr.  Kelley.  You  did  not  borrow  that? 

Mr.  BoLLiNG.  That  was  not  a  loan. 

Mr.  Kelley.  That  was  just  paying  you  on  the  contract  for  the 
house  ? 

Mr.  BoLLiNG.  Yes,  sir. 

Mr.  Kelley.  Is  that  all? 

Mr.  BoLUNG.  That  is  all,  sir. 

Mr.  KE^iLEY.  What  did  you  mean  when  you  said  you  had  had  hun- 
dreds of  business  transactions  with  him? 

Mr.  BoLLiNG.  Well,  I  think  both  as  an  official  of  the  bank  and 
personally;  but  I  have  had  a  great  many  transactions  with  Mr. 
Sands  in  regard  to  his  house,  and  in  regard  to  the  Connolly  matter. 

Mr.  KE1.I4EY.  But  outside  of  these  transactions  that  you  spoke  of 
this  morning,  the  chairman  asked  you,  if  I  remember  correctly — 
and  I  do  not  want  to  misquote  vou,  you  understand. 

Mr.  BoLLiNG.  No,  indeed ;  I  know  it. 

Mr.  Kelley.  But  I  just  want  to  refresh  your  memory,  so  you  can 
correct  me  if  you  misunderstood  his  questions. 

Mr.  BoLLiNO.  I  probably  did,  sir. 

Mr.  Kei.ijey.  If  you  had  had  other  transactions  with  Mr.  Sands 
besides  these  you  have  named  here  ? 

Mr.  BoLMNG.  I  have  had  other  transactions,  but  I  think  they 
would  all  be  fully  covered  by  notes. 

Mr.  Kelley.  What  other  transactions  have  vou  had  with  them? 

Mr.  BoLLiNG.  Well,  none  besides  what  I  have  named.  I  mean,  in 
connection  with  the  Connollv  Co.  and  the  house. 

Mr.  Keli.by.  Well,  now,  1  have  excluded  those  two,  Mr.  Boiling. 

Mr.  BoLi^TNG.  -And,  I  say,  I  do  not  think  there  is  any  othfer  trans- 
action I  have  had  with  him. 
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Mr.  Kelley.  Then,  you  want  your  testimony  to  stand  that  outside 
of  the  money  that  you  borrowed — this  $7,500  to  clean  up  the  Con- 
nollv  matter — you  have  not  borrowed  any  money  of  Mr.  Sands? 

Mr.  BoLLTNG.  Are  you  going  clear  back  to  the  beginning? 

Mr.  Kelley.  Well,  you  did  not  know  him  very  long,  you  know. 

Mr.  BoLLTNG.  Let  me  see.  Of  course,  I  have  not  searched  my  rec- 
ords very  carefully  f i-om  the  beginning. 

Mr.  Kelley.  Here  is  a  note  of  May  iil,  1918. 

Mr.  Bolling.  That  one  I  had ;  yes. 

Mr.  Kelley.  The  $300  note  ? 

Mr.  Bolling.  Yes,  sir.  Prior  to  1918  I  had  some  business  transac- 
tions with  Sands,  both  in  connection  with  his  curtailment  of  the  note. 
and  Sands  had  loaned  me  money  as  a  bank  official;  but  I  do  not 
think  tliat  he  had  ever  loaned  me  any  money  that  was  not  covered  by 
my  note  to  him,  nor  do  I  think  he  ever  loaned  me  any  other  money 
personally,  except  money  in  connection  with  the  brokerage  aiFair, 
and  that  was  after  1  got  out ;  he  did  loan  me  the  $7,500,  you  know, 
that  I  explained.  ^ 

Mr.  Kelley.  Well,  now,  during  the  year  of  1918,  subsequent  to  the 
i4th  of  March,  did  you  borrow  any  of  Mr.  Sands? 

Mr.  Bolling.  No,  sir.    Oh,  well,  subsequent  to  that ;  yes,  sir. 

Mr.  Kelley.  For  which  you  gave  no  notes  ? 

Mr.  Bolling.  Oh,  no,  sir;  not  after  that. 

Mr.  Kelley.  You  want  to  be  pretty  sure  about  that,  Mr.  Bolling. 

Mr.  Bolling.  That  is  after  March,  1918? 

Mr.  Kelley.  March  14,  1918. 

Mr.  Bolling.  That  I  never  borrowed  any  money  from  him  per- 
sonally ;  that  I  did  not  give  notes  ? 

Mr.  Kelley.  Yes;  that  is  the  way  you  want  the  testimony  to 
stand  ? 

Mr.  Bolling.  Yes ;  with  the  exception  of  that  one  note  at  $300. 

Mr.  Kelley.  Yes ;  except  as  you  have  testified  here. 

Mr.  Bolling.  That  is  right,  sir. 

Mr.  Kelley.  Then,*  if  Mr.  Sands  or  anybody  else  has  informed  the 
committee  that  they  opened  up  an  account  with  you  on  the  basis  of 
commissions  for  services  rendered  contractors  or  others,  and  paid  you 
from  time  to  time  against  that  account,  they  have  testified  falsely? 

Mr.  Bolling.  Absolutelv,  sir. 

Mr.  Keli.ey.  And  when  you  got  this  anoymous  letter,  the  first  one, 
was  about  the  1st  of  October,  as  I  recollect  it  ? 

Mr.  Bolling.  Yes,  sir. 

Mr.  Kelley.  It  had  something  to  say  about  the  Commercial  Bank? 

Mr.  Bolling.  I  think  it  did :  yes. 

Mr.  Keixey.  Yes. 

Mr.  Bolling.  I  think  it  did. 

Mr.  Kelley.  Your  brother  was  in  tlie  bank  there? 

Mr.  Bolling.  No,  sir. 

Mr.  Kelley.  When  did  he  go  into  the  bank? 

Mr.  Bolling.  Around  November,  1918. 

Mr.  Kelley.  And  was  Mr.  Sands  in  the  l)ank? 

Mr.  Bolling.  Mr.  Sands  was  in  the  bank,  too,  I  should  say,  up  to 
the  middle  of  October.    That  I  could  establish. 

Mr.  Kelley.  All  that  Mr.  Sands  had  attempted  to  have  vou  do 
up  to  that  time  was  to  have  you  use  your  influence  with  somebody 
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to  let  him  off — be  easv  on  the  matter  of  the  violation  of  the  law — 
was  it? 

Mr.  BoLUNO.  That  is  right,  sir. 

Mr.  Keli^y.  There  was  no  spe<5ial  feeling  between  you ;  you  were' 
imder  no  special  obligation  to  be  there  ? 

Mr.  BoLLiNO.  None,  except  that  he  had  always  been  a  friend  of 
mine,  and  I  would  like  to  have  helped  him,  sir. 

Mr.  Kelley.  When  you  got  an  anonymous  letter  in  which  they 
speak  about  $40,000  and  the  record  of  it  being  at  the  bank,  why  did 
you  not  call  Mr.  Sands  right  on  the  phone  and  say,  "What  is  it 
about  this  $40,000?" 

Mr.  BoLLiNG.  That  is  probably  what  I  should  have  done,  sir. 

Mr.  Kelley.  How  could  you  escape  doing  that,  Mr.  Boiling? 
Here  was  a  letter  sent  to  the  Secretary  of  the  Treasury,  or  to  the 
Secretary  of  the  President,  in  which  it  was  definitely  stated  that  the 
$40,000  was  being  divided,  and  you  were  being  a  beneficiary  of  that 
division,  and  named  the  bank  where  the  record  of  it  was  kept,  and 
that  Mr.  Sands  was  involved  in  it,  and  that  you  never  called  him  up 
to  see  what  the  $40,000  was  about,  even. 

Mr.  BoLLiNG.  I  do  not  know  that  that  first  letter  gave  the  record 
of  the  bank ;  I  do  not  think  it  did. 

Mr.  Kelley.  Did  you  ever  talk  to  Mr.  Sands  about  this  $40,000 
at  all? 

Mr.  BoLLiNG.  Absolutely  not,  sir. 

Mr.  Kelley.  You  never  asked  him  what  the  explanation  of  it 
was? 

Mr.  Bulling.  No,  sir. 

Mr.  Kelley.  Although  you  were  accused  of  getting  a  quarter  of  it? 

Mr.  BoLLiNo.  Yes,  sir. 

Mr.  Kelley.  You  never  said,  "  Mr.  Sands,  what  did  you  get  this 
$40,000  for?" 

Mr.  BoLLiNG.  No. 

Mr.  Kelley.  As  treasurer  of  the  Shipping  Board,  would  it  not  be 
rather  incumbent  upon  you  to  know  if  (lovernment  money  was  being 
paid  out  in  that  way* 

Mr.  B0LI.ING.  I  was  not  treasurer  then ;  I  was  assistant  treasurer. 

Mr.  Kelley.  Did  you  call  Mr.  Tweedale's  attention  to  the  fact  that 
it  was  alleged  that  there  was  on  record  in  the  Commercial  National 
Bank  evidence  which  would  show  that  Mr.  Sands  got  $40,000  from 
one  of  the  contractors  to  whom  the  (Tovernment  was  advancing 
monev  in  large  quantities? 

Mr.  BoijjNG.  I  told  Mr.  Tweedale  of  the  $40,000. 

Mr.  Kelley.  Immediately? 

Mr.  BoLLiNG.  Yes,  sir ;  as  soon  as  it  came  in. 

Mr.  Keli^ey.  And  here  was  Mr.  Sands,  one  of  the  best  friends  you 
had  ever  had,  as  you  supposed,  you  have  been  doing  business  with 
him  right  along,  had  borrowed  large  sums  and  small  sums  from  him, 
and  he  had  helped  you  and  you  had  helped  him,  and  you  were 
implicated  in  a  proposition  of  $40,000,  and  from  that  day  to  this  you 
have  never  asked  him  what  the  $40,000  transaction  was  about? 

ifr.  BoLLiNG.  No,  sir;  I  have  not. 

Mr.  Keij^y.  You  do  not  know  now  what  it  was  for? 

Mr.  BoLLiNG.  No,  sir. 
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Mr.  Kelley.  Did  not  the  treasury  department  of  the  Shipping 
Board  have  any  interest  in  this  $40,^00  ? 

Mr.  BoLLiNG.  I  do  liot  believe  that  it  did,  from  this  letter.  There 
is  what  I  think  it  was  for — for  furnishing  that  credit. 

Mr.  Kelley.  Was  that  letter  truthful? 

Mr.  BoLLiNG.  This  letter  [exhibiting  paper]  ? 

Mr.  Kelley.  Yes. 

Mr.  BoLLiNG.  I  imagine  so,  sir. 

Mr.  Kelley.  Are  you  sure? 

Mr.  BoLLiNG.  How  do  you  mean? 

Mr.  Kelley.  Does  it  state  the  truth  there^  that  he  did  establish 
for  them  on  that  date 

Mr.  BoLLiNG.  So  far  as  I  know- 


Mr.  Kelley.  Or  had  established  the  credit  of  $40,000  there  ? 

Mr.  BoLLiNG.  So  far  as  I  know ;  yes,  sir. 

Mr.  Kelley.  You  do  not  know  that  it  is  not  true? 

Mr.  BoLLiNG.  No,  sir. 

Mr.  Kelley.  The  evidence  is,  is  it  not,  that  it  is  not  true? 

Mr.  BoLLiNG.  The  credit  was  established  or  is  established;  that  I 
I  know. 

Mr.  Kelley.  Do  you  know  when? 

Mr.  BoLLiNG.  I  imagine  on  that  date,  sir. 

Mr.  Kelley.  You  would  be  surprised  if  you  found  that  that  was 
not  the  case? 

Mr.  BoLLiNG.  I  would,  sir. 

Mr.  Kelley.  Would  you  be  surprised  that  the  credit  which  was 
supposed  to  have  been  given  was  a  sum  of  money  put  in  the  savings 
department,  where  these  people  could  not  touch  it  at  all,  and  was 
really  not  a  credit? 

Mr.  BoLLiNG.  Yes;  I  would. 

Mr.  Kelley.  As  treasurer  or  assistant  treasurer,  if  a  sum  of  money 
was  being  bandied  about  like  that,  which  involved  the  very  institu- 
tion for  which  you  were  working,  it  does  seem  as  though^  Mr.  Boiling, 
Tvith  all  due  respect  to  your  position  as  treasurer  of  this  institution, 
that  you  should  have  taken  it  up  with  your  superior  officers  to  find 
out  what  that  money  was  being  put  out  in  that  manner  for. 

Mr.  BoLLiNG.  If  I  had  had  anything  to  do  with  this  letter — ^you 
say  this  letter?  You  see  this  letter  went  to  the  Construction  Divi- 
sion, not  to  me. 

Mr.  Kelley.  What  is  the  date  of  that  letter? 

Mr.  BoLLiNG.  March  15,  1918. 

Mr.  Kelley.  When  was  this  contract  made? 

Mr.  BoLLiNG.  March  14, 1  think  it  was  dated,  sir. 

Mr.  Kelley.  The  contract  was  made  the  day  before  the  credit?     * 

Mr.  BoLLiNG.  Yes,  sir. 

Mr.  Kelley.  And  when  were  these  notes  in  controversy  dated  ? 

Mr.  BoLLiNG.  T  do  not  know. 

IVfr.  Kelley.  You  have  never  seen  them? 

Mr.  BoLLiNG.  I  have  never  seen  them. 

Mr.  Kelley.  You  never  inquired  about  them  ? 

Mr.  BoLLiXG.  T  never  have. 

Mr.  Kei.ley.  It  seems  to  me  that  if  a  transaction  concerned  one  so 
<*losely  as  this  did  you  that  you  would  have  been  much  better  oflF, 
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Mr.  Boiling,  if  you  had  found  out  all  about  this  transaction  at  the 
time  it  first  came  to  your  attention.    * 

Mr.  BoLLiNG.  I  would  have  found  out  if  I  had  not  gone  away,  sir ; 
but  I  went  away. 

Mr.  Kelley.  But  you  have  been  back  a  long  time  now. 

Mr.  BoLLiNG.  Yes ;  I  have. 

Mr.  Kelley.  And  you  have  never  taken  it  up  since  you  came  back? 

Mr.  BoLLING.   Xo. 

Mr.  Kelley.  You  never  asked  Sands,  "  What  about  this  $40,000?  " 

Mr.  BoLLiNo.  No. 

Mr.  Kelley.  Although  you  have  talked  with  him  over  and  over 
and  over  ? 

Mr.  BoLLiNG.  No ;  I  have  not  talked  with  him  over  and  over  and 
over.  I  think  I  have  only  talked  with  Mr.  Sands  once  in  the  last 
two  years  or  year  and  a  half. 

Mr.  Kelley.  When  was  the  first  time  you  knew  there  was  talk 
about  $4t),000  being  split  four  ways? 

Mr.  BoLLiNG.  About  May  or  June  of  this  year. 

Mr.  Kelley.  I  thought  you  got  that  in  the  anonymous  letter  ? 

Mr.  BoLLiNG.  Of  course,  I  got  ^t  in  the  anonymous  letter.  But 
you  said  "talk  being  bandied  about."  Yes;  I  did  get  it  from  the 
anonymous  letter,  and  turned  it  over  to  the  Department  of  Justice. 

Mr.  Kelley.  And  they  never  came  to  see  you  about  it,  even  ? 

Mr.  BoLUNG.  No,  sir ;  they  did  not ;  I  went  to  see  them. 

Mr.  Kelley.  And  then  they  dropped  it  ? 

Mr.  BoujNG.  I  do  not  know  w^hat  they  did  with  it.  I  asked  them 
to  make  an  investigation  of  it  at  the  time. 

Mr.  Kelley.  But  after  that  you  did  not  hear  any  more  about  it  ? 

Mr;  BoLLiNG.  Yes,  I  did ;  I  heard  that  they  had  looked  into  it  and 
decided  there  was  nothing  to  it ;  they  had  gone  all  through  Sands's 
checks  and  papers  to  me,  and  they  did  not  find  anything. 

Mr.  Kelley.  Was  there  a  report  made  to  your  department  to  that 
effect  ? 

Mr.  BoLLiNG.  No,  sir. 

Mr.  Keli^y.  Where  did  you  get  any  such  idea  as  that? 

Mr.  BoLLiNo.  From  Mr.  Thompson. 

Mr.  Kelley.  That  they  had  gone  through  Sands's  checks? 

Mr.  BoLLiNG.  I  asked  Thompson  to  go  through  Sands's  checks  and 
papers  to  see  whether  he  did  it. 

Mr.  Kelley.  Did  he  ever  say  to  you  that  he  did? 

Mr.  BoLLiNG.  He  did,  sir. 

Mr.  Kelley.  Of  course,  this  involves  quite  a  good  period  of  time, 
Mr.  Boiling. 

Mr.  BoLLiNG.  Y'es,  sir. 

Mr.  Kelley.  And  I  know  it  is  easy  to  be  mistaken  sometimes  on 
the  spur  of  the  moment;  but  I  want  to  be  sure  whether  Thompson 
ever  told  you  that  he  went  through  Sands's  checks. 

Mr.  BoLUNG.  Yes,  sir;  he  said  he  had  given  orders  that  they  bo 
gone  through. 

Mr.  ICeixey.  Did  he  say  they  had  been  gone  through? 

Mr.  BoLLiNO.  Yes,  sir;  he  told  me  they  had  been  gone  through 
and  that  there  was  nothing  to  it. 

Mr.  Kelley.  So  far  as  you  can  recollect,  in  all  these  various  trans- 
actions with  Sands  he  never  paid  you  in  anythinfij  but  checks,  did  he? 
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Mr.  BoLLiNG.  So  far  as  I  can  remember,  he  did  not,  sir. 

Mr.  Kelley.  These  deposits  for  $300  and  $200  and  $100 

Mr.  BoLLiNG.  Yes,  sir. 

Mr.  Kelley  (continuing).  You  wrote  on  those  in  lead  pencil, 
"  Sands." 

Mr.  Bousing.  Yes,  sir. 

Mr.  Kelley.  That  was  some  time  subsequent,  of  course. 

Mr.  BoLLiNG.  Oh,  yes,  sir. 

Mr.  Kelley.  How  were  you  able  to  identify  these  deposit  slips  as 
the  money  from  Sands? 

Mr.  BoLLiNo.  Because  I  had  a  memorandum  on  the  book — in  the 
back  of  my  check  book,  on  the  pasteboard  binder,  of  the  dates  that 
those  amounts  were  paid  on  account  of  what  Sands  owed  me.  I  do 
not  think  I  hare  that  book  with  me. 

Mr.  Kelley.  I  just  want-ed  to  have  that  in  the  record,  that  is  all, 
because  we  did  not  make  that  quite  clear  this  morning. 

Mr.  BoLLiNG.  I  kept  the  record  in  the  back  of  my  check' book  on 
the  pasteboard  binder,  the  date  that  Sands  gave  me  the  money,  start- 
ing with  P^ebruary  18  and  winding  up  with  August  5. 

Mr.  Kelley.  And  that  closed  up  the  house  transaction  ? 

Mr.  Polling.  That  closes  it,  except  for  $900  he  still  owes  me. 

Mr.  Kelley.  That  is  not  due  yet? 

Mr.  BoLLiNo.  No;  not  until  January.  I  do  not  say  he  owes  me; 
I  accepted  the  note,  and  I  indorsed  it. 

Mr.  Kelley.  He  has  taken  care  of  the  notes  along,  as  you  have 
indicated  in  that  statement? 

Mr.  BoLLiNG.  Yes ;  except  the  last  two  times  I  think  he  curtailed 
every  time. 

Mr.  Kelley.  I  suppose  the  statement  that  you  would  have  thrown 
off  $4,000  from  that  house  contract  matter  was  a  little  extravagant, 
was  it  not,  this  morning  ? 

Mr.  BoLLiNG.  I  do  not  believe  that  I  could  afford  to  have  done 
that. 

Mr.  Kelley.  You  used  a  figurative  expression  to  show  good  will 
toward  Sands? 

Mr.  BoLLiNG.  No ;  there  was  no  good  will  that  night.  They  were 
most  unreasonable  about  the  settlement. 

Mr.  Kelley.  That  was  away  back  in  1916? 

Mr.  B01J.ING.  Yes,  sir.  We  came  very  near  having  a  split  up  on 
that  settlement. 

Mr.  Kelley.  You  really  never  expected  to  get  this  $600  for  the 
extras  ? 

Mr.  BoLLiNG.  That  night  I  thought  it  was  gone,  but  when  he  told 
me  that  he  would  pay  it  eventually  I  did  expect  to  get  it;  yes,  sir. 

Mr.  Kelley.  That  was  in  the  fall  of  1916. 

Mr.  BoLUNG.  Yes,  sir. 

Mr.  Kelley.  And  he  never  paid  that  until  these  three  amounts 
were  paid  in  1918. 

Mr.  BoLLiNG.  That  is  correct. 

Mr.  Kelley.  Nearly  two  years  later? 

Mr.  BoLLiNQ.  Pretty  nearly. 

Mr.  Kelley.  Is  Mr.  Sands  a  man  of  means? 

Mr.  Bolling.  No,  sir ;  I  do  not  think  so. 
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Mr.  Keuley.  Were  you  surprised  that  lie  should  pay  you  in  driblets 
in  $300  and  $200  and  $100? 

Mr.  BoLUNG.  No,  sir ;  I  was  not. 

Mr.  Kelley.  And  these  were  all  handed  to  you  at  the  time,  kind 
of  out  of  a  clear  sky  ? 

Mr.  BoLiiiNG.  No,  sir ;  I  went  there  and  requested  it. 

Mr.  KiiixEY.  After  the  first  one? 

Mr.  BoLLTNG.  Yes,  sir. 

Mr.  Kelley.  Or  all  of  them  ? 

Mr.  JSoLLiNG.  All  of  them ;  when  I  needed  it  I  went  there  and 
asked  if  he  couldn't  pay  me  something — pay  it  all ;  if  he  had  paid  all 
I  would  have  been  better  satisfied. 

Mr.  Kelley.  Then,  the  fact  is,  his  indebtedness  was  restored  back 
there  in  March  some  time,  was  it,  when  he  offered  to  divide  this 

Mr.  BoLLiNG.  No,  sir;  it  was  restored  within,  I  should  say,  a  week 
or  two  after  the  settlement  on  the  house. 

Mr.  Kelley.  I  know,  but  up  to  that  time  you  never  had  thought 
to  ask  him  for  it,  although  you  were  quite  in  need  of  money  at 
different  times? 

Mr.  BoLLiNG.  I  may  have  asked  him  for  it,  but  he  mentioned  it 
several  times  in  those  two  years. 

Mr.  Kelley.  Why  did  you  not  say,  "Why  don't  you  pay  that 
instead  of  talking  about  it?  " 

Mr.  BoLLiNG.  1  probably  did. 

Mr.  Kelley.  But  he  never  did? 

Mr.  BoLLiNG.  He  never  paid  it ;  no,  sir. 

Mr.  Kelley.  But  after  this  bending-roU  transaction  was  out  of  the 
way,  why,  then,  he  said,  "  I  am  going  to  pay  you  this,"  and  then  you 
had  to  ask  him  for  it  after  that,  did  you  ? 

Mr.  BoLLiNG.  I  had  to  ask  him  for  it  after  that;  that  is  right,  sir. 

Mr.  Kelley.  And  then  he  gave  you  only  $300  the  first  time  ? 

Mr.  BoLLiNo.  That  is  right 

Mr.  Kelley.  And  then  you  went  back  and  got  $200  ? 

Mr.  BoLLiNG.  Yes,  sir. 

Mr.  Kelley.  And  then  finally  he  paid  you  $100  and  closed  it  up  ? 

Mr.  BoLLiNO.  Yes,  sir. 

Mr.  Kelley.  Do  you  know  whether  or  not  any  of  your  superior 
officers  called  in  Mr.  Downey  to  know  what  he  pajd  these  $40,000 
of  notes  for? 

Mr.  BoLLiNG.  I  do  not 

Mr.  Kelley.  How  could  anybody  investigate  this  case,  Mr.  Boiling, 
without  knowing  what  those  notes  were  paid  for — without  knowing 
what  those  notes  were  given  for,  and  investigate  it,  really  ? 

Mr.  BoLLiNG.  I  do  not  believe  they  could,  sir. 

Mr.  Kelley.  If  one  were  really  going  to  investigate  this  matter,  the 
first  thing  he  would  do,  if  he  was  going  at  it  in  dead  earnest,  would 
be  to  find  out  why  those  notes  were  given. 

Mr.  BoLLiNo.  1  should  think  so. 

Mr.  Kj!lley.  But  that  has  been  established  to  the  satisfaction  of 
your  superior  officers  somewhere. 

Mr.  BoLLiNG.  .1  understand — I  have  read  in  the  paper 

Mr.  Kelley  (interposing).  You  understand  what? 

Mr.  BoLLiNO.  I  have  read  it  in  the  paper. 
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Mr.  Kelley.  That  it  was  established  ? 

Mr.  BoLLiNG.  That  it  was  established. 

Mr.  Kelley.  To  their  satisfaction? 

Mr.  BoLLiNG.  It  did  not  speak  of  it  in  that  way,  but  that  the 
amount  of  money  was  paid  for  the  credit. 

Mr.  Kelley.  Ought  it  to  be  necessary  for  a  man  who  has  had  a 
great  contract  with  the  Government,  involving  $15,000,000  a  year 
before  this,  and  who  was  carrying  it  out  satisfactorily,  if  he  was,  to 
have  to  go  to  a  bank  in  Washington  and  pay  $40,000  ifor  a  letter  like 
that,  without  a  word  of  truth  in  the  letter  ?  ^ 

Mr.  BoLLiNG.  It  ought  not  to,  sir. 

Mr.  Kelley.  Do  you  know  whether  or  not  anybody  in  the  Ship- 
ping Board  ever  went  to  the  bank  to  see  whether  this  credit  had  been 
placed  there? 

Mr.  BoiJLiNG.  I  think  Mr.  Xew  there  [indicating]  knows  all  about 
that,  sir 

Mr.  Kelley.  Was  Mr.  New  at  the  head  of  the  Credit  Division 
when  this  letter  was  written  ? 

Mr.  BoLLiNO.  Yes,  sir. 

Mr.  Kelley.  Would  it  strike  you,  as  treasurer  of  the  Shipping 
Board,  that  it  might  be  a  little  strange  for  a  firm  doing  business  in 
New  1  ork  and  all  of  its  banking  connections  in  New  York  to  have 
to  get  a  letter  of  credit  from  a  bank  in  Washington,  where  they  had 
not  been  doing  business  at  all  ? 

Mr.  BoLLiNG.  Yes,  sir. 

Mr.  KEiJiEY.  That  would  be  a  strange  thing,  would  it  not? 

Mr.  BoLLiNG.  Yes. 

Mr.  Keli^y.  Would  it  not  excite  your  suspicion? 

Mr.  BoLLiNG.  I  think  it  did  Mr.  New's;  I  think  he  had  several 
letters  on  the  subject. 

Mr.  Kelley.  But  the  contract  was  let  abdut  this  time? 

Mr.  BoLLiNG.  Yes,  sir. 

Mr.  Kelley.  But  you  think  this  letter  did  not  have  anything  to 
do  with  the  letting  of  the  contract? 

Mr.  BoLLiNG.  I  think  it  had  everything  to  do  with  it. 

Mr.  IvELLEY.  Oh,  you  do? 

Mr.  BoLLiNG.  Yes,  sir. 

Mr.  Kelley.  We  can  inquire  about  that  from  Mr.  New,  can  we? 

Mr.  BoLLiNG.'He  knows  that  story;  I  had  nothing  to  do  with  it? 

Mr.  Kelley.  Was  Mr.  Tweodale  treasurer  at  that  time  ? 

Mr.  BoLLiNG.  Oil,  no,  sir. 

Mr.  KfiLiiEY.  Who  was  treasurer  then  ? 

Mr.  BoLLiNO.  March,  1918? 

Mr.  Kelley.  Oh,  I  understand  now. 

Mr.  BoLLiNG.  Now,  wait.  I  can — I  think  it  was  around  that  time 
that  George  T.  Smith  came  in  as  treasurer.  After  Mr.  Smith  got 
out  Mr.  Waldo  S.  Todd  was  treasurer;  after  Todd,  Mr.  Alonzo 
Tweedale  was  treasurer. 

Mr.  Kelley.  He  was  the  first  real  treasurer  you  had  at  all  ? 

Mr.  BoLLiNG.  I  do  not  know  about  that.  [Laughter.]  He  was 
a  very  good  treasurer. 

Mr.  Kelley.  I  did  not  say  he  was  the  only  one,  you  understand. 

Mr.  BoLLiNG.  He  was  a  very  good  treasurer. 
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Mr.  Keu^y.  As  banking  examiner  or  as  assistant  bank  examiner, 
you  would  be  under  the  Comptroller  of  the  Currency,  as  I  recollect 
the  law  ? 

Mr.  BoLLiNG.  Yes,  sir. 

Mr.  Kelley.  And  Mr.  Sands  was  having  this  trouble  with  a  bank 
examiner? 

Mr.  BoLLiNG.  Yes. 

Mr.  Kelley.  Do  you  know  the  name  of  the  bank  examiner  who 
was — whom  he  was  having  the  trouble  with  ? 

Mr.  BoLLiNG.  I  know  who  was  examining  the  Commercial  Bank; 
yes,  sir. 

Mr.  Kelley.  Wlio  was? 

Mr.  BoLLiNG.  Mr.  Trimble. 

Mr.  Kelley.  Did  you  know  him  personally  ? 

Mr.  BoLLiNG.  I  have  met  him  since,  but  I  do  not  think  I  knew  him 
at  that  time. 

Mr.  Kelley:  Of  course,  you  knew  Mr.  Williams,  the  Comptroller 
of  the  Currency  ? 

Mr.  BoLLiNG.  I  know  Mr.  Williams ;  not  well. 

Mr.  Kelley.  I  should  have  thought  if  Sands  was  going  to  get  you 
to  help  him  at  all,  that  he  would  have  had  you  intercede  with  Mr. 
Williams  rather  than  with  Senator  Owen  or  somebody  else. 

Mr.  BoLLiNG.  Yes;  I  think  that  Mr.  Sands  had — the  feeling  was 
very  tense  between  Sands  and  Williams  at  the  time.  I  think  he 
blamed  Mr.  Williams  for  it. 

Mr.  Kelley.  So  that  there  was  no  suggestion  at  any  time  that  you 
see  Mr.  Williams  about  it  ? 

Mr.  BoLLiNG.  No,  sir. 

Mr.  KELiiEY.  But  how  could  the  President  help  in  a  matter  like 
this? 

Mr.  BoLLixG.  I  do  not  know. 

Mr.  Kelley.  What  did  Sands  want  you  to  do? 

Mr.  BoLLTXG.  Well,  I  suppose  he  thought  the  President  could  stop 
anvthing. 

Mr.  Kelley.  That  is  pretty  nearly  true,  so  far  as  matters  of  this 
kind  are  concerned,  if  he  saw  fit  to  interfere? 

Mr.  BoLLiNG.  Yes,  sir. 

Mr.  Keli.ey.  But  it  would  hardly  be  likely  that  the  President  would 
interfere  with  the  inspection  or  examination  of  a  bank,  and  so  it 
would  be  an  unreasonable  thing  to  expect  you  to  see  him  about  it. 

Mr.  BoLLiNG.  That  is  the  way  it  struck  me,  sir. 

Mr.  Kelley.  What  did  he  say  he  wanted  vou  to  go  to  Senator  Owen 
for? 

Mr.  BoLLiNG.  I  do  not  know  what,  he  said.  I  told  him  that  I  did 
not  know  Senator  Owen.  He  said,  "  Come  right  over  here.  I  want 
you  to  hear  this,  what  I  want  you  to  say."  And  then  he  launched 
on  this  attack  on  the  examiner,  saying  they  were  persecuting  him, 
and  that  they  had  a  spite  against  him,  and  this  and  that  and  the 
other.  I  imagine  he  wanted  me  to  hear  that  and  be  there  so  that  he 
could  ask  me  to  go  to  the  President,  and  that  I  would  understand 
the  matter  so  that  T  could  talk  to  the  President  about  it. 

Mr.  Kelley.  Did  he  indicate  that  if  you  went  with  him  to  see 
Senator  Owen,  because  of  your  relation  with  the  President,  that  he 
might  get  a  more  favorable  hearing  there? 
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•Mr.  BoLLiNG.  No,  sir ;  he  did  not. 

Mr.  Ki:LLEY.  However,  that  probably  was  the  reason  why  he 
wanted  you  to  go,  was  it  not  ? 

Mr.  BoLiiiNG.  I  suppose  so. 

Mr.  Kelley.  He  was  using  the  personal  relationship  ? 

Mr.  BoLLiNQ.  I  imagine  he  thought  my  being  there  would  be  help- 
ful with  Senator  Owen. 

Mr.  Kelley.  Otherwise  he  would  not  have  taken  you  along? 

Mr.  BoLLiNG.  Otherwise  I  certainly  did  not  do  him  any  good.  I 
did  not  know  what  he  was  talking  about. 

Mr.  Kelley.  And  Owen  said  he  would  do  anything  he  could  ? 

Mr.  BoLLiNG.  Mr.  Owen,  I  imagine,  felt  very  sorry  for  him. 

Mr.  Kelley.  It  was  simply  another  way  of  saying  he  would  do 
anything  right  in  the  premises? 

Mr.  BoLLiNO.  Yes,  sir. 

Mr.  Kelley.  Just  the  same  as  you  said  you  would  do  anything  you 
could,  meaning  you  would  do  anything  that  was  right? 

Mr.  BoLLiNG.  "That  I  could  do  properly ;  yes,  sir. 

Mr.  Kelley.  What  makes  you  think  these  letters  came  from  Sands 
or  Mrs.  Sands? 

Mr.  BoLLiNG.  Simply  that  they  are  the  only  people  who  had  any 
motive  for  sending  them. 

Mr.  Keijley.  AA  hy  would  Mr.  Sands  tell  newspaper  reporters  that 
you  were  implicated  in  this  in  any  way,  hoping  to  bnefit  nimself  ? 

Mr.  BoLLiNo.  That  is  the  part  I  can  not  understand,  sir.  I  have 
a  theorv  on  the  subject,  if  you  would  like  to  hear  it. 

Mr.  ICelley.  Yes ;  I  would  like  to  hear  that. 

Mr.  BoLLiNG.  My  theory  is  that  Mr.  Sands  mentioned  this  in  some 
way,  connecting  my  name  with  this,  though  he  never  had  any  idea 
of  going  through  with  it,  but  that  it  got  to  somebody  else,  and  that 
they  went  to  these  newspaper  men,  and  that  the  newspaper  men  went 
down  to  see  Sands,  and  that  he  could  not  back  out  of  it.  He  tried 
to,  but  it  was  too  late. 

Mr.  Kelli^y.  Who  carried  this  story  to  the  newspaper  men? 

Mr.  BoLLTXG.  I  understand  that  Mr.  Schwarzkopf  and  Mr.  Mc- 
Cann  did. 

Mr.  Kelley.  They  are  the  newspaper  men? 

Mr.  BoLLiNG.  Yos. 

Mr.  Kelley.  They  are  the  newspaper  men? 

Mr.  BoLLiNG.  Yes;  those  are  the  ones — did  you  say  to  Mr.  Sands? 

Mr.  Kelley.  Oh,  no. 

Mr.  BoLLiNO.  I  thought  you  did,  sir. 

Mr.  Kelley.  Who  carried  this  story  to  the  newspaper  men  in  the 
first  place,  from  Sands? 

Mr.  BoLLiNG.  I  understand  that  Mr.  Fuller  did. 

Mr.  Kelley.  And  Fuller  was  the  man  who  testified  that  he  saTs 
you  receive  a  check? 

Mr.  BoLLiNO.  Yos,  sir.  And  I  do  not  believe  that  Sands  ever 
intended  to  go  through  with  the  thing,  but  that  they  got  that  much 
of  it  there,  and  he  could  not  back  out,  cxce{)t  that  eventually  he 
refused  to  do  it. 

Mr.  Kelley.  He  even  went  to  the  trouble  of  interlining  that  affi- 
davit to  make  it  conform  to  the  exact  facts? 

Mr.  BoLLiNG.  Yes. 
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Mr.  Kelley.  Why  should  he  need  to  do  that?  He  is  a  banker,  a 
prominent  man,  and  a  man  of  responsibility. 

Mr.  Rolling.  No;  he  was  not  at  that  time,  sir.  He  was  not  a 
banker  nor  a  man  of  responsibility. 

I  do  not  know  what  occurred  there,  but  I  do  not  believe  that 
Sands  knew  they  had  any  photostatic  copies  of  this  thing,  and  that 
he  tore  up  the  original  and  thought  he  could  lie  as  well  as  the  rest 
of  them. 

Mr.  Kelley.  Mr.  Sands  testified  that  he  still  has  that  original 
copy. 

Mr.  BoLLiNG.  He  may  have;  I  do  not  know.  I  say  it  is  all  a  sup- 
position on  my  part. 

Mr.  Kelley.  On  the  theory  that  he  was  going  to  use  this  as  a 
club  over  you,  Mr.  Boiling,  the  minute  he  told  newspaper  men  about 
it  his  club  was  gone,  was  it  not? 

Mr.  BoLLiNG.  That  is  what  I  thought. 

Mr.  Kelley.  And  still  I  am  in  the  dark,  then,  to  know  why  you 
think  he  just  conjured  this  story  up  to  hurt  vou,  who  had  always 
been  his  friend.  A  man  will  do  things  if  there^^is  a  motive  for  doing 
it,  sometimes. 

Mr.  BoLLiNG.  I  think  it  is  very  plain,  sir.  I  do  not  think  he  ever 
meant  to. 

Mr.  Kelley.  You  think,  in  the  first  place,  he  meant  to  fix  up  a 
story  which  would  only  get  to  you  and  frighten  you  ? 

Mr.  BoLLiNG.  That  is  it. 

Mr.  Kelley.  Why  could  he  not  have  told  you  right  off  the  reel 
himself? 

Mr.  BoLLiNG.  He  could  have. 

Mr.  Kelley.  And  saved  any  possibility  of  having  it  get  out. 

Mr.  BoLLiNG.  Yes. 

Mr.  Kelley.  He  did  not  do  that. 

Mr.  BoLUNo.  Evidently  not. 

Mr.  Kelley.  He  never  said  to  you,  "  Mr.  Boiling,  you  go  and  see 
the  President  about  this,  or  I  will  issue  a  story  that  will  draw  you 
into  this,  too." 

Mr.  BoLLiNG.  Not  in  those  words. 

Mr.  Kelley.  Did  he,  in  effect  ? 

Mr.  BoLLiNG.  Yes;  he  said  my  name  would  be  brought  into  it. 

Mr.  Kelley.  Brought  into  what? 

Mr.  BoLLiNG.  Into  this  matter. 

Mr.  Kelley.  Into  the  matter  that  he  was  indicted  for? 

Mr.  BoLLiNG.  Oh,  no,  sir. 

Mr.  Kelley.  Into  what  matter? 
.  Mr.  BoLLiNG.  I  would  assume  he  meant  this  bending  roll  matter. 

Mr.  Kelley.  Did  he  say  to  you  ever,  that  he  had  paid  you  for  those 
bending  rolls  ? 

Mr.  BoLLiNG.  Xo,  sir;  he  did  not — he  did  not  use  it  as  a  threat. 

Mr.  Kelley.  Of  course,  before  your  brother  went  to  the  bank  he 
might  have  been  a  little  hesitant  iibout  inquiring  about  any  records. 
at  the  bank,  about  this  $40,000.  But  after  your  brother  went  to  the 
bank,  then  did  you  inquire  of  him  what  this  $40,000  transaction 
was? 

Mr.  BoixiNG.  I  told  him  about  the  $40,000  transaction. 
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Mr.  IvELLEY.  He  says,  "  The  record  of  which  is  at  the  bank."  Did 
you  ask  him  to  look  up  the  records  of  the  bank  to  see  ? 

Mr.  BoLLiNG.  No,  sir;  he  gave  me  that  letter  himself. 

Mr.  Kelley.  Did.  you  say  to  your  brother,  "  What  is  the  record  at 
the  bank  that  is  mentioned  in  here?  " 

Mr.  BoLLiNG.  I  do  not  know  that  I  did,  sir. 

Mr.  Kelley.  You  see  this  letter  starts  off,  "Ask  Boiling  of  the 
Shipping  Board  about  the  $40,000  he  received  from  the  Dooling  Ship- 
building Co.,  of  which  a  record  is  in  the  book  of  the  Commercial 
Bank  in  the  District  of  Columbia."  You  never  have  asked  your 
brother  whether  or  not  there  was  any  record  of  any  such  transaction 
in  the  bank  ? 

Mr.  BoLLiNG.  I  do  not  remember  ever  asking  him.  He  probably 
knows  whether  it  was  there  or  not. 

Mr.  Kelley.  Were  you  not  anxious  to  get  at  the  bottom  of  this 
thing,  Mr.  Boiling,  and  expose  the  motive  for  this  letter  and  protect 
yourself  ? 

Mr.  BoLLiNG.  Yes;  that  is  just  what  I  was  trying  to  do,  sir. 

Mr.  Kelley.  AVhat  steps  have  you  taken,  Mr.  Boiling,  that  you 
think  are  at  all  commensurate  with  the  necessities  of  the  case  ? 

Mr.  BoLLiNG.  I  reported  it  to  the  Department  of  Justice;  telling 
Admiral  Benson,  telling  Mr.  Tweedale. 

Mr.  Kelley.  iThat  was  because  3^011  felt  that  in  the  confidential 
relation  where  you  stood,  you  did  not  want  anybody  to  be  deceive! 
and  have  this  sprung  on  them  at  some  time,  at  an  inopportune  mo- 
ment. That  was,  of  course,  proper  and  necessary  protection.  But 
what  I  mean  is,  what  steps  did  you  take  to  get  at  the  motive  for  this 
kind  of  a  letter. 

Mr.  Bulling.  I  have  just  said  that  I  took  it  to  the  Department  of 
Justice.  T  do  not  see  any  higher  steps  that  I  could  have  taken.  My 
Lord,  if  the  Department  of  Justice  can  not  find  out,  who  could? 
They  had  everything  I  had;  and  they  had  a  request  from  me  to 
investigate  it. 

Mr.  Kelley.  I  understand  that  that  was  for  your  protection.  You 
wanted  them  to  know  that  you  were  not  guilty  of  anything  of  this 
kind.  But,  were  you  not  interested  in  finding  out  what  was  back  of 
all  this? 

Mr.  Bolling.  I  do  not  believe  all  of  that. 

Mr.  Kelley.  You  had  two  great  reasons,  of  course,  for  wanting 
to  have  this  cleared  up  and  set  right. 

Mr.  Bolling.  Yes,  sir. 

Mr.  Kelley.  I  understand  you  to  say  you  were  not  censuring  the 
committee  for  trying  to  find  out  what  was  back  of  it  ? 

Mr.  Bolling.  No,  sir.  I  wish  you  would  go  to  the  bottom  of  it; 
3^ou  can  not  go  too  far  now. 

(At  this  point  the  committee  took  a  recess  for  five  minutes.) 

The  Chair^ian.  I  notice  that  some  of  these  sheets  and  the  bank 
statements  contain  the  name  of  yourself,  and  also  Elinore  Louise 
Bolling? 

Mr.  BoLLix(;.  Yes,  sir;  that  is  my  wife. 

Mr.  Kelley.  Did  you  have  a  joint  account? 

Mr.  Bolling.  I  think  I  opened  it  jointly  during  that  period. 

The  Chairman.  Did  you  have  any  other  bank  account  in  Wash- 
ington or  elsewhere? 
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Mr.  BoLLiNG.  None,  except  one  with  my  brother-in-law.  We  are 
interested  in  a  piece  of  property  together,  sir.  That  account  has  been 
there  with  the  Commercial  Bank,  too,  all  the  time.  I  will  be  glad  to 
give  you  those  statements  also. 

The  Chairman.  Was  that  account  in  existence  during  the  period 
for  which  these  statements  were  made  ? 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  Did  you  ever  deposit  money  in  any  special  ac- 
count or  in  any  other  name  than  your  own  ? 

Mr.  BoLLiNG.  Xo,  sir. 

The  Chairman.  You  carried  no  bank  account  here  in  Xew  York? 

Mr.  BoLLiNo.  No,  sir;  nowhere  else;  that  is  the  only  bank  account 
that  I  have  in  the  world,  except  the  one  with  Mr.  Clark,  my  brother- 
in-law,  and  I  would  be  very  glad  to  furnish  statements  for  that  ac- 
count. But  it  is  nothing  but  the  rentals  from  this  piece  of  property — 
no  personal  funds. 

The  Chairman.  Did  Mr.  Beckerly  ever  discuss  the  White  Haven 
settlement  with  you? 

Mr.  BoLLiNG.  Mr.  Beckerly  came  in  to  see  me.  I  do  not  know  that 
he  ever  discussed  it  except  to  express  a  hope  that  Robertson  would  get 
a  settlement. 

The  Chairman.  Is  Mr.  Beckerly  interested  in  the  White  Haven 
Co.,  do  vou  know  ? 

Mr.  BoLLiNG.  I  do  not  know,  sir. 

The  Chairman.  What  was  he  discussing  it  with  you  for?  What 
did  he  know  about  it,  or  what  was  it  about  the  White  Haven  matter 
that  led  him  to  talk  to  you  about  it  ? 

Mr.  BoLLiNG.  I  told  him  that  I  did  not  want  to  talk  about  it ;  that 
it  was  none  of  my  business.  He  simply  said — expressed  the  hope  that 
the  settlement  could  be  made.  I  do  not  know  that  he  ever  discussed 
it  with  me  in  detail.    I  know  nothing  about  the  White  Haven  matter. 

The  Chairman.  Did  he  ask  you  to  do  anything  about  it  ? 

Mr.  BoLLiNG.  No,  sir. 

The  Chairman.  Did  Mr.  Beckerly  ever  tell  you  he  talked  with 
Mr.  Meehan? 

Mr.  BoLLiNG.  I  can  not  recall  it. 

The  Chairman.  Did  he  ever  tell  you  that  he  talked  with  Mr. 
Fisher,  the  investigator  of  this  committee  ? 

Mr.  BoLiiiNG.  No,  sir. 

The  Chairman.  Now,  Mr.  Beckerly  has  talked  with  you  ? 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  Did  he  talk  with  you  before  or  after  you  had 
talkecl  with  Mr.  Meehan  about  this  story? 

Mr.  BoLLiNG.  Oh,  I  think  before,  sir. 

The  Chairman.  Has  he  talked  with  you  since? 

Mr.  BoLLiNG.  Not  that  I  can  recall,  sir — certainly  not  in  regard  to 
that,  if  he  has. 

The  Chairman.  Not  in  regard  to  what? 

Mr.  BoLLiNG.  To  the  White  Haven  matter. 

The  Chairman.  Has  Mr.  Beckerly  talked  to  you  since  you  talked 
with  Mr.  Meehan  with  reference  to  this  story  or  report  that  has  been 
circulated  about  vou? 

Mr.  BoLLiNO.  Ifo,  sir. 
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The  Chairman.  Mr.  Boiling,  I  am  not  just  clear  as  to  when  Mr. 
Sands  offered  to  divide  this  commission  with  you  for  the  bending 
rolls,  or  when  he  offered  to  take  care  of  you,  with  reference  to  this 
letter  that  you  wrote  him  that  you  could  not  intercede  with  the  Presi- 
dent for  him. 

Mr.  BoLMNG.  That  is  in  regard  to  the  bending  roll  proposition — 
when  he  offered? 

The  Chairman.  Yes. 

Mr.  Bulling.  I  should  say,  sir,  it  was  around  the  1st  of  February, 
1918 ;  if  my  memory  serves  me,  that  was  about  the  time. 

The  Chairman.  Was  that  the  only  time  he  ever  mentioned  it  to 
you  ? 

Mr.  Bolling.  Yes,  sir. 

The  Chairman.  I  understood  you  this  morning  to  say  that  you  had 
borrowed  money  from  Mr.  Sands  and  had  given  him  no  notes. 

Mr.  Bolling.  I  beg  your  pardon,  sir.  If  I  said  that,  I  must  have 
misunderstood. 

The  Chairman.  I  asked  you  the  following  questions  this  morning, 
according  to  the  stenographic  report;  now,  if  this  is  incorrect,  I  de- 
sire to  give  you  an  opportunity  to  correct  it  [reading]  : 

The  Chaibman.  Why  didn't  you  ask  him  for  a  further  payment  on  account? 

Mr.  Bolling.  I  should  have.  I  have  thought  of  that  same  thin^  myself,  sir, 
but  I  don't  know  why  I  didn't  or  why  that  transaction  took  place.  Mr.  Snnds 
had  loaned  me  money  from  time  to  time,  very  often,  he  was  my  banker :  I  had 
no  other  bankers.  I  have  had  hundreds  of  transactions  with  him  personall> 
and  in  his  capacity  as  an  officer  of  the  bank,  and  Sands  had  loaned  me  money 
often  without  anything. 

The  Chaibman.  Without  any  security? 

Mr.  BoLLiNO.  Yes,  sir. 

The  Chaibman.  Or  without  a  note? 

Mr.  Bolling.  Yes;  he  had. 

Mr.  Bulling.  I  meant  that  in  regard  to  securities,  sir.  I  do  not 
think  Mr.  Sands  has  ever  loaned  me  money  without  notes. 

The  Chairman.  I  asked  you  "Or  without  a  note?"  and  you  said, 
"  Yes ;  he  had."    You  desire  to  correct  that  ? 

Mr.  Bolling.  I  desire  to  correct  that ;  yes,  sir. 

The  Chairman.  He  has  never  loaned  you  any  money  for  which  you 
have  given  no  note? 

Mr.  Bolling.  That  is  right,  sir. 

Mr.  Kelley.  And  as  to  the  loan  upon  a  note,  he  has  not  made  any 
loans  since  the  14th  of  March,  1918,  except  those  you  have  advised 
the  committee  of? 

Mr.  Bolling.  Except  for  the  $300  loan. 

Mr.  Kelley.  That  you  have  spoken  of? 

Mr.  Bolling.  Yes ;  the  $300  loan. 

The  Chairman.  That  is  May  21, 1918? 

Mr.  Bolling.  Yes,  sir;  May  21,  1918,  $300. 

The  Chairman.  Do  you  know  what  this  $3,500  was,  December  9  ? 

Mr.  Bolling.  This  note  [referring  to  paper] ;  I  was  late  paying ' 
the  interest  and  giving  a  new  note  for  it.    Therefore,  they  chai^ea 
up  both  sides,  I  notice.    They  had  the  new  note  that  I  gave  to  offset 
that,  you  see,  sir.    It  is  put  in  here  as  a  check  and  is  put  in  here  to 
balance  it  out,  the  difference  being  the  interest,  I  imagine,  sir. 

The  Chairman.  That  was  this  note  that  has  been  running  for  some 
years? 
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Mr.  BoLLiNG.  One  of  the  notes;  yes,  sir.  You  notice  there  is  a 
debit  and  a  credit  there. 

The  Chairman.  Yes ;  I  noticed  that. 

Mr.  BoLLiNG.  You  will  find  one  other  case  of  that  kind  in  there, 
sir,  I  think. 

The  CHAHttf  AN.  What  was  the  deposit  of  $2,600  February  17  ? 

Mr.  BoLLiNG.  Let  me  look  at  that,  sir.  [After  examining  bank 
statements,  and  examining  stub  of  check  book.]  That  is  in  1919,  I 
think,  or  is  it  1918  ?    Of  course,  there  is  no  date  on  these  things. 

The  Chairman.  That  is  marked  "  1918  "? 

Mr.  BoLiiiNG.  Wait  a  minute.  You  see,  that  is  "November,  Decem- 
ber," and  then  it  runs  over  into  1919.  But  I  can  tell  you  what  that 
is,  if  you  like. 

The  Chairman.  No;  that  is  1919? 

Mr.  BouLiNG.  Yes.  sir. 

The  Chairman.  What  is  the  deposit  on  October  10  of  $1,400? 

Mr.  BoixiNG.  That  is  a  discount  with  the  National  Metropolitan 
Bank  in  Washington.  I  put  up  security  and  borrowed  $1,400  from 
them,  and  redeposited  it  in  the  Commercial  National — ^"Deposited 
Loan  Metropolitan  National  in  the  Commercial  National  October 
12."  I  put  that  in  this  book  [referring  to  stub  of  check  book]. 
That  discount  was  at  another  bank,  and  I  took  it  around  to  my  bank. 

The  Chairman.  Have  you  had  any  loans  during  this  period  with 
other  banks  which  you  have  paid? 

Mr.  BoLLiNG.  I  had  a  loan  with  the  Farmers  &  Mechanics'  National 
Bank  in  Georgetown  for  $13,250.  I  have  collaterals  up  for  that. 
That  loan  has  stood  there  since,  I  think,  1913.  I  moved  that  loan  to 
the  National  Metropolitan  Bank  a  short  while  ago,  sir — just  got  the 
National  Metropolitan  Bank  to  take  the  loan  up. 

The  Chairman.  Did  you  have  any  loans  outstanding  with  indi- 
viduals during  that  time  which  you  paid? 
.  Mr.  BoLLiNG.  No,  sir ;  none. 

The  Chairman.  Did  you  owe  any  money  to  individuals  or  to  any- 
bodv  or  company  or  corporation  during  this  time  which  you  paid  ? 

Mr.  BoLLiNO.  rf ot  to  amount  to  anything,  sir.  I  may  have  borrowed 
$200  or  $300  from  my  brothers^  but  nothing  more  than  that. 

The  Chairman.  Were  you  interested  in  any  other  concern,  firm, 
or  corporation  for  business  transaction  during  this  particular  time? 

Mr.  IJoLLiNG.  I  was  interested  in  another  concern — a  woodworking 
concern — the  J.  B.  Henderson  Co. 

The  Chairman.  Where  was  that? 

Mr.  BoLLiNG.  That  was  in  Washington,  sir;  and  we  also  had  our 
account  at  the  National  Metropolitan  and  one  with  the  Commercial 
National.  That  concern  was  also  needing  money  rather  than  getting 
it.    It  has  never  paid,  and  I  am  now  out  of  that. 

The  Chairman.  Had  you  loaned  any  money? 

Mr.  BoLLiNG.  Not  personally ;  no,  sir. 

The  Chairman.  Up  to  this  time  had  you  loaned  anybody  any 
money? 

Mr.  BoLLiNG.  No,  sir. 

The  Chairman.  Were  you  an  officer  of  that  concern  or  just  a  stock- 
holder? 

Mr.  BoLLiNG.  Just  a  partner,  you  might  say. 

The  Chairman.  A  partner! 
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Mr.  BoLLiNG.  Yes.  sir. 

The  Chairman.  Were  you  connected  in  any  other  way  with  any 
other  corporation  or  firm? 

Mr.  BoLLiNG.  No,  sir;  not  during  that  period. 

The  Chairman.  Or  partnership  during  that  period? 

Mr.  BoLLiNG    No.  sir. 

The  Chairman.  Arevounow? 

Mr.  BoLLiNG.  T  am  connected  with  a*  little  company  that  organized 
not  long  ago.  We  called  it  the  "  Pan-American  Importing  Co."  We 
organized  that  company  to  bring  manganese  ore  up  from  Brazil  when 
the  manganese  was  so  scarce.  But  we  never  succeeded  in  accomplish- 
ing a  contract  with  anybody  to  buy  it.  So  we  have  never  brought 
in  any.  ^ 

The  Chairman.  When  was  that  formed  ? 

Mr.  BoLLiNG.  That  was  started  about — ^I  think  about  June  of  this 
year,  sir. 

The  Chairman.  It  does  not  operate  any  ships  or  anything  of  that 
sort? 

Mr.  BoLLiNo.  Oh,  no. 

The  Chairman.  It  is  just  an  importing  company? 

Mr.  BoLLiNG.  Yes,  sir.  I  think  everybody  who  has  put  anything 
in  it  has  lost  everything  they  put  in. 

The  Chairman.  How  much  did  you  put  in  that,  Mr.  Boiling? 

Mr.  BoLLiNG.  I  put  in  $500. 

The  Chairman.  But  you  have  not  imported  anything? 

Mr.  BoLLiNG.  No,  sir.    But  the  company  is  still  in  existence. 

The  Chairman.  Is  it  a  corporation  or  a  partnership? 

Mr.  BoLLiNG.  It  is  incorporated. 

The  Chairman.  Are  you  an  officer? 

Mr.  BoLLiNG.  No,  sir. 

The  Chairman.  Just  a  stockholder? 

Mr.  BoLLiNG.  Just  a  stockholder.  Well,  I  was  elected  on  the  board 
of  directors ;  yes,  sir. 

The  Chairman.  Is  it  a  Washington  corporation? 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  Who  is  connected  with  that? 

Mr.  BoLLiNo.  Mr.  Rudolph  Kauffman,  of  the  Evening  Star;  Mr. 
Joseph  Davies;  Mr.  Martin — I  do  not  know  his  initials;  I  can  not 
think  of  the  other  gentlemen.    I  did  not  know  a  lot  of  them. 

The  Chairman.  Is  Mr.  Davies,  whom  you  mentioned,  the  chair- 
man of  the  Federal  Trade  Commission — was  he  or  is  he  ? 

Mr.  BoLUiNO.  I  think  he  was  connected  with  the  Federal  Trade 
Commission  formerly;  yes,  sir. 

The  Chairman.  After  Mr.  Tumulty  showed  you  this  anonymous 
letter  which  you  destroyed,  did  you  ever  have  any  further  talk  with 
him  about  the  matter? 

Mr.  BoLLiNG.  Not  until  lately,  sir. 

The  Chairman.  How  lately? 

Mr.  BoLMNG.  Well,  I  would  say  since  June. 

The  Chairman.  What  was  the  occasion  of  your  talking  with  him 

since  June?  .    ,     , 

Mr.  BoLiiiNO.  When  I  heard  that  this  supposed  affidavit  had  come 

out,  sir. 
The  Chahiman.  What  did  you  talk  with  him  about  ? 
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Mr.  BoLLiNG.  I  simply  went  over  to  consult  with  him  about  it. 

The  Chairman.  What  about? 

Mr.  BoLLiNG.  About  this  affidavit. 

The  Chairman.  To  get  his  advice? 

Mr.  BoixiNo.  Yes,  sir. 

The  Chairman.  Did  he  advise  you? 

Mr.  BoLLiNG.  He  advised  me  to  do  nothing ;  just  to  leave  it  alone. 

The  Chairman.  How  many  times  did  you  talk  with  him? 

Mr.  BoLLiNO.  I  think  only  once,  sir. 

The  Chairman.  And  did  you  recall  the  incidents  of  the  anony- 
mous letter  when  you  talked  with  him  at  that  time? 

Mr.  BoLLiNG.  I  have  no  doubt  that  I  did,  sir. 

The  Chairman.  Did  you  show  him  this  othei'  anonymous  letter 
that  Mr.  McAdoo  had  received? 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  Can  you  think  of  any  other  person  to  whom  you 
have  shown  that  anonymous  letter,  Mr.  Boiling? 

Mr.  BoLLiNG.  I  have  shown  it  to  very  few  people,  sir. 

The  Chairman.  To  Mr.  Tweedale? 

Mr.  BoLLiNG.  To  Mr.  Tweedale. 

The  Chairman.  Mr.  Meehan? 

Mr.  BoLUNG.  To  Mr.  Meehan. 

The  Chairman.  Admiral  Benson? 

Mr.  BoLiJNG.  I  do  not  know  that  I  showed  it  to  the  Admiral;  I 
mentioned  it  to  him. 

The  Chairman.  Mr.  Gillen? 

Mr.  BoLLiNG.  To  Mr.  Gillen ;  and  Mr.  Tumulty,  my  brother,  and  I 
think  that  is  all,  sir,  practically. 

The  Chairman.  At  the  time  Mr.  Sands  came  to  you  and  said  he 
wished  to  take  care  of  you  on  the  bending  roll  transaction,  and  you 
refused  to  let  him  do  it,  if  he  had  pulled  out  $600  cash  at  that  time 
and  offered  it  to  vou,  would  you  have  felt  like  taking  it? 

Mr.  BoLLiNG.  t  absolutely  would  not,  sir — would  not  have  taken  it. 

The  Chairman.  What  would  have  been  the  objection  to  your  tak- 
ing it  then  ? 

Mr.  BoLLiNG.  I  would  have  felt  that  it  had  some  connection  with 
what  he  had  gotten.  As  I  say,  I  do  not  know  that  Sands  ever  got 
this  money. 

The  Chairman.  No,  sir ;  but  he  told  you  he  had. 

Mr.  BoLLiNG.  The  only  truthful  thing  in  the  whole  thing  he  has 
lied  about,  if  the  newspaper  quotation  is  correct.  He  says  he  does 
not  remember  this  transaction.  That  is  the  only  thing  there  is  any 
truth  in,  and  he  says  he  does  not  remember  it.  I  may  be  wrong,  but 
the  newspapers  quoted  him  as  saying  that. 

The  Chairman.  Do  you  know  where  Mr.  Cranor  is  now? 

Mr.  BoLLiNO.  No,  sir;  I  do  not. 

The  Chairman.  When  was  the  last  time  you  saw  him?  I  think 
probably  I  asked  you  that  before. 

Mr.  iioLLiNQ.  The  day  before  yesterday,  sir,  I  think  was  the  last 
time  I  saw  him. 

The  Chairman.  Where? 

Mr.  BoLLiNG.  In  Washington. 

The  Chairman.  Did  you  talk  with  him  about  this  matter? 
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Mr.  BoLLiNG.  I  received  a  long  distance  telephone  message  from 
the  chief  operator  of  the  Shipping  Board  in  New  York  stating  Mr. 
Cranor  had  come  in  and  asked  her  to  tell  me  that  he  was  coming 
to  Washington  and  wanted  to  see  me.  Mr.  Cranor  came  to  Washing- 
ton, but  I  would  not  see  him  alone.  I  got  Mr.  Tweedale  to  go  with 
me.  Mr.  Tweedale  at  the  time  was  upstairs,  and  I  went  up  and  got 
him  before  I  went  into  my  office.  Mr.  Cranor  was  waiting  there 
when  I  got  down  in  the  morning.  And  Mr.  Cranor  went  in  to  this 
whole  matter.  I  have  Mr.  Tweedale's  statement  here.  I  could  read 
it  into  the  record,  sir. 

The  Chairman.  We  are.  going  to  ask  Mr.  Tweedale  to  testify,  Mr. 
Boiling. 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  But  if  you  want  to  refresh  your  recollection  about 
it  you  may  do  so. 

Mr.  BoLLiNo.  No,  sir ;  I  do  not. 

Mr.  Kelley.  Now,  Mr.  Boiling,  the  effect  of  your  testimony  is 
that  this  story  of  Sands  is  false? 

Mr.  BoLiiiNG.  Absolutely. 

Mr.  Kelley.  In  so  far  as  it  implicates  you  ? 

Mr.  BoLLiNG.  Yes,  sir. 

Mr.  Kelley.  And  your  theory  is  that  it  has  something  to  do — 
that  it  was  a  sort  of  a  holdup  proposition  with  reference  to  his  in- 
dictment against  him? 

Mr.  Bolling.  Yes,  sir. 

Mr.  Kelley.  That  it  was  a  sort  of  a  club  to  be  used  over  you  to 
force  you  to  obtain  assistance  from  parties  high  in  authority? 

Mr.  Bolling.  Yes,  sir. 

Mr.  Kelley.  Do  you  know  of  any  other  reason  of  any  kind  which 
would  furnish  an  additional  motive  of  any  sort  for  Mr.  Sands  to 
fabricate  a  story  involving  a  man  of  your  reputation  and  standing 
and  official  position? 

Mr.  Bolling.  I  do  not  know  how  Mr.  Sands  felt.  But  Mrs.  Sands 
felt  very  strongly  about  the  fact  that  my  brother  came  there  when 
Sands  got  out  of  that  bank.  Indeed,  she  felt  so  strongljr  that  she 
sent  for  me  and  asked  me  to  ask  him  not  to  take  that  position;  that 
Mr.  Sands  had  not  been  treated  fairly ;  that  they  were  not  going  to 
put  him  out  of  the  bank  if  she  could  help  it.  I  told  Mrs.  Sands 
just  what  I  thought,  because  my  brother  had  already  refused  once  or 
twice  to  come — that  she  need  have  no  fear,  that  he  was  not  going  to 
take  that  position.  But,  eventually,  he  did  take  it.  Whether  they 
held  that  against  me  or  not  I  do  not  know. 

Mr.  Kelley.  From  your  long  acquaintance,  now,  with  Mr.  and  Mrs. 
Sands,  do  you  think  tliat  he  would  be  a  party  to  a  story  of  this  kind 
because  he  was  displaced  in  the  bank  by  your  brother? 

Mr.  Bolling.  No;  I  could  not  say  that,  sir.  It  might  be  a  con- 
tributing; cause,  but  I  would  not  say  that. 

Mr.  Kelley.  Do  you  think  of  any  other  motives — were  there  any 
financial  losses  of  any  kind  that  Mr.  Sands  sustained  either  on  your 
account  or  on  account  of  any  member  of  your  family  which  might 
explain  it? 

Mr.  Bolling.  No,  sir — now,  there  is  another  thing,  and,  of  course, 
I  do  not  know  that  Fuller  is  the  man  that  went  to  the  newspaper  men. 
I  have  heard  so.    But  there  is  a  very  strong  motive  there.    Tnere  was 
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another  man  indicted,  and  who  is  now  under  sentence  of  four  3'ears  in 
the  penitentiary.  He  has  nothing  to  lose  by  mixing  me  up,  and  while 
I  never  spoke  to  Mr.  Fuller  but  once  in  my  life,  and  Sands  introduced 
me  to  him  then,  he  might  have  thought  m  some  way  that  this  could 
be  used  in  his  defense. 

Mr.  Kelley.  You  do  not  know  that  Mr.  Fuller  had  anything  to  do 
with  this  story  ? 

Mr.  BoLLiNG.  I  say  I  do  not;  that  is  hearsay  evidence.  I  have 
understood  that  he  was  the  man  who  went  to  this  man  McCann  here 
in  New  York. 

Mr.  Kelley.  Do  you  know  whether  or  not  any  of  the  auditors  of 
the  Shipping  Board  may  have  found  trace  of  these  notes,  and  that  it 
may  have  started  in  that  way  ? 

Sir.  BoLLiNG.  No,  sir ;  I  do  not — I  do  not  know  that. 

Mr.  Kelley.  You  do  not  know  whether  any  one  of  these  notes  was 
€ver  charged  to  any  contractor — charged  against  general  expense  of 
any  contract  held  by  the  Downey  people  and  paid  actually  by  the 
Government  ? 

Mr.  Bolling.  No,  sir ;  I  do  not. 

Mr.  Kelley.  As  direct  expense  against  a  ship  ? 

Mr.  Bolling.  No,  sir ;  I  do  not. 

Mr.  Kelley.  Who  would  know  that? 

Mr.  Bolling.  I  think  Mr.  Tweedale. 

Mr.  Kelley.  That  is,  who  would  be  in  a  position  to  get  that  in- 
formation ? 

Mr.  Bolling.  Mr.  Tweedale. 

Mr.  Kelley.  Then  you  do  not  think  of  any  other  possible  motive, 
either  growing  out  of  your  family  affairs 

Mr.  Bolling  (interposing).  No,  sir. 

Mr.  Kelley  (continuing).  Or  out  of  these  financial  transactions? 

Mr.  BoLLiNc;.  No.  sir. 

Mr.  Kelley.  Over  and  above  what  you  have  stated  to  the  com- 
mittee? 

Mr.  Bulling.  No,  sir. 

Mr.  Kelley.  That  would  in  any  way  throw  any  light  upon  the 
motive  for  fabricating  a  story  so  vicious  as  this? 

Mr.  Bolling.  No,  sir;  I  do  not. 

Mr.  Kelley.  Against  a  man  who  occupies  such  a  high  phice  ? 

Mr.  Bolling.  No.  sir;  I  do  not, 

Mr.  Kelley.  Mr.  Bolling,  you  never  received  any  of  those  thi-eaten- 
ing  letters  personally  ? 

Mr.  Bolling.  No.'sir :  they  did  not  come  to  me  personally. 

Mr.  Kelley.  Why  do  yoii  imagine  they  were  sent  to  others  rather 

*  than  to  vou  at  the  start  ? 

Mr.  Bolling.  I  imagine  there  are  more  influential  people  who  knew 
it— that  the  more  effect  it  would  have.  I  imagine  that  is  the  reason, 
that  if  they  should  l)e  sent  to  me  that  I  would  know  it,  but  that 
nobody  else  would:  that  those  people  would  ask  me  about  it,  and 
frighten  me  into  going  to  the  President. 

I  want  to  ask  you,  Mr.  Chairman,  would  you  put  that  in  the 
record :  I  think  yoii  brought  it  out  the  other  day  [  handing  paper  to 
chairman] ;  this  is  the  court's  copy.     T  would  like  vers-  much  to  do  so. 

The  Chairman.  This  is  a  copy  of  the  indictment  for  '*  Forgery  and 
uttering  in  the  Supreme  Court  of  the  District  of  Columbia,  criminal 
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division  No.  2,  June  30,  1920;  Xo.  35637;  United  States  v.  Benjamin 
F.  Fuller,  alias  B.  Frank  Fuller."  You  desire  to  have  that  made  a 
part  of  the  record? 

Mr.  BoLLiNG.  I  would  like  to  have  that  in  the  record. 

The  Chairman.  Very  well ;  that  may  be  put  into  the  record  at  this 
point : 

IN  THE  SUPREME  COURT  OF  THE  DISTRICT  OF  COLUMBIA,  CRIMINAL  DIVISION   NO.    2 — ' 

JUNE  30,   1920. 

ITnitwl  States  v.  Benjamin  F.  FuUer,  aUas  B.  Frank  Fuller;  No.  35637;  In- 
dicted for  forgery  and  uttering. 

Come  as  well  the  attorney  of  the  United  States,  as  the  defendant  in  proper 
person,  acc^ording  to  his  recognizance,  and  by  his  attorney,  Henry  E.  Davis,  Esq. ; 
and  thereuix)n  the  defendant'^  motion  for  a  new  ^rial  and  motion  in  arrest  of 
Judgment  coming  on  to  be  heard,  after  argument  by  counsel,  each  said  motion  is 
by  the  court  overruled,  to  which  action  by  the  court  the  defendant,  by  his  said 
attorney,  prays  an  exception,  which  is  noted ;  thereupon  it  is  demanded  of  said 
defendant  what  further  he  has  to  stiy  why  the  sentence  of  the  law  sliould  not 
be  pronounced  against  him ;  imd  he  says  nothing  except  as  he  has  alreadj- 
said ;  whereupon  it  is  considered  by  the  court  that  for  his  said  offense,  as  set 
forth  in  the  secopd  count  of  said  indictment,  the  said  defendant  be  impristnied 
in  the  penitentiary  (as  designated  by  the  Attorney  General  of  the  United 
States)  for  the  period  of  four  years,  to  take  effect  from  and  including  the  date 
of  arrival  of  said  defendant  at  said  penitentiary;  thereupon  said  defendant,  by 
his  attorney,  notes  an  api)eal  to  the  Court  of  Apjx^als  of  the  District  of  Columbia 
from  the  judgment  of  the  court  in  this  case;  whereupon  the  court  fixes  the 
amount  of  bond  for  costs  on  appeal  at  $100  and  the  bail  for  the  appearance  of 
said  defendant  is  fixed  in  the  sum  of  $8,000;  whereupon  the  defendant  enters 
into  a  recognizance  in  the  sum  of  $3,000,  with  Cleorge  W.  Ray  as  surety,  to 
forthwith  surrender  himself  to  the  custody  of  the  marshal  of  this  District  to 
be  dealt  with  and  proceeded  against  according  to  law  in  case  the  judgment 
appealed  from  shall  be  afiirmed,  or  the  appeal  for  any  cause  be  dismissed,  or 
the  Judgment  reversed  and  a  new  trial  ordereil,  or  if  lie,  the  said  defendant, 
depart  the  court  without  leave. 

Other  indictments:  No.  35630;  indicted  on  October  3,  1919;  forgery  and  utter- 
ing.    [No  action.] 

The  Chatr^^iax.  You  knew  Mr.  Fuller  had  had  his  trial,  did  you  ( 

Mr.  BoLLiNG.  Yes,  sir. 

The  Chairman.  And  did  you  also  know  that  he  had  been — ^that  is, 
since  he  had  been  tried  and  sentenced — that  he  had  been  employed  by 
'the  Department  of  Justice  to  assist  in  investigating  matters  relating 
to  allegations  or  charges  against  the  packers? 

Mr.  Bousing.  Not  until  I  read  it  in  the  paper. 

The  Chairman.  Is  there  anything  further  you  wish  to  say  ? 

Mr.  BoLLiNG.  Nothing  else,  Mr.  Chairman.  This  letter,  I  think 
you  said  after  that,  you  would  get  it  from  Mr.  Tweedale. 

The  Chairman.  Yes.    That  is  all,  Mr.  Boiling. 

TESTIMOKT  OF  HE.  ALONZO  TWEEDALE. 

(Being  duly  sworn  by  the  Chair,  testified  as  follows:) 

The  Chairman.  Your  name  is  Alonzo  Tweedale? 

Mr.  Tweedale.  Yes,  sir. 

The  Chairman.  What  official  position  do  you  hold  with  the  Fleet 
Corporation  ? 

Mr.  Tweedale.  I  am  now  holding  the  position  of  general  comp- 
troller. 

The  ("hairman.  Were  ^ou  with  the  corporation,  or  Shipping 
Board,  in  any  other  capacity? 
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Mr.  TwEEDALE.  I  was  appointed  treasurer  of  the  Shipping  Board 
August  29, 1919. 

The  Chairman.  Now,  you  have  not  testified  before  this  committee 
before,  Mr.  T weedale  ? 

Mr.  TwEEDALE.  I  have  not. 

The  Chairman.  We  probably  will  have  you  again  on  other  mat- 
ters, but  we  desire  to  ask  you  now  with  reference  to  this  particular  - 
subject:  How  long  have  vou  known  Mr.  Boiling? 

Mr.  TwEEDALE.  I  met  Mr.  Boiling  but  once  before  I  became  asso- 
ciated with  the  Emergency  Fleet  Corporation. 

%  The  Chairman.  How  long  were  you,  you  say,  acquainted  or  had 
known  him  ? 

Mr.  TwEEDALE.  I  have  known  him  ever  since  August  29,  1919. 

The  Chairman.  When  first  did  you  hear  that  there  was  a  rumor 
or  a  story  or  a  whisper  going  about  involving  him  in  relation  to 
some  alleged  transaction  between  the  Shipping  Board  and  a  ship- 
building company  ? 

ilr.  TwEEDALE.  The  matter  was  first  called  to  my  attention  by  Mr. 
Boiling  shortly  after  I  became  treasurer.  I  do  not  recall  the  exact 
date ;  I  did  not  charge  my  mind  with  it. 

The  Chairman.  ^\  hen  did  you  become  treasurer  ? 
.   Mr.  TwEEDALE.  August  29,  1919.    Mr.  Boiling  had  received  an 
anonymous  letter,  hacl  it  in  his  possession,  and  he  came  to  me  and 
told  me — showed  me  the  letter  and  then  recited  the  circumstances,  as 
he  knew  them. 

The  Chairman.  What  did  he  tell  you? 

Mr.  Tweedale.  He  told  me — that  is  pretty  hard  for  me  to  recall 
just  what  he  told  me — in  substance,  he  told  me  that  some  one,  and 
he  thought  through  probably  his  connection  with  Mr.  Sands,  was 
fabricating  a  story  to  the  effect  that  he  in  some  way  had  partici- 
pated in  some  money  that  had  been  paid. 

He  said  further  that  he  had  taken  the  letters,  one  of  which  had 
been  destroj^ed,  to  the  Department  of  Justice,  and  seen  Mr.  Houston 
Thompson  about  the  matter,  and  Mr.  Thompson  had  said  that  he 
would  have  that  investigation  made,  and  that  he  had  had  an  investi- 
gation made,  turning  it  over  to  the  head  of  the  Secret  Service  Depart- 
ment of  the  Department  of  Justice;  that  as  a  result  of  that  investi- 
gation Mr.  Thompson  had  assured  him  that  there  was  not  anything 
at  all  that  could  be  found  that  would  implicate  him  in  any  way  in 
connection  with  the  receiving  of  any  money  on  account  of  his  posi- 
tion: there  was  no  way  in  which  he  could  be  implicated,  not  that  he 
was  charged  with  tliis,  but  there  was  no  way  in  which  he  could  be 
implicated;  that  the  record,  so  far  as  he  was  concerned,  that  there 
was  nothing  that  touched  him  in  any  way  and  this  story  which  Mr. 
Boiling  had  told  me  about,  based  upon  the  anonymous  letters. 

As  I  recall,  Mr.  Boiling's  idea  at  that  time  was  that  these  anony- 
mous letters  were  the  result  of  friction  that  had  arisen  between  him- 
self and  Mr.  Sands,  because  he  had  not  assisted  Mr.  Sands  to  some 
immunity  from  indictment — or,  I  don't  know  whether  it  was  some 
indictment  or  before  the  indictment  came  out.  I  examined  the  letter 
and  came  to  the  conclusion  that  it  was  probably — that  the  letter  was 
written  by  a  woman ;  it  looked  to  me  as  though  it  might  be  a  woman's 
handwriting;  and  at  the  time  I  did  not — I  was  busy  trying  to  get 
into  the  Treasury  the  accounts  which  were  a  year  behind,  and  I  did 
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not  give  very  much  attention  to  it,  except  to  listen  to  the  story  at 
that  time.    Later  on 


The  Chairman.  Just  before  you  depart  from  that  time 

Mr.  TwEEDALE.  Yes. 

•The  Chairman.  Mr.  Boiling  was  then  assistant  treasurer? 

Mr.  TwEEDALE.  He  was  assistant  treasurer ;  j^es,  sir. 

The  Chairman.  He  was  to  be  under  your  jurisdiction? 

Mr.  TwEEDALE.  He  was. 

The  Chairman.  AMien  you  became  treasurer? 

Mr.  TwEEDALE.  Yes,  sir. 

The  Chairman.  Had  you  heard  the  story  from  anybody  else  before 
Mr.  Boiling  came  to  you? 

Mr.  TwEEDALE.  No ;  Mr.  Boiling  came  to  me  first  about  it. 

The  Chairman.  He  came  and  volunteered  this  information? 

Mr.  T\\t:edale.  He  did. 

The  Chairman.  Told  you — that  he  showed  you  the  anonymous 
letter  ? 

Mr.  TwEEDALE.  Yes. 

The  Chairman.  And  told  you  that  there  was  a  story  going  about^ 
and  told  you  about  it  ? 

Mr.  TwEEDALE.  In  regard  to  the  story,  he  did  not  tell  me  very 
much  about  the  story  going  about. 

The  Chairman.  He  did  not? 

Mr.  Taveedale.  No  ;  the  intimation  was  that  here  was  an  anony- 
mous letter  that  somebody  was  in  some  way  connecting  his  name  with 
the  transaction,  and  then  as  far  as  he  knew  anything  about  it,  he  was 
telling  me  of  the  general  transaction,  as  he  viewed  it. 

The  Chairman.  Yes,  sir. 

Mr.  TwEEDALE.  He,  moreover,  told  me  he  had  referred  the  matter  to 
Houston  Thompson,  who  was  then  Assistant  Attorney  General. 
Houston  Thompson  was  a  man  whom  I  knew  very  well.  Mr.  Thomp- 
son was  the  leader  of  the  Bible  class  at  the  church  where  I  went,  and 
I  have  always  had  a  very  high  opinion  of  Mr.  Houston  Thompson. 
So  the  matter  dragged  on  until  it  came  down  to  somewhere  near  the 
time  when  I  was  appointed  general  comptroller,  and  in  coming 
down  to  the  office  one  morning  I  happened  to  run  across  Mr.  Hous- 
ton Thompson,  and  I  asked  ^Ir.  Houston  Thompson  about  this  mat- 
ter that  Mr.  Boiling  had  spoken  to  me  about.  Mr.  Thompson  said  to 
me  that  he  had  taken  great  pains  to  go  into  the  question  and  to  inves- 
tigate it,  and  that  so  far  as  Mr.  Boiling  was  concerned  there  was 
nothing — there  was  no  intimation  that  Mr.  Boiling  in  any  way, 
shape,  or  form  was  mixed  up  in  any  transaction  of  that  kind;  that  he 
had  it  thoroughly  investigated. 

I  asked  Mr.  Houston  Thompson,  because  I  knew  that  I  was  re- 
sponsible for  the  moneys  of  the  Fleet  Corpomtion,  and  at  that  time 
I  had  not  known  Mr.  Boiling  until  I  came  into  the  organization,  and 
like  every  other  prudent  man,  I  wanted  to  know  if  there  was  any- 
thing at  the  bottom  of  it.  Now,  it  was  my  opinion  at  that  time  that 
the  Department  of  Justice  maintained  an  efficient  Secret  Service  Di- 
vision, and  this  matter  had  been  referred  to  the  Secret  Service  Di- 
vision, and  I  was  assured  by  Mr.  Thompson  that  they  had  made  an 
investigation  and  found  nothing,  and  on  that  I  rested. 

The  Chairman.  Did  he  tell  you  whom  he  saw  ? 
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Mr.  TwEEDALE.  He  did  not ;  he  told  me  that  he  referred  it  to  the 
head  of  the  Secret  Service  Department  of  the  Attorney  General's 
Office. 

The  Chairman.  Did  he  mention  his  name? 

Mr.  TwEEDALE.  Yes ;  he  did,  but  I  have  forgotten  it. 

The  Chairman.  Mr.  Bielaski? 

Mr.  TwEEDALE.  Mr.  Bielaski. 

The  Chairman..  At  that  time? 

Mr.  TwEEDALE.  At  that  time. 

The  Chairman.  When  was  this  conversation  with  Mr.  Bielaski,  if 
you  possibly  recall  it? 

Mr.  Tweedale.  I  don't  know  that  I  can :  I  should  say  that  it  was 
the  beginning  of — ^somewhere  around — January,  1920;  I  should  say 
it  was  about  then. 

The  Chairman.  Did  you  talk  to  Mr.  Meehan  about  the  matter? 

Mr.  TwEEDAi^.  I  did  not  talk  to  Mr.  Meehan  until  later.  I  did 
talk  to  Mr.  Meehan — I  talked  to  Mr.  Meehan  very  fully  about  it. 
My  recollection  about  talking  to  Mr.  Meehan  in  regard  to  this  matter 
is:  That  when  I  was  about  to  be  transferred  from  the  position  of 
treasurer  to  that  of  general  comptroller — ^the  board  passed  a  resolu- 
tion, and  I  might  say,  by  the  way^  that  i  did  not  want  the  position 
of  general  comptroller  of  this  Shipping  Board,  and  I  refused  it,  but 
they  seemed  to  think  that  with  the  knowledge  I  had  gained  as  treas- 
urer, and  the  fact  that  I  had  been  in  the  accounting  business  all  my 
life,  made  it  almost  mandatory  that  I  should  take  that  position — 
and  the  board  passed  a  resolution  providing  that  I  should  be  ap- 
pointed comptroller,  and  that  I  should  name  my  successor.  I  was  m 
doubt  whom  I  should  name. 

I  wanted  some  one  in  the  treasurer's  office  that  I  knew  would  work 
in  harmony  with  the  comptroller's  department,  and  while  the  func- 
tions of  the  two  offices  are  entirely  distinct,  one  being  a  check  as 
against  the  other,  and  they  should  be  absolutely  separate  and  dis- 
tinct, one  to  check  upon  the  other,  yet  I  wanted  there  should  be  no 
antagonism;  and  there  had  been  in  the  past,  according  to  the  evi- 
dences I  had  found  in  going  over  the  records  of  the  past,  I  found 
where  there  had  been  antagonisms  which,  to  my  mind,  had  delayed 
the  work  of  the  organization.  Therefore,  I  thought  of  Mr.  Boiling 
for  the  position. 

I  went  to  Mr.  Meehan  and  I  told  him  that  I  understood  that  he  had 
had  a  talk  with  Mr.  Boiling  in  regard  to  this  matter,  and  I  wanted  to 
know  from  Mr.  Meehan  whether  he  had  investigated  and  whether 
there  was  anything  at  all  in  the  rumor,  telling  him  frankly  at  the 
same  time  that  Mr.  Thompson  had  told  me  that  it  had  been  tlior- 
oughly  investigated  and  that  there  was  nothing  in  it  at  all. 

Mr.  Meehan  assured  me  that  there  was  a  story  floating  around.  I 
didn't  think  at  that  time  Mr.  Meehan  had  the  full  facts,  or  knew  all 
about  it,  but  I  asked  him  if  he  would  not,  for  my  protection,  look  into 
the  matter. 

Mr.  Meehan  did  look  into  it,  at  least,  so  I  was  assured,  and  told  me 
that,  as  far  as  his  investigation  had  p:one,  everything  was  apparently 
all  right,  that  there  was  no — nothing  that  would  implicate  Mr, 
Boiling  in  any  way,  shape,  or  form  with  a  commission  or  a  fee  or  a 
gift  or  anything  or  that  kind. 
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The   Chairman.  Told   you   that  everything   was   apparently   all 

right?  ... 

mr.  TwEEDALE.  Yes,  sir;  that  his  investigation  led  him  to  be- 
lieve that  there  was  nothing  at  all  that  would  lead  anyone  to  be- 
lieve that  there  was  anything  else ;  that  he  had  investigated — I  under- 
stood he  had  investigated  it  thoroughly;  of  course,  I  don't  know  just 
what  processes  he  took  in  order  to  determine  that,  but  he  was  the 
chief  at  that  time  in  the  Washington  office  in  charge  of  the  investi- 
gating bureau  for  Washington. 

The  Chairman.  How  long  after  you  aske4  him  to  investigate  it 
did  he  assure  you  that  everything  was  apparently  all  right,  and 
that  there  was  nothing  in  the  story  ? 

Mr.  TwEEDALE.  In  the  course  of  several  weeks.    I  know  I  kept 
going  to  his  office  from  day  to  day,  talking  to  him  about  it. 
The  Chairman.  How  many  weeks,  Mr.  Tweedale? 
Mr.  Tweedale.  I  should  say  several — a  couple  of  w^eeks. 
The  Chairman.  A  couple  of  weeks  ? 
Mr.  Tw^EEDALE.  Yes. 

The  Chairman.  And  then  you  appointed  Mr.  Boiling  your  suc- 
cessor ? 

Mr.  Tweedale.  My  reconynendation  was  that  Mr.  Boiling  be  ap- 
pointed. Mr.  Boiling  had  been,  and  was,  assistant  treasurer  under 
the  former  treasurer,  and  was  familiar  with  the  details  of  the  work: 
when  I  went  into  the  office,  I  tried  to  combine  the  work  of  the  con- 
struction division,  on  the  one  side,  and  the  operation  division  on  the 
other  hand,  under  one  head,  rather  than  have  two  assistants.  I  tried 
to  make  Mr.  Boiling  my  deputy  in  the  position,  so  that  Mr.  Boiling 
would  be  acquainted  with  everything  that  came  up,  so  far  as  the 
treasurer's  office  was  concerned ;  and  so  that  in  my  absence  the  work 
of  the  treasurer's  office,  if  I  happened  to  be  away,  the  work  of  the 
treasurer's  office  would  run  along  w-ithout  an^^  interruption. 

The  Chairman.  Now,  did  you  hear  the  story  afterwards,  after 
Mr.  Meehan  had  reported  to  vou,  and  after  you  had  appointed  Mr. 
Boiling? 

Mr.  Tweedai^.  Mr.  Fisher  and  I  talked  it  over,  and  just  when  I 
can't  recall ;  on  several  occasions.  I  remember  saying  to  Mr.  Fisher 
that  I  had  looked  into  it.  My  judgment  of  Mr.  Boiling  for  the 
period  that  we  worked  together  was  that  he  was  eminently  a  straight- 
forward, honest  man. 

I  remember  as  an  incident  that  brought  it  to  my  attention  wasa 
Mr.  Boiling  coming  to  me  one  day  and  saying  that  he  had  several 
envelopes  in  his  office  which  had  been  given  to  him  by  the  former 
comptroller  and  he  wanted  me  to  look  at  them.  T  looked  at  them 
and  I  found  that  there  were  notes,  negotiable  notes,  in  those  en- 
velopes amounting  to  millions  of  dollars.  And  I  might  say  that  I 
was  rather  astounded  by  the  method  by  which  the  treasurer's  office 
was  being  conducted,  that  apparently  there  could  be  millions  of 
dollars  worth  of  securities  in  envelopes  which  were  not  upon  the 
records  of  the  treasurei-'s  office  in  due  form,  and  that  immediately 
led  to  my  adoption  in  the  treasurer's  office  of  a  security  department, 
into  which  I  finally  drove  all  of  the  securities  of  the  organization , 
and  we  put  a  man  in  charge  of  that,  made  a  complete  rec*ord  of  all 
of  the  securities  of  the  Fleet  Corporation. 
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There  were  moneys  in  Mr.  Boiling's  hands,  millions  of  dollars 
worth,  with  which  he  was  trusted,  which  he  accounted  for  properly 
in  every  particular.  That  was  just  one  incident  of  a  number  of 
instances  that  came  to  my  attention  from  day  to  day,  showing  that 
without  records  which  I  have  always  thought  were  necessary,  monies 
were  being  handled  and  dependent  upon  the  honesty  of  the  man. 

The  Chairman.  By  whom  were  these  notes  gifen? 

Mr.  Tweedaub.  These  particular  notes  were  given  by — it  was  Lib- 
erty bonds ;  excuse  me,  it  was  Liberty  bonds. 

The  Chairman.  Who  were  they  given  by,  ship  contractors,  ship 
owners  ? 

Mr.  TwEEDALE.  They  were  put  up  as  security,  I  think;  they  were 
there  in  escrow,  to  take  care  of  some  advance  that  had  been  made. 

The  Chairman.  Well,  it  would  have  been  pretty  hard  work  to  dis- 
pose of  any  of  them  without  it  coming  out  eventually,  wouldn't  it, 
anyhow  ? 

Mr.  TwEEDALE.  They  were  Liberty  bonds  that  were  not  registered 
at  all. 

The  Chairman.  I  know;  but  the  people  who  put  them  up  had  a 
record  of  them. 

Mr.  TwEEDALE,  Yes;  but  I  afterwards  believe  it  developed,  as  I 
recall,  that  those  securities,  while  they  were  deposited  there,  the  pur- 
pose for  which  they  were  deposited  was  settled,  and  the  securities 
belonged  to  the  corporation. 

The  Chairman,  belonged  to  the  Fleet  Corporation? 

Mr.  TwEEDAiiE.  Belonged  to  the  Fleet  Corporation. 

The  Chairman.  Well,  now,  did  you  talk  it  over  with  anybody 
else  besides  Mr.  Fisher? 

Mr.  TwEEDALE.  No;  I  don't  believe  I  did.  I  don't  recall  that  I 
did. 

The  Chairman.  Did  you  talk  it  over  with  the  chairman  of  the 
board? 

Mr.  TwEEDALE.  No;  T  did  not.     No,  sir;  I  did  not. 

The  Chairman.  Did  you  ever  talk  it  over  with  any  member  of  the 
board  ? 

Mr.  TwEEDALE.   No. 

The  Chairman.  Were  you  ever  asked  about  it  by  any  member  of 
the  board? 

Mr.  TwEEDALE.  I  never  was. 

The  Chairman.  Or  by  anybody  else  ? 

Mr.  TwEEDALE.  Not  until  very  recently ;  I  think  Mr.  Gillen  spoke 
to  me  about  it. 

The  Chairman.  How  long  ago  ? 

Mr.  Tweed  ALE.  Oh,  I  don't  know ;  while  Mr.  Gillen  was  a  director 
of  the  Fleet  Corporation — before  he  left.  The  story  had  come  to  him 
in  some  way.  Wliether  Mr.  Boiling  spoke  to  him  I  don't  know ;  but 
he  came  to  me  and  asked  me  about  it,  and  I  told  him  that  I  had  in- 
vestigated this  far — that  is,  I  had  gone  to  see  Thompson  and  had 
gone  to  see  Meehan  before  we  had  done  anything. 

And  I  will  say  this,  that  at  the  time  I  suggested  to  Boiling  that 
he  become  treasurer,  and  Mr.  Boiling  said,  "  Well,  T  don't  know  about 
that;  very  likely  they  will  rake  up  that  story  the  minute  I  get  a  posi- 
tion of  prominence  in  the  Fleet  Corporation;  somebody  will  come 
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along  and  bring  up  this  matter  about  which  these  anonymous  letters 
have  been  sent  m.'^ 

The  Chairman.  Did  you  ever  see  this?  Have  you  ever  seen  a 
photostat  copy  of  the  statement  of  Sands,  in  affidavit  form,  which 
was  not  signed  [handing  photostat  to  Mr.  Tweedale]  ? 

Mr.  Tweedale.  ^o,  sir. 

The  Chairman.  Never  seen  it  ? 

Mr.  Tweedale.  Never  have  seen  it. 

The  Chairman.  Did  you  ever  hear  that  there  was  one  in  the  files 
of  the  Fleet  Corporation  ? 

Mr.  Tweedale.  No^  sir;  not  until  recently. 

The  Chairman.  Did  you  ever  have  occasion  at  any  time  to  look 
into  the  matter  of  these  notes  given  by  Wallace  Downey  to  Mr. 
Sands  ? 

Mr.  Tweedale.  No,  sir. 

The  Chairman.  Do  you  know  the  situation  with  reference  to  the 
Fleet  Corporation  and  the  Providence  Engineering  Co.  or  the 
Downey  Shipbuilding  Corporation? 

Mr.  Tweedale.  Yes,  sir ;  I  do. 

The  Chairman.  Are  they  matters  that  are  settled? 

Mr.  Tweedale.  My  impression  is  that  they  are ;  but  I  do  not  know 
definitely  without  looking  up  the  records. 

The  Chairman.  Did  3^ou  ever  have  to  look  in  to  see  how  much 
money  was  advanced  to  either  of  those  concerns? 

Mr.  Tweedale.  I  have  not  had  personally  to  do  that. 

The  Chairman.  Do  j^ou  know  whether  or  not  the  credit  depart- 
ment had  to  do  something  about  the  credit  of  this  corporation? 

Mr.  Tweedale.  That  information  I  have  recently  got.  The  record 
shows  that — as  I  looked  over  the  file  the  other  clay — ^the  record 
shows  that  this  Providence  Engineering  Co.  was  the  low  bidder  for 
10  boats,  and  when  they  came  to  execute  the  contract;  that  is,  the 
low  bid  had  been  accepted  and  sent  to  the  contract  department,  and 
when  the  question  of  making  or  entering  into  the  contract  came 
around  to  tlie  credit  department,  which  department  has  to  pass  upon 
it  first  before  a  contract  was  executed,  it  was  found  from  certain  in- 
vestigations that  the  credit  was  not  sufficiently  strong  for  the  time 
being  for  entering  into  that  contract,  so  the  entering  into  it  was 
held  up.  The  Fleet  Corporation  made  an  investigation,  audited 
their  accounts,  and  found  that  their  condition;  that  is,  that  their 
situation  was  not  strong  enough;  that  we  should  not  enter  into  a 
contract  under  those  conditions.  The  credit  manager  so  notified  the 
engineering  company  and  stated  that  unless  additional  security  was 
provided  that  the  I^leet  Corporation  would  not  be  willing  to  enter 
into  a  contract. 

The  Chairman.  What  Avas  the  sum  of  this  contract — what  was  the 
total  amount  involved? 

Mr.  Tweedale.  The  records  are  here ;  I  do  not  carry  it  in  my  head. 
The  records  are  liere  and  they  will  show.  Mr.  New,  my  assistant 
comptroller,  had  definite  charge  of  this  work,  and  the  transactions 
between  Mr.  Cranor  and  himself  were  entered  into  between  Mr. 
Cranor  and  himself,  Mr.  Cranor  coming  to  him  and  stating  that  he 
had  arranged  for  the  credits.  And  in  that  connection  I  would  like 
to  sav  that  within  the  last  two  davs  Mr.  Cranor  has  been  to  the 
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Shipping  Board  office.    I  met  him  in  Mr.  Boiling's  office  on  the  27th, 
and  he  made  this  statement. 

Mr.  Kelley.  Just  how  much  was  that  contract? 

Mr.  TwEEDALE.  Ten  tugs,  at  $285,000  each.  Taking  up  the  ques- 
tion of  the  payment  of  Downey  of  $40,000  to  Mr.  Sands,  vice  presi- 
dent of  the  Commercial  National  Bank,  Washington,  D.  C,  in  order 
to  obtain  a  credit  for  the  Providence  Engineeering  Corporation,  he 
(Mr.  Cranor)  stated  that  he  was  the  one  who  presented  the  matter  of 
obtaining  the  credit  to  Mr.  Sands,  whom  he  had  known  personally 
in  the  city  of  Eichmond,  where  Mr.  Sands  had  previously  been  con- 
nected with  a  banking  institution. 

He  stated  that  the  Providence  Engineering  Corporation  was  the 
low  bidder  on  10  tugboats  on  which  they  had  submitted  a  bid  to  the 
Emergency  Fleet  Corporation;  that  as  the  representative  of  Mr. 
Downey  he  had  come  down  to  Wiashington  when  he  had  been  notified 
by  the  president  of  the  Providence  Engineering  Corporation  that 
there  was  danger  that  the  contract  would  not  be  awarded  to  them  due 
to  their  financial  condition,  and  he  had,  therefore,  gone  to  Mr.  Sands, 
and  he  had  engaged  heretofore,  in  like  matters,  as  I  understood  him 
to  say,  in  other  matters  in  underwriting  propositions  of  this  kind, 
in  order  to  see  whether  he  might  obtain  a  sufficient  credit,  which 
would  be  satisfactory  to  the  Fleet  Corporation,  thereby  enabling 
them  to  secure  the  contra<?t. 

Mr.  Cranor  stated  that  after  talking  with  Mr.  Sands,  Mr.  Sands 
had  agreed  to  underwrite  this  project  for  a  commission  of  $25,000, 
it  being  his  intention;  that  is,  Mr.  Sands's  intention,  of  placing 
a  portion  of  the  credit  in  a  number  of  country  banks,  which  was  the 
method  he  heretofore  used  in  underwriting  projects  of  this  kind. 

And  subsequently  when  the  time  came  lor  closing  the  transac- 
tion, Mr.  Sands  jumped  the  commission  from  $25,000  to  $40,000,  and 
he  agreed  to  the  same  with  the  understanding  that  Mr.  Downey 
would  make  the  arrangement;  that  is,  he  wpuld  either  pay  the 
money  or  give  him  sufficient  security  or  notes,  that  would  take  care 
of  his  agreement. 

Thereupon  he  proceeded  to  the  office  of  the  credit  manager  in  the 
finance  division  of  the  corporation,  Mr.  New,  and  saw  Mr.  New,  the 
assistant  comptroller,  who  had  charge  of  these  credits,  and  Mr.  New 
then  informed  him  that  unless  a  credit  was  established,  the  deal 
could  not  be  made. 

The  Chairman.  Informed  Mr.  Cranor? 

Mr.  TwBEDAiiB.  Yes,  Mr.  Cranor.  Mr.  Cranor  informed  Mr.  New 
that  he  had  just  arranged  the  matter  with  Mr.  Sands,  vice 
president  of  the  Commercial  National  Bank,  and  if  he  would 
call  Mr.  Sands  up  Mr.  Sands  would  give  him  the  assurance  that  the 
credit  referred  to  had  been  established.  Mr.  New  did  call  Mr.  Sands, 
and  Mr.  Sands  assured  him  that  the  credit  had  been  established  and 
arranged  to  send  a  messenger  boy  with  a  letter,  covering  the  state- 
ment in  writing.  When  the  letter  reached  Mr.  New,  shortly  there- 
after, it  was  found  that  the  letter  was  not  satisfactory,  in  that  it  did 
not  appear  to  be  an  undertaking  of  the  bank  itself,  as  it  was  signed 
by  Mr.  Sands  in  his  personal  capacity.  This  letter  was  returned  to 
Mr.  Sands  with  a  draft  of  a  letter  which  would  be  satisfactory  to 
the  comptroller's  office.  This  letter  was  at  once  returned  by  Mr. 
Sands,  signed  by  him  as  vice  president  of  the  Commercial  National 
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Bank,  which  letter  is  dated  March  15, 1918,  and  is  now  on  file  in  the 
comptroller's  department. 

Mr.  Cranor  said  that  he  had  never  received  any  consideration  at 
all  from  Mr.  Sands  in  connection  with  this  transaction,  and  that 
while  lie  had  met  Mr.  Boiling  on  one  or  two  occasions,  he  knew 
that  Mr.  Boiling  was  not  interested  in  any  way  in  ihc  transaction, 
for  the  reason  that  Mr.  Boiling  was  not  in  a  position  to  inlhience 
the  placing  of  this  credit  in  any  way,  shape,  form,  or  manner. 

Mr.  Craiior  very  clearly  showed  by  his  statement  to  me  that  the 
moneys  paid  were  the  usual  moneys  that  are  paid  to  financial  insti- 
tutions in  order  to  obtain  a  credit,  and  that  he  Avas  the  man  that 
jnade  all  the  arningcments  as  to  the  amount  that  would  be  paid  for 
the  consideration  for  the  credit  of  $125,()0();  that  he  did  not  know 
what  final  arrangements  were  made  between  Downey  and  Sands, 
because  all  his  work  in  connection  with  this  matter  was  to  see  that 
a  credit  was  established  so  that  the  contract  would  be  executed. 
w^liich  work  he  performed. 

I  asked  Mr.  Cranor  who  the  credit  man  was  that  he  interviewed, 
and  he  said  that  it  was  Mr.  New.  I  then  called  Mr.  New — and  Mr. 
New's  office  was  down  at  Sixth  and  B — and  I  called  Mr.  New  on 
the  phone  and  told  him  to  come  to  the  F  Street  office,  and  Mr. 
New  verified  the  incident  th.^t  had  occurred  between  Mr.  ( j^anor  and 
himself  witli  respect  to  the  establishment  of  the  credit. 

The  Chairman.  When  did  vou  do  that? 

Mr.  TwEEDALE.  I  did  that  on  November  27. 

The  Chairman.  This  year? 

Mr.  TwEEDALE.  Yes,  su-;  this  month. 

The  Chairman.  As  a  matter  of  fact,  the  contract  was  signed  be- 
fore the  letter  of  credit  was  received,  wasn't  it  ? 

Mr.  TwEEDALE.  It  appears  to  be  dated  that  way — ^that  is,  one  day 
before — but  as  a  matter  of  fact,  Mr.  New  stated  to  me  that  he  called 
up  the  contract  department  and  told  them  on  the  day  that  this 
matter  was  settled — ^the  date  of  the  letter — that  they  could  then 
execute  the  contract,  and  the  contract  had  not  been  issued  until  Mr. 
New  notified  the  contract  department. 

The  Chairman.  Well,  it  had  been  signed,  hadn't  it? 

Mr.  TwEEDALE.  It  may  have  been  signed,  or  it  may  have  been  dated 
in  advance ;  I  don't  know  which. 

The  Chairman.  Dated  in  advance? 

Mr.  TwEEDALE.  Dated  behind — back  one  day.  In  other  words,  the 
contract  may  have  been  written  up  and  dated,  expecting  to  obtain 
the  credits,  and  when  the  credits  came  through  they  executed  it; 
that  has  been  done  in  a  number  of  cases. 

The  C'hairman.  Is  that  the  way  they  have  been  signing  contracts 
down  there? 

Mr.  TwEEDALE.  I  would  not  like  to  say  that  that  is  the  procedure. 

The  Chairman.  You  say  they  done  that  in  a  number  of  cases  ? 

Mr.  TwEEDALE.  I  have  seen  cases  where  the  dates  do  not  bear  the 
exact  date  of  the  execution. 

The  Chairman.  Well,  the  latter  was  dated  March  16, 1918. 

Mr.  TwEEDAUE.  March  15. 

The  Chairman.  Have  you  got  the  original  of  that  letter  here  ?  We 
had  a  photostat  copy  of  it. 

Mr.  TwEEDALE.  Mr.  New  has  it. 
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The  Chair3ian.  Mr.  New  has  it  ? 

Mr.  TwEEDALE.  Yes. 

The  Chairman.  Is  he  one  of  your  assistants  ? 

Mr.  TwEEDALE.  Mr.  New  is  the  assistant  comptroller ;  yes,  sir. 

The  Chairman.  Well,  did  you  see  the  letter? 

Mr.  TwEEDALE.  The  original  letter  ? 

The  Chairman.  Yes. 

Mr.  TwEEDALE.  Yes,  sir ;  I  did. 

The  Ch AMMAN.  On  the  27th  of  November  ? 

Mr.  TwEEDALE.  On  the  27th  of  November?  What  letter  do  you 
refer  to  on  the  27th  of  November  ? 

The  Chairman.  I  say,  you  said^you  saw  the  original  of  this  let- 
ter on  November  27. 

Mr.  TwEEDALE.  Oh,  yes,  sir ;  yes,  sir ;  in  my  office,  the  day  before 
yesterday. 

The  Chairman.  Have  you  got  a  photostat  copy  of  that  letter? 

Mr.  TwEEDALE.  I  have ;  yes,  sir. 

The  Chairman.  Is  that  it? 

Mr.  TwEEDALE.  That  is  it  [producing  copy]. 

The  Chairman  [reading]  : 

The  Commercial  National  Bank, 
Washington,  D,  C,  Murch  15,  1918. 

Credit  Manag*2i,  Emergency  Fli^ct  Corporation, 

Wanhington,  D.  C: 

This  bank  has  entere<l  Into  an  ngi'eement  with  tlie  Pnn'idence  Enjjineering 
Corporation,  Providence,  R.  I.,  by  which  tlie  bank  agrees  to  fnniish  the  Provi- 
dence Engineering  Corporation  a  line  of  credit  up  to  $125,000  to  i)e  used  aB 
working  capital  in  connection  with  tlieir  i>ending  contract  covering  the  con- 
struction of  10  tug  boats  for  the  Emergency  Fleet  Corporation. 

It  Is  understocHl  that  thl«  line  of  credit  is  to  he  available  to  the  Providence 
Engineering  Corporation  during   the  entire  life  of  the  i)ending  contract  for 
tug  construction  referred  to  above. 
Yours,  truly, 

T.  K.  Sands,  Vice  President, 

Stamped  "  Financial  file." 

You  don't  know  anything  about  this  transaction  at  the  time? 

Mr.  TwEEDALE.  No,  sir. 

The  Chairman.  AVhen  was  it  first  called  to  your  attention  after- 
wards ? 

Mr.  TwEEDALE.  I  have  not  seen  that  letter  before  the  27th  of  No- 
vember. 

The  Chairman.  The  suggestion  has  been  made  that  I  read  the  date 
of  this  letter  as  March  15, 1919.  If  so,  I  was  in  error  as  the  letter  is 
dated  March  15,  1918,  Mr.  Tweedale. 

Mr.  Tweedale.  Yes,  sir;  1918. 

The  Chairman.  It  should  have  been  1918? 

Mr.  TWEEDAI.E.  Yes,  sir. 

The  Chairman.  Now,  Mr.  Tweedale,  do  you  know  anything  about 
the  other  credit  that  had  been  established,  or  whether  this  was  to 
come  up  as  part  of  the  credit  or  whether  this  was  the  total  credit 
that  the  corporation  required  for  this  $2,850,000  contract  ? 

Mr.  Tweedale.  This  credit  was  deemed  sufficient  upon  which  ta 
execute  this  contract. 

The  Chairman.  This  credit  of  $125,000  ? 

Mr.  Tweedale.  This  credit  of  $125,()00. 
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The  Chairman.  When  Mr.  Cranor  came  to  see  you  the  other  day 
and  talked  with  you  about  this,  did  he  say  anything  about  the  ar- 
rangement with  Mr.  Sands  to  secure  a  contract? 

Mr.  TwEEDALE.  He  did  not.  He  said  that  he  went  to  Mr.  Sands  the 
same  as  he  would  go  to  any  banker  to  establish  a  credit. 

The  Chairman.  Now,  did  he  say  anything  about  asking  Mr.  Sand^ 
to  get  the  contract  for  tne  Providence  Engineering  Co.  ? 

Mr.  TwEEDALE.  He  did  not ;  he  did  not. 

The  Chairman.  Did  he  say  anything  about  having  made  any  ar- 
rangement with  Mr.  Sands  relative  to  dividing  these  commissions 
of  $25,000  with  him,  Cranor? 

Mr.  TwEEDALE.  He  said  positively  that  there  was  no  such  arrange- 
ment. 
•    The  Chairman.  You  talked  to  him  about  that? 

Mr.  TwEEDALE.  I  did;  and  he  said  no,  that  this  money  was,  he 
understood — the  notes  or  whatever  they  were  that  were  paid — were 
put  up,  was  an  arrangement  between  Mr.  Downey  and  Mr.  Sands, 
and  that  it  was  the  usual  arrangement.  He  said  Mr.  Downey  gave 
him  the  dickens  for  agreeing  to  pay  a  commission  of  $40,000,  be- 
cause Mr.  Downey  thought  it  was  too  high ;  but  he  said  that  that  was 
not  an  unusual  commission  for  a  credit  of  that  amount. 

The  Chairman.  Who  said  that? 

Mr.  TwEEDALE.  Mr.  Cranor  told  Mr.  Downey  that  that  was  not 
unusual. 

The  Chairman.  .What  did  you  think  about  it? 

Mr.  TwEEDALE.  Well,  I  didn't  know ;  I  have  heard  that  Mr.  Downey 
has  paid  very  much  higher  commissions  for  otiier  credits. 

The  Chairman.  To  Sands? 

Mr.  TwEEDALE.  No,  no ;  in  New  York  here. 

The  Chairman.  In  New  York? 

Mr.  TwEEDALE.  Yes. 

The  Chairman.  Did  Mr.  Cranor  say  anything  about  Mr.  Sisler 
knoAving  about  this? 

Mr.  TwEEDALE.  No;  he  said,  as  far  as  I  recall,  that  Mr.  Sisler 
didn't  know  anything  about  it;  that  the  arrangement  was  made 
between  himself  and  Mr.  Sands,  because  of  his  former  connection. 
That  is  the  reason  he  went  to  Mr.  Sands,  because  of  his  formear 
connection  with  Mr.  Sands  in  Richmond.  I  should  judge,  from  Mr. 
Cranor's  speech,  that  he  is  a  southerner ;  he  said  he  lived  in  Richmond 
and  he  had  known  Mr.  Sands  there,  and  had  financial  transactions 
with  him  in  banking  business  in  the  city  of  Richmond. 

The  Chairman.  Was  Mr.  Sisler  secretary  to  the  board  when 
you  were  there? 

Mr.  TwEEDALE.  No,  sir;  I  didn't  know  the  gentleman. 

The  Chairman.  Did  you  ask  Mr.  Cranor  whether  there  were  any 
arrangements  made  whereby  Mr.  Boiling  was  to  have  had  part  of 
this  commission? 

Mr.  TwEEDALE.  About  the  same  question  that  I  asked  in  regard  to 
the  whole  subject,  whether  there  was  anything  in  this  matter  at  all 
in  regard  to  the  payment  of  a  division — the  division  of  the  commis- 
sion— which  Mr.  Cranor  says  was  nothing  unusual ;  this  was  purely 
a  commission  paid  Sands  to  secure  this  credit,  and  that  is  all  that  it 
was. 
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The  Chairman.  Well,  was  it  vour  understanding  that  Mr.  Sands 
was  to  assure  this  credit — put  tW  bank  behind  this  company — and 
that  he  personally  was  to  receive  this  fee,  or  that  that  fee  was  to  go 
to  the  bank?    What  did  Mr.  Cranor  say  to  that? 

Mr.  TwEEDALE.  Mr.  Cranor  did  not  seem  to  be  at  all  sure  about 
that  particular  matter.  I  think,  from  the  way  Mr.  Cranor  explained 
the  matter,  that  Mr.  Cranor's  idea  was  that  he  was  dealing  with  Mr. 
Sands  as  a  member  of  the — as  the  vice  president  and  officer  of  the 
Commercial  National  Bank,  and  that  he  was  paying  Sands  this 
money — I  don't  know  whether  he  had  any  idea  of  seeing  to  this  ap- 
I^lication  or  where  the  money  was  going  to ;  he  was  very  clear  on  one 
point,  because  I  questioned  him  on  it  and  over  and  over  again,  and 
that  was  that  the  $40,000  was  a  commission  only  for  securing  the 
credit.  There  is  no  doubt  in  my  mind  that  the  Fleet  Corporation 
did  accept  that  letter  a^  a  letter  of  credit,  and  I  feel  very  sure  that  if 
anything  had  happened  the  fleet  could  have  gone  back  on  that  bank 
for  that  amount  of  credit  in  case  anv  trouble  had  arisen. 

The  Chairman.  Well,  the  Fleet  Corporation  had  made  advances 
to  the  Downey  Shipbuilding  Corporation  through  Mr.  Wallace 
Downey,  hadn't  they,  for  that  contract  ? 

Mr.  Twp:edale.  That  is,  for  Downey's  contract  or  for  this  contract  ? 

The  Chairman.  For  Downey's  contract. 

Mr.  Tweedale.  Oh,  yes;  they  had  made  advances  from  time  to 
time. 

The  Chairman.  Now,  is  there  anything  in  your  office,  in  the  comp- 
troller's office,  that  you  know  of,  which  shows  this  item  of  $40,000, 
or  any  part  of  it,  from  the  books  of  the  Providence  Engineering  Co.? 

Mr.  Tweedale.  I  don't  know  that  there  is,  because  I  have  never 
had  it  investigated.  I  don't  know  whether  a  final  audit  has  been 
made  on  that  account  or  not. 

The  Chairman.  AVell,  now,  was  not  it  a  matter,  when  it  came  to 
your  attention,  Mr.  Tweedale,  that  you  would  naturally  want  to  have 
investigated  to  find  out  what  the  books  of  the  Providence  Engineer- 
ing (^o.  showed  about  this  matter,  and  would  not  the  Downey  Ship- 
building Co.  show  up  anything  about  it?  What  investigation  was 
made  prior  to  the  awarding  of  the  contract,  and  what  bearing  it  had 
upon  payments  made  under  the  contract,  and  what  relation  it  had,  if 
anv,  to  the  final  settlement? 

Mr.  Tweedale.  Well,  this  particular  matter  has  only  very  recently 
come  to  my  attention,  very  recently;  that  is,  the  matter  of  looking 
up  these  files;  it  has  only  been  within  the  past  week  that  I  have  had 
anv  chance  at  all  to  eo  into  this. 

I'he  Chairman.  \  ou  said  that  there  was  a  letter  sent,  signed  per- 
sonally by  Mr.  Sands,  which  was  unsatisfactory  to  the  credit  depart- 
ment? 

Mr.  Tweedale.  So  I  am  infoimed  by  Mr.  New. 

The  Chairman.  Didn't  you  know  that,  as  a  matter  of  fact,  the 
contract  department  acted  up(m  that  letter — the  14th  of  March — and 
signed  the  contract,  and  then  later  insisted — Mr.  Xew  insisted  that  a 
letter  ns  vice  president  of  the  bank  should  be  forthcoming? 

Mr.  Tweedale.  I  would  like  Mr.  Xew  to  testify  to  that  specifically, 
because  I  don't  know. 

The  Chairman.  I  am  asking  you  if  you  know. 
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Mr.  TwEEDALE.  I  don't  know  it. 

The  Chairman.  Do  you  know  whether  or  not  somebody  in  your 
department  looked  up  tlie  condition  of  the  Providence  ilngineering 
Co.  and  its  capacity  to  carry  out  the  terms  of  the  contract,  and  re- 
ported favorably  even  before  the  credit  was  established  with  the 
Commercial  National  Bank— whether  you  know  ? 

Mr.  TwEEDALE.  Xo ;  I  don't  know  that.  The  only  thin^  I  do  know 
is  that  Mr.  Xew  positively  refused  to  give  credit^to  certify  credit 
to  the  contract  department  until  this  letter  had  been  received,  accord- 
ingo  Mr.  Xew's  own  statement. 

The  Chairman.  When  did  you  first  hear  that  Mr.  Sisler  was 
alleged  to  have  been  involved  in  this  transaction  or  the  story  which 
also  involved  Mr.  Boiling? 

Mr.  TwEEDALE.  I  expect  that  when  Mr.  Boiling  told  me  about  this 
matter,  he  probably  told  me  about  Mr.  Sisler,  but  I  have  never  known 
Sisler  and  the  name  made  no  impression  on  my  mind  whatever. 

The  Chairman.  Yon  knew  that  he  had  been  secretary? 

Mr.  TwEEDALE.  I  knew  he  had  been  secretary. 

The  Chairman.  You  knew  when  Mr.  Boiling  first  came  to  you  to 
tell  you  about  this? 

Mr.  TwEEDAi^.  He  told  me  that  he  had  been  secretary. 

The  Chairman.  And  that  Mr.  Sisler  was  alleged  to  have  been  in- 
volved in  that? 

Mr.  TwEEDALE.  Yes,  sir. 

The  Chairman.  Did  he  tell  you  how  he  found  that  out? 

Mr.  TwEEDALE.  No ;  I  can  not  tell  you  that — how  he  did. 

The  Chairman.  There  was  nothing  in  the  anonymous  letter  to  that 
effect,  was  there? 

Mr.  T>\t<:edale.  I  don't  remember,  i  don't  remember  that — I  can 
not  recall.  I  know  that  when  Meehan  and  I  talked  about  it  that  Mee- 
han  did  tell  me,  but  whether  I  knew  it  before  that  I  can  not  say ;  I 
do  not  know. 

The  Chairman.  Then  you  don't  know  whether  Mr.  Boiling  did 
actually  mention  Sisler  or  not? 

Mr.  Tweedaus.  Xo  ;  I  do  not. 

The  Chairman.  I  don't  understand  whether  vou  have  met  Mr. 
Cranor  l)ef ore  the  dav  before  vesterdav  ? 

Mr.  TwEEDALE.   Xo. 

The  Chairman.  Had  you  met  him  before  that  time? 

Mr.  TwEEDALE.  I  had  never  mot  him  before ;  he  was  a  total  stranger 
to  me. 

The  Chairman.  Had  vou  met  Mr.  Downev  before? 

Mr.  TwEEDALE.  T  met  Mr.  Downey  two  or  three  or  four  months 
ago,  when  he  was  endeavoring  to  get  a  further  advance  under  his 
contract.  There  was  a  conference  going  on  at  the  time  and  I  walked 
into  the  room  where  there  was  this  conference  going  on  there,  and 
I  think  I  met  him  there.  I  have  never  had  anv  conversation  at  all 
with  Mr.  Downey ;  I  didn't  know  him. 

The  Chairman.  At  the  time  this  conference  was  going  on,  was 
this  an  advance  for  credit  in  consideration  of  the  shipping  contract? 

Mr.  TwEEDALE.  Xo,  no,  sir.  It  was  a  further  advance  under  the 
original  contract  of  Downey  for  the  Downey  Shipbuilding  Co. 

The  Chairman.  Do  I  understand  you  to  say,  Mr.  Tweedale,  that 
it  is  your  information  that  other  contractors  who  build  ships  for 
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the  Shipping  Board  establish  their  credit  throiigh  methods  such  as 
Mr.  Cranor  tells  you  was  used  in  this  case?  Isow,  from  your  own 
knowledge,  not  from  what  others  told  you  ? 

Mr.  TwEEDAiiE.  No ;  I  can  not  say  that. 

The  Chairman.  You  can  not  say  that  ? 

Mr.  TwEEDALE.  No ;  I  can  not  say  that. 

The  CHAiR3f  AN.  Do  you,  as  comptroller,  have  to  be  satisfied  or  pass 
upon  anything,  any  document,  or  inspect  any  representations  made 
by  these  contractors  before  their  credit  is  established? 

Mr.  TwEEDAi^.  Yes,  sir. 

The  Chairman.  Now,  do  you  recall  ever  having  passed  upon  any 
case  where  credit  was  established  in  this  manner  with  the  Shipping 
Board  ? 

Mr.  TwEEDALE.  No,  sir ;  never.    Not  since  I  have  been  where  I  have 
had  anything  to  do  with  it.    I  do  not  remember. 
•    The  Chairman.  You  stated  that  you  understood  Mr.  Downey  had 
established  credit  in  New  York  in  a  similar  manner.    Was  that  for 
this  same  contract  ? 

Mr.  TwEEDALE.  I  think  that  it  was  an  unfortunate  use  of  the  words. 
I  do  not  know  that  he  established  credit  that  way ;  I  understood  that 
Mr.  Downey  had  had  to  pay  excessively  for  moneys  which  he  required 
in  his  use;  that  is,  for  his  use  in  his  shipbuilding  work.  That  is  to 
say,  he  had  to  pay  a  commission  very  much  larger  in  proportion 
than  this  particular  sum  is  to  the  credit  that  was  established  in  that 
case. 

The  Chairman.  Then,  you  look  upon  this  as  purely — as  a  matter 
of  establishing  credit  ? 

Mr.  TwEEDALE.  That  is  all,  that  is  all. 

The  Chairman.  Any  questions,  Mr.  Kelley  ? 

Mr.  Kelley.  I  think  the  questions  I  have  in  mind  had  better  be 
asked  of  Mr.  New,  but  there  are  one  or  two :  Have  you  looked  into 
these  companies'  records,  tlie  Downey  Shipbuilding  Co.  and  the 
Providence  Engineering  Co.  ? 

Mr.  Tweedale.  The  Downey  Shipbuilding  Co.  has  come  to  my 
attention  on  several  occasions.  The  question  came  up  in  the  Downey 
Shipbuilding  Co.,  I  remember,  in  regard  to  the  measurement  of  the 
dead- weight  tonnage  of  .certain  ships  and  there  had  been  a  great  deal 
of  contention  as  to  what  the  proper  dead-weight  tonnage  of  the  ships 
were.  One  ship  was  to  be  measured  as  a  result  of  that;  the  dead- 
weight tonnage  of  all  the  ships  should  be  ascertained. 

I  found  that  that  question  was  being  booted  about  to  first  one  and 
then  to  the  other,  so,  without  saying  very  much  about  it,  I  found 
there  was  a  sliip  in  New  York  here,  one  of  his  ships,  and  I  made 
arrangements  whereby  that  ship  was  measured  and  the  dead-weight 
tonnage  absolutely  ol)tained ;  that  is,  the  Navy  Department,  through 
a  commission,  was  one  member  of  it,  and  the  American  Survey 
Bureau  had  another,  and  our  own  representative  had  another,  and 
as  a  result  of  that,  the  dead-weight  tonnage  was  much  reduced,  to 
the  great  saving  to  the  corpordtion. 

ilr.  Kelley.  And  this  Downey  controversy,  as  it  has  been  brought 
in  through  these  charges  against  Mr.  Boiling  and  others,  has  come 
to  your  attention  so  recently  that  you  haven't  had  time  to  inquire 
into  .the  financial  situation  of  either  of  these  companies  at  the  time 
this  second  contract  was  made? 
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Mr.  TwEEDALE.  I  have  not. 

Mr.  Kelley.  You  don't  know  that  this  $100,000  that  is  spoken  of 
in  this  letter 

Mr.  TwEEDALE.  $125,000. 

Mr.  Kelley.  $125./)00  was  in  fact  made  available  for  these  people 
at  all,  but  put  into  the  savings  account  down  there  aorainst  which 
thev  could  not  check,  at  this  Commercial  National  Bank? 

Mr.  TwEEDALE.  I  don't  know  what  financial  arrangements  had  been 
made — absolutely  nothing. 

.    Mr.  Kelley.  You  have  not  inquired  into  it  to  gee  whether  this  is 
true  or  not  ? 

•    Mr.  TwEEDALE.  No,  sir ;  and  I  would  accept  that  for  face  value ;  I 
think  it  would  bind  the  bank  for  a  credit  of  $125,000. 

Mr.  Kelley.  It  would  not  bind  the  bank  unless  the  board  of  di- 
rectors have  agreed  to  it  or  the  proper  authorities  have  given  Mr. 
Sands,  as  vice  president,  authority  to  bind  the  bank;  it  would  not* 
bind  the  bank,  would  it  ? 

Mr.  TwEEDALE.  No.  Of  course,  we  naturally  suppose  that  when 
the  vice  president  and  cashier  of  a  bank  signs  a  document  of  that 
kind  that  he  is  not  carrying  out  something  that  he  is  not  authorized 
to  do. 

Mr.  Kelley.  I  know,  Mr,  Tweedale ;  but  if  you  are  going  to  insist 
that  a  firm  shall  have  credit  should  not  you  insist  that  the  evidence 
of  that  credit  should  be  in  some  legal  and  proper  form  to  bind  the 
bank  or  whoever  is  going  to  furnish  the  credit?  In  other  words,  Mr, 
Tweedale,  would  the  Fleet  Corporation  accept  a  mere  letter  from 
a  bank  as  evidence  that  the  bank  had  acted  in  harmony  with  the 
letter  ?  Would  you  not  ask  for  a  copy  of  their  resolution  or  anything 
of  that  kind,  the  resolution  of  the  board  of  directors;  wouldn't  you 
have  done  that  ? 

Mr.  Tweedale.  Well,  I  do  not  know  if  this  is  the  fact,  that  this  is 
being  done,  but  I  say  this  is  the  only  case  of  its  6ind  that  I  know  of. 
To  my  estimation  a  document  of  that  kind  you  would  naturally  be- 
lieve would  bind  the  bank  for  the  sum  specified. 

In  other  words,  you  would  not,  naturally,  if  you  had  gone  to  a 
bank  here  in  New  York,  and  the  bank  notified  some  one  engaged  in 
business  that  they  have  established  a  credit  of  so  much  monev  for 
their  benefit  during  the  life  of  a  certain  contract,  you  woula  not 
naturally  go  back  and  examine  the  record  to  find  out  whether  the 
man  executing  that  contract,  if  he  had  held  the  position  of  vice 
president  and  cashier,  was  authorized  to  make  that  statement  if  it 
was  a  first-class  bank  and  a  bank  that  had  a  good  capital  behind  it  and 
a  recognized  financial  institution. 

Mr.  Kelley.  You  would  not  ask  for  a  copy  of  the  resolution  of 
the  board  of  directors  ? 

Mr.  Tweedale.  Not  ordinarily ;  I  don't  think  so ;  not  ordinarily. 

Ml-.  Kelley.  Would  the  fact  that  this  credit  was  bein^  supplied  by 
a  Washington  bank  which  had  no  business  dealings  with  this  com- 
pany in  Providence,  or  away  up  in  Connecticut,  put  you  on  your  guard 
at  ail  ? 

Mr.  Tweedale.  Well,  there  is  another  angle  to  that :  Here  is  a  bank 
that  we  have  been  doing  business  with. 

Mr.  Kelley.  The  Shipping  Board? 

Mr.  Tweedale.  Yes. 
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Mr.  Kelley.  You  had  $4,000,000  or  $5,000,000  on  deposit  there? 

Mr.  TwEEDALE.  Yes;  we  had  confidence  in  that  bank  or  we  would 
not  have  had  the  $4,000,000  or  $5,000,000  in  there.  And,  naturally, 
supposed  that  the  vice  president  and  cashier  was  a  proper  man  to 
issue  a  certificate  of  that  kind. 

Mr.  Kelley.  Would  not  a  credit  of  $125,000  be  much  of  a  credit  on 
a  contract  for  $2,850,000  ? 

Mr.  Tweedale.  Well,  that  is  another  question.    I  don't  know. 

Mr.  Kelley.  Oh,  yes,  you  do,  Mr.  Tweedale, 

Mr.  Tweedale.  I  don't  know  what  the  surrounding  circumstances 
were. 

Mr.  Kelley.  That  would  be  about  5  per  cent. 

Mr.  Tweedale.  That  is  all  right ;  I  am  not  taking  it  as  to  the  gross 
amoimt  of  that  contract,  what  the  other  $125,000  credit  is  established 
for,  is  to  make  sure,  as  the  matter  of  the  progress  of  the  work  pro- 
ceeds, from  time  to  time,  that  the  company  will  be  able  to  meet  their 
ordinary  payments  for  material  and  labor,  and  that  the  corporation 
shall  have  the  assurance  that  they  have  sufficient  funds  to  pay  this 
labor  and  materials  bill.  You  must  not  consider  that  this  has  so 
verv  much  of  a  relation  to  the  whole  contract,  that  is  hot  what  we 
are  looking  after.  What  we  want  to  know,  and  wanted  to  be  sure 
of,  was  that  they  had  sufficient  credit  to  pay  up  from  time  to  time, 
as  they  became  due,  for  their  materials  and  for  their  labor,  from  one 
period  to  the  next  period  when  they  would  receive  monies  from  the 
corporation,  so  that  there  would  be  no  question  about  the  work  pro- 
gressing. 

Mr.  Kelley.  Xow,  Mr.  Tweedale,  the  very  minute  the  contract  was 
signed,  you  handed  them  over  $285,000  on  the  contract,  didn't  you? 

Mr.  Tweedale.  I  don't  know  that;  I  have  not  examined  that  con- 
tract far  enough  to  know. 

Mr.  Kelley.  Well,  the  contract  provides  that  they  shall  be  paid 
10  per  cent  within  30  days. 

Mr.  Tweedale.  Upon  the  signing  of  the  contract  ? 

Mr.  Kelley.  In  80  days  after  the  signing  of  the  contract,  so  that 
there  was  $285,000  to  be  turned  over  to  them  bv  the  Shipping  Board 
immediately  after  the  signing,  that  they  could  dispose  of  anywhere 
they  liked,  and  yet  you  were  not — ^I  say  you  were  not — I  mean  the 
Shfpping  Board'  were  not  willing  to  trust  them  for  another  5  per 
cent  and  caused  this  contractor  to  go  out  and  spend  $40,000  to  get 
that  little  credit  down  there  of  $125,000.  Do  you  think  the  Shipping 
Board  ought  to  force  business  men  into  that  kind  of  a  situation, 
whfcre  they  are  compelled  to  make  that  tremendous  expenditure,  pay 
that  commission  for  $125,000  that  you  could  not  use,  especially? 

Mr.  Tweedale.  Well,  of  course,  as  1  have  said,  I  am  not  familiar 
witli  the  terms  of  that  contract:  I  have  not  looked  into  it.  It  was 
a  little  bit  previous  to  my  term  of  offiice,  and  I  am  frank  to  say  that 
if  the  question  came  up  to  me  to-day  to  pass  on,  why,  I  do  not  be- 
lieve that  I  would  pass  on  it  just  in  that  way. 

Mr.  Kelley.  You  don't  know  that  the  New  York  office  here  went 
and  made  a  thorough  investigation  of  these  two  companies;  that  the 
one  of  them  was  to  furnish  the  engines  and  the  other  the  hulls, 
under  the  contract,  and  reported  that  everything  was  in  first-class 
condition,  and  that  they  were  able  to  do  the  work,  and  had  abun- 
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dance  of  credit,  and  was  all  right ;  that  that  was  the  New  York  end 
of  it  here? 

Mr.  TwEEDALE.  No;  I  didn't  know  it. 

Mr.  Keulby.  Whose  business  is  it  to  take  up  a  question  like  this, 
and  find  out  what  is  the  matter  down  there  ? 

Mr.  TwEEDALE.  You  mean  now? 

Mr.  Kelley.  Yes. 

Mr.  Tweedale.  My  business. 

Mr.  Kelley.  I  dare  say,  now  that  this  has  come  to  your  attention^ 
you  will  find  out  what  is  the  trouble  about  this  contract? 

Mr.  Tweedale.  I  will  certainly,  look  into  it  and  construe  it  very 
closely  and  see  what  facts  and  figures  have  been  produced  and  what 
the  results  are,  and  see  if  the  account  is  open  and  what  there  is  in 
connection  with  that  contract. 

Mr.  Kelley.  Do  you  know  whether  one  of  those  notes  was  charged 
to  contract  expense,  and  made  by  the  Shipping  Board? 

Mr.  Tweedale.  No;  I  do  not. 

Mr.  Kelley.  Doesn't  it  strike  you  that  there  has  been  a  singular — 
how  long  has  that  been  called  to  your  attention,  a  week? 

Mr.  TwEEdALE.  Just  about  a  week. 

Mr.  Kelley.  And  Mr.  Fisher  did  not  know  about  these  things  at 
the  time  you  talked  with  him,  did  he? 

Mr.  Tweedale.  Well,  Mr.  Fisher  never  told  me  about  the  notes. 

Mr.  Kelley.  I  don't  think  he  knew  about  them. 

Mr.  Taveedale.  I  think,  in  a  general  way,  he  said  he  had  some  in- 
formation that  somebody  was  signing  a  whole  lot  of  notes,  but  I 
never  did  get  the  complete  statement  of  it — ^the  facts — and  I  don't 
think  Mr.  Fisher  knew  all  about  it  at  the  time. 

Mr.  Kelley.  Here  is  a  report  made  on  the  3()th  of  November,  1918. 
that  I  call  your  attention  to,  Mr.  Tw^eedale,  and  1  naturally  think 
that  this  has  been  in  the  files  in  the  Shipping  Board  a  long  time.  I 
just  ask  you  to  glance  at  this  item,  "  Payment  for  expenses  ■'  and  see 
whether  or  not  that  indicates  that  one  of  those  notes  was  paid. 

Mr.  Tweedale.  The  item  that  you  refer  to  is  a  $10,000  item  for  par- 
tial payment  for  furnishing  and  guaranteeing  financial  credit  and 
working  capital  ? 

Mr.  Kelley.  What  is  the  date  of  that? 

Mr.  Tweedale.  The  date  of  this  is 

Mr.  Kelley.  September,  1918? 

Mr.  Tweedale.  Just  September,  but  no  year,  apparentlv. 

Mr.  Kelley.  If  one  of  those  $10,000  notes  was  paid  in  September, 
1918,  that  might  be  the  one? 

Mr.  Tweedale.  It  is  very  possible  it  might  be. 

Mr.  Kelley.  Is  it  possible  that  the  TTnited  States  Government  is 
paying  notes  of  that  kind,  Mr.  Tweedale? 

Mr.  Tweedale.  No;  so  far  as  I  know,  it  is  not.  We  object  to 
those  kind  of  things  right  straight  through. 

ilr.  Kelley.  This  is  two  years  ago.  That  has  been  paid,  hasnt 
it  ?     Of  course,  you  didn't  have  anything  to  do  with  it. 

Mr.  Tweedale.  I  can  not  answer  your  question  from  my  own 
knowledge  because  I  don't  know.  I  suspect,  from  the  way  it  looks^ 
it  may  have  been  paid. 

Mr.  Kelley.  This  report  indicates  that  it  was  paid,  doesn't  it  i 
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Mr.  TwEEDALE.  Yes,  sir.  Maybe  I  ought  not  to  testify  so  directly 
about  something  I  don't  know  anything  about. 

ilr.  Kelley.  T^t  us  let  that  po,  Mr.  Tweedale. 

Mr.  Tweedale.  The  statement  is  made  to  me  right  now  that  this 
is  a  lump-sum  contract. 

Mr.  Kelley.  If  in  the  end  you  might  have  to  settle  with  these  peo- 
ple on  some  other  basis,  that  would  be  a  matter  that  would  come  up 
and  have  to  be  considered  and  be  of  importance? 

Mr.  Tweedai^..  If  we  had  to  settle  on  the  cost-plus  basis  it  would 
make  a  great  deal  of  difference.  If  this  is  a  lump-sum  contract,  if  we 
paid  the  full  amount,  we  would  be  really  through  with  it,  we  do  not 
care  then  what  they  use  their  money  for. 

Mr.  Kelley.  The  company  might  be  in  such  a  financial  condition 
Avhen  you  got  through,  that  there  would  not  be  any  recourse  after 
having  ])aid  them? 

Mr.  Tweedale.  That  is  true. 

Mr.  Kelley.  On  what  theory  would  you  give  them  this  in  the  first 
place,  on  a  lump-sum  contract?  I 

Mr.  T\\'EEDALE.  If  it  had  happened  to  be  within  a  certain  payment 
which  was  paid  to  them,  it  would  be  simply  a  payment  on  account 
of  the  contract,  a  partial  payment. 

Mr.  Kelley.  Payment  on  the  contract? 

Mr.  Tweedale.  iPartial  payment  on  account  of  the  contract,  and 
making  no  diflfcrence  where  they  used  the  money  then.  In  other 
words,  we  pay  so  much  money,  the  amount  of  the  debt,  and  we  get 
the  ships,  why,  we  are  through,  irrespective  of  where  they  use  the 
money,  whether  they  use  it  for  dinner  parties  or  whatever  they  use 
it  for. 

Mr.  Kelley.  Now,  did  they  complete  these  ships — you  don't 
know? 

Mr.  Tweedale.  I  don't  know.    I  could  not  answer  that  question. 

Mr.  Kelley.  If  it  is  your  business  to  find  out  about  this  transac- 
tion,  these  ships,  this  Downey  contract,  these  four  $10,000  notes,  and 
where  the  money  went  to,  and  whether  or  not  the  settlement  has  been 
complete  and  satisfactory,  or  whether  the  Government  has  suffered 
anything  by  reason  of  its  having  paid  anything  in  that  way,  will 
vou  look  into  that,  and  when  you  come  back,  be  prepared  to  go  into 
it,  when  you  come  before  us  again,  tell  us  all  about  it? 

Mr.  Tweedale.  I  positively  will. 

Mr.  Kelley.  Will  Mr.  New  have  all  the  records  showing  the 
financial  standing  and  the  reports— all  the  reports  on  this  Provi- 
dence Engineering  Co.? 

Mr.  Tweedale.  He  has  the  complete  file  of  the  Providence  En- 
gineering Co.  here,  and  that  should  show  all  the  papers  that  the 
comptrollers  had  in  regard  to  that  transaction. 

Mr.  Kelley.  It  would  show  all  the  reports  that  were  made  by  any- 
one sent  out  from  vour  office  in  Washington? 

Mr.  Tweedale.  It  should;  yes.  -* 

Mr.  Kelley.  And  also  from  New  York? 

Mr.  Tweedale.  It  should  do  so;  I  have  not  checked  them  over  to 
see  it  they  are  there ;  but  that  is  what  it  should  do. 

Mr.  Kelley.  I  think  Mr.  New  is  the  man  I  want  to  see. 

Mr.  Tweedale.  I  think  so. 
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The  Chairman.  Mr.  Tweedale,  since  j'ou  have  been  treasurer  or 
general  comptroller  of  the  Fleet  Corporation  or  Shipping  Board, 
have  you  heard  any  other  charges  or  allegations  made  against  other 
officials  of  either  the  Shipping  Board  or  the  Fleet  Corporation,  out- 
side of  this  story  involving  Mr.  Boiling? 

Mr.  Tweedale.  Your  question  was  a  very  broad  one.  That  is,  as 
I  understand  your  question,  to  be  any  employee  ?  Do  you  mean  any 
employee? 

The  Chairman.  Any  official,  I  think  I  said. 

Mr.  Tweedale.  For  instance,  I  had  a  man  who  was  holding  a 
position  in  an  official  capacity  as  deputy  comptroller  in  the  city  of 
Norfolk,  and  there  were  charges  against  him,  and  he  was  dismissed 
on  account  of  it. 

The  Chairman.  What  might  have  beeii  his  name? 

Mr.  Tweedale.  Mr.  Wood. 

The  Chairman.  E.  B.  Wood  ? 

Mr.  Taveedale.  E.  B.  Wood ;  yes,  sir. 

The  Chairman.  Since  you  have  been  either  treasurer  or  general 
comptroller  of  the  Fleet  Corporation,  have  you  heard  any  stories 
containing  charges  or  allegations  against  any  of  the  officials  of  the 
Shipping  Board  or  the  Fleet  Corporation,  whose  offices  are  in 
Washington? 

Mr.  Tweedale.  No,  sir;  I  think  not;  none  at  all. 

The  Chairman.  I  understand  that  what  you  did  in  this  matter 
was  to  satisfy  yourself  through  hearing  Mr.  Boiling's  version,  talk- 
ing with  a  representative  of  the  Department  of  Justice  who  said  he 
had  made  a  thorough  investigation  of  the  matter,  talking  with  a 
representative  of  the  Bureau  of  Investigation  of  the  Shipping 
Board,  who  stated  he  had  investigated  the  mAtter,  who  stated  that 
Mr.  Boiling  was  not  involved,  that  the  charges  and  allegations  were 
false  and  without  foundation,  and  that  so  far  as  vou  know,  vou 
knew  Mr.  Boiling  was  an  eminently  proper  person  to  be  designated 
as  your  successor  as  treasurer? 

Mr.  Tweedaij?:.  That  is  absolutely  correct,  and  from  my  association 
with  Mr.  Boiling,  from  the  time  I  have  been  in  the  Fleet  Corpora- 
tion, there  is  no  question  at  all  in  my  mind  that  he  is  a  man  worthy 
of  the  highest  respect,  and  the  fullest  confidence  of  every  one  asso- 
ciated with  him;  and  I  would  feel  perfectly  confident  to  trust  any 
financial  matter  to  his  care,  because  I  know  that  it  would  be  taken 
care  of  just  as  well  as  if  I  would  have  taken  care  of  it  myself. 

The  Chairman.  And  if,  upon  the  investigation,  there  were  any 
doubts  in  your  mind,  the  fact  that  Mr.  Boiling  was  related  to  the 
President  my  marriage,  would  not  have  resolved  that  doubt  in  his 
favor  ? 

Mr.  Tweedale.  Mr.  Chairman,  I  have  been  connected  with  the 
Government  in  various  capacities  for  the  past  27  vears,  and  it  has 
been  my  policy  to  pav  no  attention  to  a  man's  politics  or  his  religion 
or  his  associations.  The  only  thing  that  I  have  tried  to  do  and  in- 
sisted upon  being  done,  is  that  every  man  shall  do  his  work  honestly 
and  well;  and  it  would  have  made  no  difference  what  pressure  or 
where  it  was  from  or  who  it  was  that  came  to  see  me  about  a  man, 
if  I  believed  he  was  wrong,  I  would  use  my  utmost  endeavors  to  get 
him  out  of  the  job. 


SHIPPING  BOARD   OPERATIONS.  3055 

The  Chairman.  And  the  fact  that  Mr.  Boiling  was  related  by  mar- 
riage to  the  President  did  not  influence  you  or  weigh  with  you  In  any 
respect  in  coming  to  your  conclusion  that  he  should  be  appointed  as 
-your  successor  as  treasurer  of  the  Fleet  Corporation? 

Mr.  TwEEDALE,  It  had  no  connection  in  any  way,  shape,  or  form. 

The  Chairman.  Now,  you  know  from  anything  that  Mr.  Boiling 
has  told  you  since  he  has  been  your  successor,  or  of  any  attempts 
made  by  parties  for  their  own  selfish  ends  to  utilize  Mr.  Boiling's 
relationship  with  the  President,  for  the  purpose  of  having  him  exert 
influence  upon  other  officers  of  the  Shipping  Board  or  Fleet  Corpora- 
tion ?    Has  he  ever  told  you  of  anything  of  that  sort  ? 

Mr.  TwEEDALE.  No,  sir;  there  has  never  been  anything  of  that 
kind. 

The  Chairman.  He  has  never  asked  you  to  do  anything  for  any- 
bodv  in  that  way,  has  he  ? 

Mr.  TwEEDALE.  Mr.  Boiling  has  never  asked  me  or  anyone  that  I 
know  of  to  do  anything,  and,  as  a  matter  of  fact,  Mr.  Boiling  has  told 
me  that  he  wishes  he  was  a  private  citizen,  so  that  he  would  not  be 
requested  all  the  time  to  do  things  for  other  people.  Evei^vbody 
seems  to  think  because  he  is  in  some  way  connected  with  the  iPresi- 
dent  that  he  has  a  sort  of  pull  that  w-ill  get  something.  As  a  matter 
of  fact,  Mr.  Boiling 'is  conscientious  in  that  he  tries  to  keep  away 
from  those  things,  and  I  have  seen  it  day  after  dav  in  the  office,  where 
people  have  come  to  him  and  he  has  come  out  and  he  has  asked  me  to 
get  them  out  of  the  way ;  he  would  not  go  back  to  them,  would  not 
talk  to  them. 

The  Chairman.  You  know  of  instances? 

Mr.  Tw^EEDALE.  I  know  of  instances. 

The  Chairman.  You  have  lived  in  Washington  quite  a  few  years, 
haven't  you,  Mr.  Tweedale? 

Mr.  Tmteedale.  Yes. 

The  Chairman.  You  were  there  as  comptroller  for  the  District  of 
Columbia  during  the  early  days  of  the  war? 

Mr.  Tweedale.  I  was  comptroller  of  the  District  of  Columbia — I 
was  in  the  comptroller's  office  of  the  District  of  Columbia  back  24 
years  ago. 

The  Chairman.  From  general  observation,  perhaps  you  concluded 
that  Washington  was  pretty  well  filled  up  with  people  endeavoring 
to  secure  all  sorts  of  contracts  with  the  United  States  Government, 
not  alone  the  Shipping  Board,  but  other  branches,  and  they  were  not 
backward  in  atteinpting  to  make  use  of  all  sorts  of  claims. 

Mr.  Tweedale.  That  is  probably  true.  The  fact  is  that  one  of  our 
hotels  there  during  the  war  was  filled  with  people  that  were  endeavor- 
ing to  secure  contracts,  and  who  were  using  all  kinds  of  influence  and 
inducements  to  such  a  degree  and  extent  that  the  attention  of  our 
police  department  of  the  District  of  Cohimbia  was  called  to  it,  and  a 
thorough  investigation  was  made  by  the  police  department  as  to 
whether  certain  people  should  be  allowed  to  remain  in  certain  hotels. 

The  Chairman.  Sometimes  the  influence  of  a  man's  position  or  his 
relationship  is  used  without  his  knowledge,  isn't  it  ? 

Mr.  Tweedale.  Oh,  that  is  true,  often. 

The  Chairman.  Did  you  ever  talk  with  Mr.  Sands  about  this 
transaction  ? 
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Mr.  TwEEDALE.  No ;  I  did  not.  I  knew  Mr.  Sands  in  years  gone  by. 
I  believe  I  had  an  account  in  the  Commercial  National  Bank  may&e 
10  years  ago,  and  I  knew  him  as  the  cashier  of  that  bank,  a  very 
prominent  financier,  and  f  had  a  very  great  respect  for  him  at  that 
time,  but  I  have  not  met  Mr.  SanaS  since  I  have  been  with  the 
;j5mppinff  Board  and  a  number  of  years  before  I  came  with  the  board. 

The  Chairman.  You  know  of  any  instances  where  anj^body  has  re- 
ceived commissions  for  securing  a  contract  with  the  Shipmng  Board  ? 

Mr.  TwEEDALE.  No,  sir ;  I  assure  you  that  if  I  did,  the  L>epartment 
of  Justice  would  know  it  the  next  day. 

Mr.  Kelley.  In  1918,  at  the  time  this  contract  was  let,  the  situa- 
tion was  not  quite  so  bad,  was  it,  as  to  pressure  at  Washington ;  that 
is,  in  March,  1918? 

Mr.  TwEEDALE.  In  March;  no. 

Mr.  Kelley.  The  department  of  shipping,  or  the  board,  that  is, 
the  Shipping  Board  and  the  Fleet  Corporation,  had  been  gotten 
pretty  well  organized  then,  and  there  was  not  much  occasion  ? 

Mr.  TwEEDALE.  Well,  they  were  going  at  rather  high  pressure  at 
that  time  in  Washington,  in  1918. 

Mr.  Kelley.  Still,  all  the  rules  of  practice  were  pretty  well  worked 
out  as  to  the  letting  of  contracts? 

Mr.  Tweedale.  Yes ;  I  should  say  the  policies  had  been  established 
and  the  methods  established ;  I  should  say  that  that  was  so. 

Mr.  Kelley.  Taking  it  all  in  all,  as  the  information  has  come  to 
you  now,  Mr.  Tweedale,  don't  you  think  that  this  is  rather  of  an 
unusual  phase,  or  rather  an  unusual  instance,  the  whole  matter  with 
reference  to  the  notes,  and  this  way  of  netting  credit,  and  the  way 
of  accepting  the  credit  and  notification  of  the  credit? 

Mr.  Tweedale.  I  hate  to  put  myself  back  into  the  position  at  that 
time,  without  knowing  what  the  surrounding  circumstances  were. 

Mr.  Kelley.  I  say,  take  it  as  you  see  it  to-day. 

Mr.  TwEEDAO].  It  would  not  go  through  to-day.  Not  if  I  knew  of 
it.  But  I  think  Mr.  New  may  be  able  to  throw  some  light  on  that 
particular  situation,  as  of  that  time. 

Mr.  Kelley.  No  doubt  he  can. 

Mr.  Tweedale.  Because  he  was  there,  and  has  been  right  straight 
along. 

Mr.  Kelley.  You  will  have  Mr.  Tweedale  here  again  on  other 
matters,  won't  you,  Mr.  Chairman? 

The  Chaikman.  Yes. 

Mr.  Tweedale.  I  would  like  to  start  out  and  tell  you  a  story 
right  now. 

The  Chairman.  The  committee  will  take  a  recess  until  7.45  p,  m. 

(Thereupon  at  6  o'clock  p.  m.  a  recess  was  taken  until  7.45  p.  m.) 

AFTER   RECESS. 

The  Chairman.  The  committee  will  resume.    Mr.  Sisler. 

TESTIHONY  OF  UB.  LESTEB  SISLER. 

(The  witness  was  duly  sworn  by  the  chairman.) 
The  Chairman.  What  is  your  name,  please? 
Mr.  SisLER.  Lester  Sisler. 
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The  Chairman.  Where  do  you  reside,  Mr.  Sisler  ? 

Mr.  Sisler.  96  Neptune  Avenue,  New  Rochelle,  N.  Y. 

The  Chairman.  Were  you  formerly  secretary  of  the  United  States 
Shipping  Board  ? 

Mr.  Sisler.  Yes,  sir. 

The  Chairman.  How  long  were  you  secretary  of  that  organiza- 
tion? 

Mr.  SisioER.  From  July  1, 1917,  until  the  latter  part  of  March,  1919. 

The  Chairman.  I  hand  you  a  letter  bearing  your  signature,  and 
ask  if  that  is  a  letter  you  sent  to  me  as  chairman  of  the  committee  ? 

Mr.  Sisler.  It  is,  sir. 

The  Chairman.  The  letter  reads  as  follows : 

New  Yobk,  November  22,  1920. 
Hon.  Joseph  Walsh, 

Chairman  House  Committee 

Investigating  United  States  Shipping  Board, 

Federal  Post  Office,  Park  ^tdce.  New  York  City. 

Dear  Sir:  In  view  of  the  allegations  made  by  Tucker  K.  Sands  to  your 
oomraittee  investigating  Shipping  Board  affairs,  accusing  me  of  collusion  In 
securing  certain  contracts  for  the  Downey  Shipbuilding  Corporation,  I  respect- 
fully request  that  the  earliest  possible  opportunity  be  given  me  to  appear  before 
your  committee  to  enable  me  to  testify  in  complete  refutation  thereof. 

I  may  add  that  I  was  p^ver  concerned  in  the  remotest  manner  directly  or 
indirectly,  in  negotiating  shipbuilding  or  any  other  contract  with  the  Shipping 
Board,  either  for  the  ENowney  or  any  other  corporation;  my  duties,  functions, 
and  powers  as  secretary  of  the  board  being  limited  to  their  official  attestation 
and  record  after  same  had  been  awarded.*  '  ^ 

In  view  of  the  publicity  that  has  been  given  to  this  testimony,  I  am  handing 
to  the  press,  a  copy  of  this  application  to  be  heard  before  your  committee  in  my 
vindication,  and  which  I  am  confident  it  will  promptly  grant 
Yours,  very  truly, 

Lester  Sisleb. 

The  Chairman.  When  were  you  made  secretary,  Mr.  Sisler? 

Mr.  Sisler.  July  1,  1917. 

The  Chairman.  Who  appointed  you? 

Mr.  Sisler.  The  board ;  No ;  I  should  correct  that ;  I  was  acting 
secretary  July  1,  1917,  and  served  as  acting  secretary  of  the  board 
until  October  of  the  same  year.  In  the  meanwhile  I  had  been  elected, 
during  the  incumbency  of  Mr.  Hurley  and  Admiral  Capps,  as  sec- 
retary of  the  Fleet*  Corporation. 

The  Chairman.  You  were  secretary  of  the  Fleet  Corporation  and 
acting  secretary  of  the  Shipping  Board? 

Mr.  Sisler.  That  is  correct,  sir. 

The  C^HAiRMAN.  Were  you  sworn  in  as  acting  secretary?  • 

Mr.  Sisler.  I  was,  with  the  title  of  assistant  secretary. 

The  Chairman.  Were  you  sworn  in  as  secretary  of  the  Fleet  Cor- 
poration  ? 

Mr.  Sisler.  Yes,  sir. 

The  Chairman.  How  long  did  you  stay  with  either? 

Mr.  Sisler.  I  stayed  in  both  capacities  up  until  the  incumbency  of 
Mr.  Schwab. 

The  Chairman.  When  was  that  ? 

Mr.  Sisler.  That  was  about  June  or  July,  1918. 

The  Chairman.  June  or  July  of  1918? 

Mr.  Sisler.  When  the  Fleet  Corporation  moved  to  Philadelphia — 
that  is,  the  construction  department — I  retained  the  office  as  secre- 
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tary  of  the  board,  and  a  new  secretary  was  appointed  for  the  Fleet 
Corporation,  who  had  his  office  in  Philadelphia. 

The  Chairman.  Who  was  appointed  secretary  of  the  Fleet  Cor- 
poration ? 

Mr.  SiSLER.  Mr.  Stephen  Bourne. 

The  Chairman.  And  how  long  did  you  continue  as  assistant  sec- 
retary of  the  Shipping  Board? 

Mr.  SisLER.  I  continued  as  assistant  secretary  of  the  Shipping 
Board  from  the  date  of  my  appointment  until  October,  1917,  when  I 
was  elected  secretary  of  the  board. 

The  Chairman.  And  how  long  did  you  continue  as  secretary? 

Mr.  SiSLER.  I  continued  in  that  capacity  until  my  resignation, 
which  was  in  the  latter  part  of  March^  1919. 

The  Chairman.  Was  your  resignation  asked  for? 

Mr.  SiSLER.  It  was  not. 

The  Chairman.  What  was  your  business  or  occupation  prior  to 
going  with  the  Shipping  Board? 

Mr.  SiSLER.  Chief  clerk  of  the  Interstate  Commerce  Commission. 

The  Chairman.  How  long  had  you  held  that  position? 

Mr.  SiSLER.  From,  I  think,  December,  1913,  until  my  appointment 
with  the  Shipping  Board. 

The  Chairman.  What  business  are  you  in  now? 

Mr.  SisLER.  I  am  in  the  lumber  ana  coal  business. 

The  Chairman.  On  your  own  account  or  in  some  firm? 

Mr.  SisLER.  Well,  I  have  an  interest  in  both  concerns. 

The  Chairman.  What  concerns? 

Mr.  SiSLER.  The  Newfoundland  Cooperage  Corporation,  which  is 
organized  under  the  laws  of  NewfoundUand.  I  am  vice  president  of 
that  company.  I  am  assistant  secretary  of  the  United  States  High 
Speed  Steel  &  Tool  Corporation. 

The  Chairman.  Under  the  laws  of  what  State  is  that  organized  ? 

Mr.  Sisi^R.  New  York. 

The  Chairman.  Its  head  office  is  here? 

Mr.  SiSLER.  489  F'ifth  Avenue. 

The  Chairman.  Did  you  have  anything  to  do  with  the  awarding 
of  contracts  while  you  were  acting  secretary  of  the  Shipping  Board 
or  secretary  of  the  Fleet  Corporation  ? 

Mr.  SisLER.  Not  with  their  actual  award ;  no,  sir.  My  only  func- 
tion, perhaps,  in  the  early  part  of  the  tenure  of  mj  office  was  to 
present  matters  to  the  board  that  mi^ht  of  necessity  have  to  be 
broyght  before  the  board  for  final  decision,  in  the  event  of  a  contro- 
versy over  the  contract,  and  that  was  merely  perfunctory  in  the  fact 
that  my  office  prepared  the  dockets  for  presentation  to  the  board. 

The  Chairman.  Were  you  consulted  with  reference  to  the  award 
of  contracts  before  they  were  made  ? 

Mr.  SiSLER.  By  the  board  ? 

The  Chairman.  Yes. 

Mr.  SiSLER.  No,  sir. 

The  Chairman.  Were  you  consulted  by  anylK)dy  with  reference  to 
the  contracts  being  awarded  before  the  actual  award  was  made? 

Mr.  SiSLER.  If  vou  mean  those  seekins:  contracts  came  to  mv  office 
in  an  attempt  to  see  me,  yes :  dozens  of  people ;  in  fact,  they  sought 
each  and  everv  number  of  the  board,  and  everv  official  of  the  Fleet 
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Corporation,  and  if  they  could  not  get  satisfaction  they  visually  found 
their  wav  to  mv  office. 

The  Chairman.  What  was  it  they  were  after  you  for;  information? 

Mr.  SiSLER.  Every  conceivable  matter  that  might  arise  in  connec- 
tion with  the  contract,  whether  it  had  been  awarded,  whether  it  had 
been  attested,  or  whether  it  had  been  signed. 

The  Chairman.  Just  information  as  to  the  status  of  the  matter? 

Mr.  SiSLER.  That  was  usually  the  nature  of  their  inquiries. 

The  Chairman.  Were  you  ever  besought  by  people  to  use  your  in- 
fluence to  secure  a  contract  ? 

Mr.  SiSLER.  I  would  not  say  that  they  besought  my  influence,  but 
I  was  consulted,  I  should  say,  practically  every  day  while  I  was 
secretary  of  the  Fleet  Corporation,  particularly,  as  to  pending  con- 
tracts and  those  who  were  seeking  contracts;  that  usually  the  office 
was  so  scattered — we  were  in  as  high  as  23  buildings  at  one  time  in 
Washington — ^that  they  usually  could  not  find  the  right  office.  My 
office  was  a  general  clearing  house,  and  they  usually  came  there,  often- 
times not  seeing  me,  because  I  would  be  with  the  board,  in  conference. 

The  Chairman.  But  did  anybody  seeking  contracts  confer  with 
you  ^nd  ask  you  to  help  them  get  a  contract  ? 

Mr.  SiSLER.  W^ell,  I  would  sav  in  substance  that  that  would  be 
true.  If  they  could  not  get  a  contract  and  had  appealed  to  all  those 
in  authority,  they  would  not  leave  Washington  unless  they,  as  a 
last  resort,  j^erhaps,  came  down  to  my  office  and  left  a  record  there 
for  me  to  present  to  the  board  as  to  decision  by  the  board  as  to  why 
they  could  get  no  contracts,  it  being  my  function  to  present  to  the 
board  any  and  all  complaints.  Innumerable  instances  occurred  where 
persons  seeking  contracts  were  not  awarded  the  same,  and  they  would 
usually  file  a  petition  or  come  to  see  me  personally  and  ask  me  to  inter- 
vene with  the  board  in  presenting  their  case. 

The  Chairman.  Did  they  offer  to  pay  you  for  those  services? 

Mr.  SiSLER.  Xot  to  my  recollection,  sir. 

The  Chairman.  Did  you  ever  receive  any  pay  or  any  commission 
or  any  gift  or  bonus  for  assisting  people  to  get  contracts? 

Mr.  SiSLER.  No,  sir :  I  have  not. 

The  Chairman.  Do  you  know  Mr.  Tucker  K.  Sands? 

Mr.  SisLER.  Yes,  sir. 

The  Chairman.  How  long  have  you  known  him? 

Mr.  SisLER.  Well,  I  have  lived  in  Washington  up  until  the  time 
I  severed  my  relations  with  the  Shipping  Board,  all  my  life,  and  I 
knew  Mr.  Sands  casually  as  cashier  of  the  Commercial  Bank  for — 
oh,  years  prior  to  my  going  with  the  Shipping  Board.  I  think  I 
had  an  account  at  his  bank  at  the  time,  and  I  knew  him  only  casually. 
I  really  could  not  say  that  I  was  well  acquainted  with  Mr.  l^ands  until 
after  t  had  gone  with  the  Shipping  Board. 

The  Chairman.  You  say  that  you  did  not  become  well  acquainted 
with  him  until  after  you  had  gone  with  the  Shipping  Board.  Why 
was  that? 

Mr.  SisLKR.  I  had  no  occasion  to  seek  an  acquaintance  with  him, 
other  than  a  casual  one,  up  until  the  time  I  organized  a  sand  and 
gravel  company,  under  the  laws  of  Delaware. 

The  Chairman.  That  was  after  you  went  to  the  Shipping  Board? 

Mr.  Stslkr.  That  was  after  T  had  gone  to  the  Shipping  Board. 
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The  Chairman.  Did  your  going  to  the  Shipping  Board  have  any- 
thing to  do  with  your  organizing  this  company  ? 

Mr.  SisLER.  None  whatever.    It  was  a  private  endeavor  solely. 

The  Chairman.  Is  that  concern  still  in  existence? 

Mr.  SisLER.  It  is. 

The  Chairman.  Are  you  still  interested  in  it? 

Mr.  SisLER.  I  have  not  been  interested  in  it  for  approximately  a 
year. 

The  Chairman.  When  was  this  firm,  partnership,  or  corporation 
organized  or  formed? 

Mr.  SisLER.  It  was  a  corporation  entitled  "Washington  Sand  & 
Gravel  Co.,"  organized  under  the  laws  of  Delaware  in  the  early  part 
of  1918. 

The  Chairman.  Where  w^as  its  plant? 

Mr.  S1SI.ER.  Bladensburg,  Md. 

The  Chairman.  And  w4iat  was  it  engaged  in  doing? 

Mr.  SisLER.  Sand  and  gravel,  solely. 

The  Chairman.  You  had  a  sand  and  gravel  pit,  or  whatever  you 
call  it ;  a  place  there  ? 

Mr.  SisLER.  A  sand  and  gravel  plant,  from  which  we  used  electric 
power  to  puinp  our  sand  and  gravel  directly  from  the  stream — a 
branch  of  the  I^otomac  River. 

The  Chairman.  And  who  were  your  customers? 

Mr.  SiSLER.  Mer(»hants  throughout  Washington.  The  State  of 
Maryland,  through  its  roads,  and  various  public  utilities.,  the  electric 
companies  in  Washington,  contractors  in  Washington  and  Maryland ; 
practically  a  local  consumption  in  Maryland  and  in  the  District  of 
Columbia. 

The  Chairman.  Did  the  United  States  Government  purchase  any 
of  it? 

Mr.  SiSLER.  Not  to  my  recollection,  unless  it  was  the  Washington 
Navy  Yard  may  have  gotten  some  few  loads  of  sand-blast. 

Tlie  Chairman.  Who  was  the  president  of  this  corporation? 

Mr.  SiSLER.  Mr.  C.  L.  Gray. 

The  Chairman.  Were  you  an  officer? 

Mr.  SiSLER.  I  was  a  director. 

The  Chairman.  How  did  Mr.  Sands  come  to  be  connected  with  this 

companv  ? 

Mr.  S'isLER.  When  I  first  organized  the  company,  or  had  thought  of 
organizing  it,  I  naturally  had  to  take  into  consideration  in  the  first 
instance  the  raising  of  the  requisite  capital,  the  estimates  from  engi- 
neers that  I  had  employed  claiming  that  it  w^ould  take  something  like 
$20,000  to  put  the  plant  in  operation.  Before  taking  it  up,  therefore, 
I  had  in  mind  certain  banks  in  Washington,  and  consulted  several  of 
my  friends  in  various  banks,  one  of  which  was  Mr.  Sands. 

'Before  going  to  Mr.  Sands  I  had  asked  Mr.  Boiling,  who  was  then 
assistant  treasuver  of  the  Fleet  Corporation,  whether  or  not  he  would 
go  in,  and  if  so,  through  his  friendship  with  Mr.  Sands,  whether  or 
not  he  could  also  interest  him  in  the  company.  That  led  to  a  series 
of  conferences  with  Mr.  Sands,  leading  to  the  company,  or  the  three 
individuals  in  the  company,  borrowing  $5/X)0,  Mr.  Sands  having 
previously  agreed  verbally  with  me  that  he  would  finance  the  com- 
pany and  take  a  quarter  interest  in  it,  and  for  that  quarter  interest 
was' to  have  placed  to  the  credit  of  the  company  $25,000. 
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When  I  went  ahead  on  that  theory,  assuming  that  the  money 
would  be  forthcoming,  and  called  on  Mr.  Sands  for  the  money,  he 
stated  that  he  was  pressed  otherwise,  and  could  not  put  the  $25,000 
in  it.  I  explained  to  him  the  embarrassing  position  it  left  me  in, 
having  incurred  some  $6,000  or  $8,000  in  the  purchase  of  machinery 
and  the  erection  of  the  plant,  and  he  subsequently  agreed  to  loan 
me,  or  loan  the  coinpany,  $5,000. 

The  Chairman.  Did  ne  go  into  the  company,  too  ? 

Mr.  SiSLER.  No ;  I  would  not  say  that  he  went  in  it.  I  had  hoped 
and  considered  him  in  it  for  a  couple  of  months,  until  I  finally  got 
his  decision  that  he  could  not  carry  out  his  original  intention  of 
joining  me,  that  he  had  investigated  the  company  or  the  possibilities 
of  the  sand  and  gravel  business,  and  was  not  satisfied  that  it  would 
be  lucrative  enough  to  warrant  him  putting  up  $25,000. 

The  Chairman.  So  you  did  not  issue  him  any  stock? 

Mr.  Sisi/ER.  No. 

The  Chahiman.  Who  did  comprise  the  company? 

Mr.  SiSLER.  Mr.  C.  L.  Gray  held  one-fourth  of  the  stock  of  the 
company,  Mr.  H.  D.  Mepham  one-fourth,  and  Mrs.  Sisler  and  my- 
self the  balance.  In  other  words,  we  hald  51  per  cent  of  the  stock 
of  the  company  between  us ;  I  controlled  the  company. 

The  Chairman.  Was  Mr.  Boiling  interested  in  the  company  ? 

Mr.  SiSLER.  He  was  not.  I  had  endeavored  to  induce  Mr.  Soiling 
to  join  the  comprfny,  but  needing  money  and  he  not  having  it  to  in- 
vest at  the  time,  why,  he  did  not  go  i». 

The  Chairman.  t)id  you  confer  with  Mr.  Sands  on  this  matter? 

Mr.  Sisler.  Quite  frequently. 

The  Chairman.  Quite  frequently.  Where  would  you  see  him 
about  this? 

Mr.  Sisler.  On  most  occasions  in  his  bank,  which  was  then  located 
at  Fourteenth  and  F  Streets ;  on  several  occasions  in  his  rooms  at  the 
Willard  hotel,  after  hours. 

The  Chairman.  Did  you  ever  see  Mr.  Boiling  there  ? 

Mr.  Sisler.  I  met  Mr.  Boiling  once  or  twice  at  Mr.  Sands's  office, 
the  first  instance  being  at  my  reauest.  I  had  Mr.  Boiling  come  down, 
in  the  hopes  that  he  might  influence  Mr.  Sands  to  join  me  in  the 
company,  or  if  not,  to  help  finance  the  company,  he  having  told  me 
previously  that  he  could  not  go  into  it  himself. 

The  Chairman.  Mr.  Boiling? 

Mr.  Sisler.  Mr.  Boiling. 

The  Chairman.  When  was  the  first  time  you  ever  saw  Mr.  Boiling 
at  Mr.  Sands's  apartment  in  the  Willard  ? 

Mr.  Sisler.  It  was  during  the  period  of  my  negotiating  a  loan  for 
the  company.    I  take  it  that  was  perhaps  in  April,  1918,  on  or  about 

th<it  date. 

The  Chairman.  When  was  the  next  time  you  saw  him  theVe? 

Mr.  Sisler.  Mr.  Boiling? 

The  Chairman.  Yes :  in  Mr.  Sands's  apartment  at  the  Willard  ? 

Mr.  Sisler.  I  do  not  recall  the  exact  date,  Mr.  Walsh.  I  should 
say.  perhaps,  it  was.  maybe  several  weeks,  or  maybe  a  month  after- 
wards. 

The  Chairman.  May,  perhaps? 

ilr.  Sisler.  Perhaps. 

The  Chairman.  Could  it  have  been  later  than  that,  do  you  think? 
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Mr.  SisLER.  Well,  that  is  possible  also.  I  only  have  the  recollec- 
tion of  those  two  occasions^  and  I  could  not  be  specific  as  to  the  later 

date. 

The  Chairman.  On  th6  later  date,  was  he  there  at  your  request  ? 

Mr.  SisLER.  That  I  do  not  remember.    It  is  possible. 

The  Chairman.  While  he  was  there  the  second  time  were  you 
still  endeavoring  to  interest  Mr.  Sands? 

Mr.  SisLER.  I  was. 

The  Chairman.  In  the  sand  and  gravel  company? 

Mr.  SisLER.  Yes,  sir. 

The  Chairman.  And  did  you  discuss  it  with  him? 

Mr.  SisLER.  I  very  seldom  saw  Mr.  Sands  without  discussing  it, 
because  we  were  short  of  finances  for  the  company,  and  I  was  en- 
deavoring to  get  the  necessary  finances  from  him  or  anyone  else  who 
could  make  possible  the  necessary  capital. 

The  Chairman.  Did  Mr.  Boiling  participate  in  the  discussion 
upon  the  second  occasion  on  which  you  saw  him  there? 

Mr.  SisLER.  That  I  do  not  recall.  It  is  possible  that  he  may  have 
stated  to  Mr.  Sands  that  the  sand  business  was  a  profitable  one,  but 
I  am  not  certain  of  that. 

The  Chairman.  Do  vou  know  Mr,  John  Cranor? 

Mr.  SisLER.  I  met  Mr.  John  Cranor  in  the  Willard  Hotel,  I  think 
it  was,  through  Mr.  Sands  on  one  occasion. 

The  Chairman.  AVhen? 

Mr.  SisLER.  That  was  about  the  time  I  was  attempting  to  finance 
the  sand  company,  I  imagine  that  may  have  been  in  the  month  of 
May,  1918. 

The  Chairman.  In  Mr.  Sandy's  apartment  ? 

Mr.  SisLER.  That  I  do  not  know,  whether  it  was  in  the  lobby  or  in 
his  apartment.    It  is  possible  it  may  have  been  in  his  apartment. 

The  Chairman.  On  what  floor  was  Mr.  Sands's  apartment  in  the 
Willard? 

Mr.  SisLER.  Well,  I  would  call  it  the  second  floor.  It  is  sort  of 
a  mezzanine  balconv,  where  he  had  his  suite. 

The  Chairman.  Do  you  remember  how  manj'^  rooms  he  had^ 

Mr.  SisLER.  Well,  I  never  invaded  his  apartment  further  than  his 
living  room,  but  I  imagine  he  had  a  suite  of  several  rooms. 

The  Chairman.  When  you  were  there  upon  these  two  occasions 
that  you  saw  Mr.  Boiling  there,  were  there  other  people  there  also? 

Mr.  SisLER.  I  am  rather  inclined  to  think  there  were,  because  I 
do  not  believe  I  was  ever  in  Mr.  Sands's  apartment  unless  someone 
else  was  2)resent — either  his  wife  or  daughter;  or  there  was  usually 
a  coterie  of  peo[)le  around  the  hotel  there  who,  apparentlv,  were 
more  or  less  interested  in  various  enterprises  with  Sir.  Sands. 

The  Chairman.  He  was  apparently  transacting  business  there  at 
his  hotel  apartment? 

Mr.  SisLi-^R.  I  took  it  that  he  was,  otherwise  I  would  not  liave 
intruded  on  his  apartment  after  office  hours,  if  I  had  not  thought  so. 

The  Chairman.  Did  you  try  to  interest  Mr.  Cranor  in  this  sand 
and  gravel  company? 

Mr!  SisLER.  I  only  met  Mr.  Cranor  at  that  time,  on  the  one  occa- 
sion and  I  did  not  know  the  man — knew  nothing  about  him ;  I  did  not 
speak  to  him  on  that  occasion,  or  any  other  occasion  since,  looking 
to  his  interest  in  the  company. 
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The  Chairman.  Well,  what  do  you  mean;  you  were  just  intro- 
duced to  him,  just  casually  chatted  with  him,  and  that  is  all  that 
took  place  at  that  time? 

Mr.  SisLER.  I  do  not  recall,  Mr.  Walsh,  at  this  time  what  the  dis- 
cussion was  about.  Mr.  Sands  had  a  faculty,  whfen  he  had  his  friends 
about — I  would  meet  him  quite  frequently  in  the  alley  of  the  Wil- 
lard  Hotel,  and  he  would  stop  and  introduce  me  to  people,  and 
usually  gave  my  title  as  secretary  of  the  Shipping  Board.  I  do 
not  know  what  the  object  of  it  Avas,  other  than  the  fact  that  he 
would  impress  these  people  that  he  was  very  well  acquainted  with 
me.  That,  however,  was  a  practice  indulged  in  by  almost  every  one 
who  knew  me,  so  I  do  not  hold  any  umbrage  against  Mr.  Sands  for 
that. 

The  Chairman.  People  who  knew  you  and  introduced  you  to  their 
friends  would  usualy  give  you  your  title? 

Mr.  SisLER.  Usually  lay  emphasis  on  that ;  yes. 

The  Chairman.  They  may  have  desired  to  create  the  impression 
that  they  had  the  honor  of  the  acquaintance  of  the  secretary  of  the 
Shipping  Board,  or  they  may  have  desired  to  have  their  friends  meet 
you  as  secretary  of  the  Shipping  Board? 

Mr.  SiSLER.  Both  of  which  is  more  than  pro'bable. 

The  Chairman.  Yes.    Now,  do  you  know  Mr.  Wallace  Downey? 

Mr.  SisLER.  I  do  not  recall  ever  having  met  Mr.  Downey.  It  is  pos- 
sible that  he,  like  others,  may  have  come  to  my  office  while  secretary 
of  the  board,  but  I  have  no  recollection  whatever  of  ever  having  met 
the  gentleman. 

The  Chairman.  Who  was  chairman  of  the  board  when  you  first 
went  there? 

Mr.  SiSLER.  Mr.  Denman. 

The  Chairman.  Did  you  ever  have  any  controversy  with  him 
about  Shipping  Board  matters? 

Mr.  SisLER.  None  whatever.  Mr.  Denman's  incumbency  in  office 
was  only  a  little  over — practicallv  a  month,  while  I  was  there. 

The  Chairman.  Did  you  ever  have  any  controversy  with  any  othei 
member  of  the  Shipping  Board  while  you  were  there  ? 

Mr.  SiSLER.  Well,  if  you  mean  traveling  over  troublesome  waters, 
daily;  50  times  a  day. 

The  Chairman.  With  respect  to  Shipping  Board 'matters  and  the 
way  business  was  going? 

Mr.  SisLER.  That  is  it,  sir. 

The  Chairman.  Have  you  ever  seen  a  photostat  copy  of  this  state- 
ment prepared  in  affidavit  form,  by  Mr.  Sands,  which  he  subse- 
quently declined  to  sign,  involving  vou  and  Mr.  Boiling  in  the  pay- 
ment of  a  commission  of  $40,000  by  Mr.  Wallace  Downey? 

Mr.  SisLER.  I  have  not,  only  from  the  other  end  of  this  table.  I 
have  never  had  occasion  to 

The  Chairman.  You  have  never  examined  it? 

Mr.  SisLER.  I  have  never  been  shown  it. 

The  Chairman.  When  first  did  you  know  there  was  such  a  photo- 
stat copy? 

Mr.  SiSLER.,  I  did  not  know  that  it  was  a  photostat  copy,  but  I  was 
told  by  Mr.  Fisher  and  Mr.  Richardson  just  prior  to  your  committee 
coming  to  New  York,  I  take  it,  that  there  was  such  a  paper  in 
evidence. 
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The  Chairman.  Did  Mr.  Meehan  ever  come  to  see  you  abput  that? 

Mr.  SiSLER.  He  did  not. 

The  Chairman.  Did  Mr.  Huston  Thompson  come  to  see  you  ? 

Mr.  SisLER.  No,  sir. 

The  Chairman.  About  the  contents  of  this  paper,  or  about  the 
matter  which  I  spoke  of,  the  $40,000  payment  ? 

Mr.  Stsler.  No  one  from  the  Department  of  Justice  or  the  Ship- 
ping Board  either,  have  ever  interviewed  me  regarding  this  matter. 

The  Chairman.  Did  anybody  else  besides  Mr.  Fisher  speak  to  you 
about  it,  that  you  know  of  ? 

Mr.  SiSLER.  Other  than  Mr.  Richardson. 

The  Chairman.  Other  than  Mr.  Richardson? 

Mr.  Stsler.  He  accompanied  Mr.  Fisher  the  day  they  called  on 

me,  and  Mr. one  of  your  assistants,  I  believe  a  Mr.  Maxwell, 

called  at  my  office  one  day  and  asked  me  whether  or  not  I  had  been- 
interviewed  by  anyone  recently  from  the  Shipping  Board. 

The  Chairman.  There  are  four  type^vritten  pages  of  this,  Mr. 
Sisler.  I  would  be  very  glad  if  you  would  read  it  over  l)efore  I  ask 
you  the  next  question  about  it. 

Mr.  Sisler.  Yes,  sir.     [Reads  photostatic  copy.] 

The  Chairman.  Did  you  ever  nave  a  conference  with  Mr.  Sands, 
Mr.  Cranor,  and  Mr.  Boiling,  in  Mr.  Sands's  apartment  in  the  Willard 
Hotel,  in  his  office  in  the  bank  or  anywhere  else,  with  reference  to  the 
placing  of  a  contract  with  the  Shipping  Board  for  the  Downey 
Shipbuilding  Corporation  or  the  Providence  Engineering  Corpora- 
tion, at  which  conference  it  was  agreed  between  you  that  a  commis- 
sion or  the  sum  of  $40,000  should  be  divided  amongst  you? 

Mr.  Sisler.  I  had  no  such  conference. 

The  Chairman.  Did  Mr.  Sands  ever  ask  vou  to  use  vour  influence 
with  the  Board  so  that  the  Providence  Engineering  Corporation 
could  secure  a  contract? 

Mr.  Stsler.  I  have  no  recollection  of  it,  if  he  ever  did.  I  am 
practically  certain  that  he  did  not,  else  I  would  have  remembered  it. 

The  Chairman.  Well,  did  you  intercede  with  any  member  of  the 
Shipping  Board  or  the  Fleet  Corporation  or  any  official  having  to 
do  with  recommending  or  awarding  contracts? 

Mr.  Sisler.  No,  sir;  I  did  not. 

The  Chairm^Pn.  Tn  behalf  of  the  Providence  Engineering  Cor- 
poration ? 

Mr.  Sisler.  In  no  instance. 

The  Chairman.  Did  Mr.  Boiling  ever  ask  you  to  help  the  Provi- 
dence Engineering  Corporation  get  a  contract  ? 

Mr.  Sisler.  Not  to  mv  recollection,  sir. 

The  Chairman.  Did  Mr.  Cranor  ever  ask  you  ? 

Mr.  Sisler.  No,  sir. 

The  Chairman.  Did  Mr.  Downey  ever  ask  you  that? 

Mr.  Sisler.  No  ;  for  the  reason  tliat  I  never  recall  having  met  Mr. 
Downey. 

The  Chairman.  Well,  have  you  had  any  difficulty  or  controversy 
with  Mr.  Tucker  K.  Sands? 

Mr.  Sisler.  Tes ;  I  should  say  I  have  had  difficulty  with  him,  par- 
ticularly in  the  last — growing  out  of  my  relation  with  him  as  a 
result  of  the  investigation  of  your  committee  during  the  past  two 
weeks.    I  have  not  seen  Mr.  Sands  since  the  latter  part  of  1918. 
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The  Chairman.  Prior  to  this  investigation  had  you  had  any  con- 
troversy or  difficulty  with  him? 

Mr.  SisLER.  Mr.  Sands  came  to  me  on  or  about  the  time  of  his 
indictment  for  some  infringement  of  the  Federal  banking  laws,  and 
asked  me  to  intercede  with  Mr.  Boiling,  or  any  other  friend  that  I 
may  have  had,  to  quash  his  indictment.  Mrs.  Sands  on  numerous 
occasions,  when  I  would  meet  her  perhaps  on  the  street  or  in  the 
hotel,  likewise  besought  me. 

The  Chairman.  They  besought  you  to  do  what? 
•      Mr.  SiSLER.  To  exert  my  influence  with  either  Mr.  Boiling  or  some 
other  of  my  friends,  if  1  had  any  with  influence,  to  assist  him  in 
quashing  his  difficulties  with  the  Department  of  Justice. 

The  Chairman.  Did  you  do  it? 

Mr.  SisiiER.  I  did  not.  I  spoke  to  Mr.  Boiling  about  it.  I  had 
no  cle^r  recollection  of  what  the  violations  of  the  banking  laws  were, 
but  Mr.  Sands  having  accommodated  me  financially  in  the  bank, 
personally,  Ilspoke  to  Mr.  Boiling  and  asked  him  if  it  was  something 
that  he  might  legitimately  do  for  Mr.  Sands;  that  I  thought  he 
would  confer  a  favor  on  him  as  well  as  myself  if  he  would  do  it. 

The  Chairman.  When  was  it  you  asked  him  this? 

Mr.  SisLER.  I  should  say  in  September,  1918. 

The  Chairman.  September,  1918? 

Mr.  SiSLER.  On  or  about  the  latter  part  of  September,  I  take  it. 

The  Chairman.  Well,  did  you  ever  ask  any  other  of  your  friends 
to  help  him? 

Mr.  SiSLER.  No ;  I  did  ryot.  Mr.  Boiling,  when  I  spoke  to  him,  in-  y 
formed  me  that  Mr.  Sands  had  come  to  him  with  a  similar  request, 
but  that  he  could  not  under  anv  circumstances  intercede;  that  there 
was  nothing  in  the  case  that  he  could  help  Mr.  Sands,  in  fact,  with 
the  Attorney  General  or  Mr.  McAdoo  or  anyone  else;  Mr.  Sands 
having  told  me  that  Mr.  Boiling  knew  all  of  these  people  very  well, 
and  he  felt  that  if  he  put  himself  out  just  a  little  that  he  could  per- 
haps quash  the  whole  affair.  Mr.  Sands  became  somewhat  peevea  at 
me,  I  take  it,  as  well  as  Mrs.  Sands,  because  they  felt  that  I  was  not 
adhering  to  the  truth  when  I  told  them  I  had  ho  influential  friends 
that  might  be  of  assistance  to  them,  and  through  inuendoes  and 
unfriendly  deductions  I  took  it  that  my  relations  from  then  on 
would  not  be  as  happy  as  they  had  been  in  the  past. 

The  Chairman.  THat  was  in  September,  1918? 

Mr.  SiSLKR.  On  or  about  the  latter  part  of  September,  1918. 

The  Chairman.  Did  you  ever  see  him  after  that? 

ifr.  SisiiER.  T  do  not  recall  having  seen  Mr.  Sands  but  once  and 
that  was  in  the  Waldorf  Hotel  in  New  York,  but  whether  he  recog- 
nized me  or  not — I  spoke  to  him  as  I  went  by.  but  had  no  conferencei  ' 
with  him. 

The  Chairman.  Did  you  ever  have  any  talks  with  him  or  his  wife 
after  the  latter  part  of  September,  1918? 

Mr.  SisiaER.  No :  T  do  not  recall  having  seen  either  of  the  parties  to 
confer  with  since  that  time.  That  may  have  been  the  end  of  Octo- 
ber: T  am  not  certain. 

Tlie  Chairman.  But  you  did  speak  to  Mr.  Boiling? 

Mr.  SiSLER.  I  did. 

Tlie  Chairman.  And  asked  him  if  he  could  not  do  something  to 
help  him  t 
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Mr.  SisLER.  I  did. 

The  Chairman.  Did  you  tell  Mr.  Sands  that? 

Mr.  SisLER.  Yes,  sir. 

The  Chairman.  And  they  got  peeved? 

Mr.  SisLER.  Very  much  so. 

The  Chairman.  Because  you  did  what  they  asked  you  to? 

Mr.  SisLER..  Well,  they  did  not  feel  that  I  had  exerted  enough 
effort,  and  I  do  not  believe  either  of  them  believed  me,  that  I  coifld 
not  appeal  to  somebody,  because  they  pointed  out  to  me  that  I  could 
not  have  occupied  the  office  as  secretary  of  the  Shipping  Board* 
without  having  had  some  influence  to  get  it,  because  positions  were 
not  ordinarily  gotten  other  than  through  influence. 

The  Chairman.  They  directed  your  attention  to  that,  did  they? 

Mr.  SiSLER.  They  did.  Mr.  San  as  felt,  I  think,  that  I  had  secured 
my  position  through  the  efforts  of  Mr.  McAdoo.  I  assured  him  that 
I  had  only  met  IVlr.  Mci^doo  on  one  or  two  occasions,  and  that  was 
just  casually.  I  do  not  think  Mr.  McAdoo  would  reoall  either  one 
of  the  meetings. 

The  Chairman.  How  did  you  secure  your  position  ?     • 

Mr.  SiSLER.  I  was  tenderea  the  position  by  Mr.  Denman. 

The  CifAiRMAN.  Well,  you  were  chief  clerk  of  the  Interstate  Com- 
merce Commission? 

Mr.  SiSLER.  Chief  clerk  of  the  Interstate  Commerce  Commission; 
yes,  sir.  They  were  looking  for  a  secretary  to  the  board  and  my 
name  was  cafled  to  the  attention  of  Mr.  White,  who  was  goin^ 
through  the  offices  of  the  Interstate  Commerce  Commission,  we  hav- 
ing decided  to  vacate  that  building  and  go  into  a  new  one.  In  the 
course  of  his  going  through  the  building  he  met  me  and  asked  me 
to  call  upon  him.  As  an  outgrowth  of  that  meeting  I  was  tendered, 
I  think,  the  secretaryship  of  the  board. 

The  Chairman.  Did  you  ever  have  any  transactions  with  Mr. 
Sands  which  involved  the  payment  to  you  of  any  sum  of  money 
through  checks? 

Mr.  SiSLER.  Yes,  sir. 

The  Chairman.  What  were  they? 

Mr.  SiSLER.  After  Mr.  Sands  had  loaned  my  associates  on  mv  in- 
dorsement $5,000,  and  after  on  numerous  occasions  I  had  pointed 
out  to  him  that  I  was  in  a  very  embarrassing  position  financially  in 
carrying  out  the  construction  of  my  sand  company,  he  and  another 
gentleman  came  to  me  one  day  and  stated  that  I  could  go  into  a 
syndicate  with  them,  whereby  I  could  perhaps  make  a  whole  lot  more 
money  than  through  my  efforts  in  sand  and  gravel. 

The  Chairman.  Who  was  the  other  gentleman? 

Mr.  SiSLER.  A  Mr.  Musher. 

The  Chairman.  Who  was  he;  had  you  known  him  before? 

Mr.  SiSLER.  I  knew  Mr.  Musher  in  Washington.  He  was  presi- 
dent, I  think,  of  the  Pompeian  Olive  Oil  Co. 

The  Chairman.  Yes.    What  was  this  other  syndicate? 

Mr.  SiSLER.  Mr.  Musher  told  me  of  the  opportunity  at  that  time  of 
buying  foreign  exchange. 

The  Chairman.  When  was  this? 

Mr.  SisiJSR.  That  was  in  July,  I  think,  1918. 

The  Chairman.  July,  1918.     Well  now,  what  came  of  that? 
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Mr.  SisLER.  I  took  Mr.  Musher  at  his  word,  and  desiring  to  raise 
money  in  any  manner,  shape,  or  form  that  was  legitimate  for  the 
purpose  of  finishing  my  sand  plant,  I  investigated  the  possibilities 
of  the  purchase  of  this  exchange  and  went  in  the  pool  with  them. 

The  Chairman.  How  much  money  did  you  put  in? 

Mr.  81RLER.  Well,  I  put  some  of  my  own  money,  in  all  about 
$5,000. 

The  Chairman.  Where  did  you  get  the  balance  to  make  up  the 
$5,000  ? 

Mr.  SisLER.  Well,  it  was  approximately  $5,000  to  $4,500. 

The  Chairman.  What  was  there  about  that  transaction  that  in- 
volved the  payment  of  money  to  you  through  checks  by  Mr.  Sands? 

Mr.  SisLER.  From  what  I  could  understand,  Mr.  Musher  then  took 
me  to  Mr.  Sands,  who  explained  just  how  the  syndicate  would  work. 

The  Chairman.  I  thought  you  said  that  Mr.  Sands  and  Mr.  Musher 
came  to  see  you  about  the  matter? 

Mr.  SiSLER.  They  did,  they  spoke  to  me  about  it.  Mr.  Musher 
came  to  my  office,  and  not  being  satisfied  to  go  into  an  affair  of  that 
sort  without  an  investigation,  I  consulted  Mr.  Sands,  who  gave  me 
his  version  of  the  matter,  and  I  subsequently  consulted  them  both 
together,  with  the  result  that  we  bought  the  foreign  exchange,  and 
my  participation  in  it  was  supposed  to  be  five  to  one;  that  is,  I  was 
buying  on  a  20  per  cent  margin.  With  the  money  I  put  up  I  should 
have  had  purchased  for  me  $25,000  of  this  exchange. 

The  Chairman.  Yes.     Well,  what  happened? 

Mr.  SiSLER.  The  exchange  was  purchased,  I  counted  from  day  to 
day  by  looking  at  the  papers  the  profits  I  had  made,  and  when  it  got 
up  to  about  $12,000,  that  would  have  come  to  me  as  clear  profit; 
coincident  with  that  Mr.  Musher  came  to  me  and  asked  me  would  I 
be  satisfied  with  100  per  cent  of  my  investment.  Well,  I  told  him 
I  would  not.  He  told  me  that  they  were  called  on  to  sell  a  part  of 
this  exchange,  and  my  portion  would  have  to  be  sold.  I  thereupon 
told  him,  I  thought  that  if  any  of  the  securities  were  sold  at  all  it 
should  be  on  a  pro  rata  basis ;  we  were  to  take  our  profits  as  of  that 
date.  He  told  me  then  he  thought  my  share  would  have  to  go,  and  I 
ought  to  be  satisfied  with  a  $5,000  profit,  I  stuck  out  that  I  would 
not  be,  and  asked  him  had  he  been  sent  to  me  by  Mr.  Sands.  And  he 
informed  me  that  they  togetlier  had  agreed  that  such  exchange  as 
has  been  sold  as  of  that  date  should  be  taken  out  of  my  portion. 

The  Chairman.  Well,  what  do  you  mean,  they  were  trying  to  trim 

you  ? 

Mr.  PisijjR.  No;  I  would  not  say  that.  I  was  invited  into  the  pool 
at  their  own  solicitation,  and  having  offered  me  a  profit  of  $5,000  I 
take  it  that  they  thought  I  should  be  satisfied  with  that. 

The  Chairman.  Were  you? 

Mr.  SiSLER.  I  was  not. 

The  Chairman.  Well,  were  you  settled  with  on  that  basis? 

Mr.  SiSLER.  I  received  $5,000  on  account,  without  commitment  on 
mv  part  that  I  would  settle  for  a  total  of  $10,000. 

The  Chairman.  You  received  back  the  original  $5,000? 

Mr.  SiSLER.  Yes,  sir. 

The  Chairman.  Did  you  receive  anything  further? 

Mr.  Sisija.  I  did.  I  waited  several  days,  or  perhaps  a  week,  and 
called  on  Mr.  Sands  for  an  accounting.    All  the  exchange  had  been 
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sold.  I  wanted  to*  know  how  much  actual  cash  had  been  put  up. 
through  what  banks  or  bank  the  exchange  had  been  purchased,  how 
much  money  each  of  the  others  in  the  syndicate  had  put  up.  and  to 
give  me  an  accounting. 

I  would  gamble  myself,  if  I  was  not  entitled  to  more  than  $5,000 
profit  then  if  he  rendered  me  a  proper  accounting  I  would  be  satis- 
ned  with  that.  I  did  not  get  such  an  accounting,  I  was  short  in  the 
sand  company  for  construction,  and  interviewed  Mr.  Sands  on 
numerous  occasions  at  his  bank  asking  for  an  accounting  or  a  further 
payment.  I  finally  succeeded,  I  think  in  October,  or  maybe  the  latter 
part  of  September,  in  securing  an  additional  $5,000. 

The  Chairman.  How  did  you  get  that  ? 

Mr.  SiSLER.  I  drew  a  check,  made  out  to  the  credit  of  the  American 
National  Bank  for  $5,000,  on  the  Commercial  Bank.  I  did  not  have 
that  amount  of  money  in  the  Commercial  Bank  at  that  time. ,  I 
told 

The  Chairman.  Well,  wait  just  a  moment.  You  drew  a  check  on 
the  American  National  Ban^  ? 

Mr.  SiSLER.  No ;  I  drew  a  check  payable  to  the  American  National 
Bank,  on  the  Commercial  Bank,  for  $5,000, 1  having  left  instructions 
with  the  cashier  of  the  American  Bank  that  I  did  not  want  the 
check  to  go  to  protest,  for  the  reason  that  I  did  not  have  $5,000  in 
the  Commercial  Bank,  but  that  Mr.  Sands  owed  me  that  money  on 
a  deal  I  had  been  in  with  him,  and  I  thought  it  might  be  possible, 
through  that  subterfuge,  to  get  him  to  make  the  payment,  I  having 
gone  to  Mr.  Sands  and  told  him  that  I  had  drawn  the  check,  that  it 
^  was  absolutely  obligatory  on  his  part  to  pay  it,  because  I  needed  the 
'  money  at  that  time  for  tlie  sand  company.  I  told  him  I  would  over- 
draw my  account  if  it  was  not  so;  I  had  pressing  obligations,  ma- 
chinery, and  otherwise ;  and  he  honored  the  check. 

The  Chairman.  How  did  you  get  the  first  $5,000  back? 

Mr.  SisLER.  Why,  Mr.  Musher  came  to  me  and  asked  me  whether 
or  not  I  would  be  satisfied  with  the  profit  of  $5,000.  1  told  him  I 
was  not,  but  as  long  as  they  were  selling  some  of  this  exchange,  why. 
I  might  as  well  take  some  money  as  well  as  anyone  else.  I  would 
feel  less  nervous  at  getting  my  original  investment  back,  which  I  did. 

The  Chairman.  How  did  you  get  the  first  $5,000  ? 

Mr.  SisLER.  Back?  I  am  not  certain,  Mr.  Walsh,  whether  or  not 
that  was  through  a  check  of  Mr.  Sands  or  Mr.  Musher.  I  did  not 
lose  much  time  in  cashing  it,  and  depositing  it  in  the  Commercial 
Bank. 

The  Chairman.  Deposited  it  in  the  Commercial  Bank? 

Mr.  SiSLER.  I  am  sorry  I  have  not  my  records.  When  I  was  in 
Newfoundland  in  May  last  I  was  forced  to  leave  my  office  at  KX) 
Broadway  during  the  reconstruction  of  that  building,  and  most  of 
my  private  records  were  lost  but  I  think  I  can  substantiate  that  by 
getting  the  record  from  the  American  Bank. 

The  Chairman.  Did  the  American  Bank  have  anything  to  do  with 
this  first  payment? 

Mr.  SiSLER.  They  did  not. 

The  CHAiRMAN.Then  how  can  you  substantiate  that  first  payment 
by  the  American  Bank  ? 

"Mr.  SiSLER.  T  would  not  substantiate  the  first  one;  it  was  the  second 
one  I  drew. 
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The  Chairman.  That  is  what  I  am  asking  about,  the  first  pay- 
ment? 

Mr.  SiSLER.  That,  I  say,  was  by  a  check  through,  I  think,  Mr. 
Musher  or  Mr.  Sands. 

The  Chairman.  Mr.  Musher  or  Mr.  Sands  ? 

Mr.  SiSLER.  I  do  not  recall  who  gave  me  the  check. 

The  Chairman.  Well,  how  long  after  you  got  the  first  $5,000  was 
it  before  you  put  this  check  through  the  Commercial  Bank? 

Mr.  SiSLER.  Several  weeks,  perhaps  say  three  weeks,  maybe  four 
weeks. 

The  Chairman.  When  do  you  say  that  Mr.  Musher  or  Mr.  Sands 
gave  you  a  check  for  $5,000,  which  was  your  original  investment? 

Mr.  SiSLER.  In  September,  I  think. 

The  Chairman.  In  September? 

ilr.  SiSLER.  1918. 

The  Chairman.  Now,  several  weeks  after  that  you  drew  this  check, 
parable  to  the  American  National  Bank  ? 

Afr.  SiSLER.  With  instructions  to  place  it  to  my  credit,  if  honored. 

The  Chairman.  How  many  weeks  after? 

Mr.  SisLER.  Within  30  days,  I  take  it. 

The  Chairman.  The  latter  part  of  October? 

Mr.  SisLER.  To  the  best  of  my  recollection. 

The  Chairman.  That  was  about  the  same  time  that  Mr.  Sands  be- 
came dissatisfied  with  you  for  not  exerting  more  influence  to  get  him 
out  of  his  difficulty  ? 

Mr.  SiSLER.  On  or  about  the  same  time. 

The  Chairman.  Do  you  say  that  Mr.  Sands  was  vice  president  of 
the  Commercial  National  Bank  in  October,  1918? 

Mr.  SiSLER.  I  think  he  was  still  connected  with  the  bank  at  that 
time. 

The  Chairman.  After  he  was  indicted? 

Mr.  SisLER.  I  am  not  certain  as  to  tlie  date  of  his  indictment,  but 
I  think  he  continued  in  office  until  after  his  indictment. 

The  CiyriRMAN.  As  vice  president? 

Mr.  SiSLER.  Yes,  sir. 

The  Chair:\ian.  AVas  that  all  the  money  you  got  out  of  it — 100 
per  cent? 

Mr.  SisLER.  Indirectly;  I  attended  one  of  your  meetings  last  Fri- 
day for  about  an  hour,  and  heard  a  part  of  Mr.  Sands's  testimony, 
and  he  referred  to  a  note  of  $5,(KK>  which  he  had  really  held  me 
accountable  for,  and  I  took  it  that  iie  feels  as  if  I  owe  him  that 
monev.  Thnt  note,  I  think,  is  curtiiiled  bv  the  amount  of  $500  and 
intei^est  of  $75  or  $S() ;  I  think  it  was  a  90-day  note,  and  no  demand 
was  ever  made  on  me  after  the  note  l)ecame  due,  and  no  demand  has 
been  made  on  me  up  to  date,  as  to  its  payment. 

The  Chairman.  Vou  are  not  sure,  then,  Mr.  Sisler,  that  you  had 
any  transactions  with  Mr.  Sands  arising  out  of  this  foreign  ox- 
change  which  involves  the  payment  of  money  to  you  by  Mr.  Sands 
through  check? 

Mr.  Sisler.  Yes;  I  take  it  that  my  check  on  him,  on  his  bank,  and 
the  fact  that  that  check  was  honored,  might  be  so  considered;  and 
the  first  payment,  when  I  got  my  original  investment  back,  may 
have  been  his  check  for  $5,000. 
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The  Chair:man.  Can  you  not  remember  how  you  got  back  your 
original  investment;  whether  you  got  it  back  by  a  check? 

Mr.  SisLER.  I  do. 

The  Chairman.  From  Sands  or  a  check  from  Musher? 

Mr.  SiSLER.  I  got  it  back  by  a  check,  but,  as  I  stated  to  you  a 
moment  ago,  I  am  not  certain  at  this  time  whether  it  was  signed 
by  Sands  or  Musher. 

The  Chahiman.  Who  else  was  in  the  syndicate  i 

Mr.  SisLER.  Well,  of  my  own  knowledge,  I  do  not  know.  I  had 
my  own  ideas  as  to  who  else  was  in  it. 

The  Chairman.  Well,  did  you  go  into  a  syndicate  and  put  $5,000 
in  it  without  knowing  who  were  in  the  scheme? 

Mr.  SisLER.  Not  exactly.  I  think  one  of  the  other  vice  presidents 
of  the  Commercial  Bank  was  in  the  syndicate,  as  well;  a  man  in 
whom  I  had  the  utmost  confidence. 

The  Chairman.  What  was  his  name? 

Mr.  SiSLER.  Mr.  Cahill. 

The  Chairman.  Of  the  Commercial  National  Bank? 

Mr.  SiSLER.  Yes,  sir. 

The  Chairman.  Was  anybody  else  in  it? 

Mr.  SisLER.  I  was  not  told  who  the  others  were. 

The  Chairman.  Did  you  ask? 

Mr.  SiSLER.  I  did ;  and  I  was  told  there  were  people  in  official  life 
occupying  more  exalted  offices  than  my  own  in  the  syndicate. 

The  Chairman.  Did  that  make  the  scheme  more  alluring  to  you,  or 
make  you  more  cautious  ? 

Mr.  SisLER.  Both. 

The  Chairman.  It  made  you  both.  It  did  not  make  you  cautious 
enough  to  ascertain  who  these  gentlemen  in  official  life  actually  were, 
did  it? 

Mr.  SiSLER.  It  actually  did. 

The  Chairman.  Well,  did  you  ascertain? 

Mr.  SiSLER.  To  my  satisfaction ;  ves,  sir. 

The  Chairman.  Who  were  they  i  \ 

Mr.  SiSLER.  I  was  taken  down  to  the  Capitol,  and  with  Mr.  Musher 
interviewed  a  Senator  of  the  United  States,  to  whom  he  presented 
me.    His  name  is  not  material ;  I  would  rather  not  indicate  it. 

The  Chairman.  Is  that  the  only  other  person  you  knew  who  was 
in  the  syndicate  ? 

Mr.  SiSLER.  Yes ;  other  than  what  I  was  told. 

The  Chairman.  Other  than  what  you  were  told? 

Mr.  SiSLER.  Yes. 

The  Chairman.  Well,  did  you  attempt  to  verify  what  else  you 
were  told,  as  to  who  were  in  the  syndicate  ? 

Mr.  SiSLER.  At  my  conference  at  the  Capitol  I  was  satisfied  that 
my  money  would  be  safe.  As  a  result  of  that  conference  I  left  with 
the  impression  that  I  had  made  a  safe  investment. 

The  Chairman.  When  was  this,  Mr.  Sisler? 

Mr.  SisLER.  I  think  that  was  in  August ;  July  or  August,  I  thinks 
of  1918.    It  is  possible  it  may  have  been  the  fore  part  of  July. 

The  Chairman.  The  fore  part  of  July;  and  in  about  September 
Mr.  Musher  was  negotiating  with  you  to  see  whether  you  would 
accept  100  per  cent  ? 

Mr.  SisLER.  That  is  correct,  sir.  Having  consulted  the  daily  pa- 
pers, and  figuring  with  very  easy  mathematical  calculation  that  I 
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was  entitled  to  more,  I  of  course  refused  to  be  satisfied  with  100 
per  cent. 

The  Chairman.  You  wanted  just  as  much  as  the  persons  in  official 
life  were  getting? 

Mr.  SisLER.  No ;  I  wanted  as  much  as  those  who  were  in  the  pool 
were  getting. 

The  Chairman.  Those  who  were  in  the  pool ;  yes, 

Mr.  SiSLER.  Yes,  sir. 

The  Chairman.  You  saw  no  reason  why  you  should  be  discrimi- 
nated against  in  the  distribution  of  the  profits  ? 

Mr.  SiSLER.  None  whatever. 

The  Chairman.  Was  there  any  writing — written  agreement — as 
to  this  transaction?  • 

Mr.  SiSLER.  I  had  none. 

The  Chairman.  Well,  did  you  sign  any? 

Mr.  SiSLER.  No. 

The  Chairman.  Did  you  see  any? 

Mr.  SiSLER.  I  did  not ;  simply  a  verbal  gentleman's  agreement. 

The  Chairman.  The  $5,000  profit  you  secured,  you  said,  bv  draw- 
ing a  check,  payable  to  the  order  of  the  Commercial  National  "Bank? 

Mr.  SiSLER.   I  es,  sir ;  on  the  Commercial. 

The  Chairman.  On  the  Commercial  Bank,  and  depositing  it  in  the 
American  Bank? 

Mr.  SisLER.  That  is  correct,  sir. 

The  Chairman.  And  telling  the  American  Bank  that  you  did  not 
have  $5,000  in  the  Commercial  Bank? 

Mr.  SiSLER.  That  is  correct,  sir. 

The  Chairman."  Well,  who  was  the  cashier  of  the  American  Bank 
that  you  told  that  to,  or  the  official  ? 

Mr.  SiSLER.  I  think  it  waS  a  Mr.  Waller,  who  was  an  assistant 
cashier,  as  well  as  a  Mr.  West,  both  being  assistant  cashiers. 

The  Chairman.  Did  they  demur  to  that  arrangement? 

Mr.  SisLER.  They  did  not. 

The  Chairman.  Well,  do  you  know  how  long  afterwards  it  was 
before  that  check  was  made? 

Mr.  SiSLER.  I  think  two  days  afterwards  I  inauired  very  specifically 
as  to  whether  or  not  my  account  had  been  credited  with  said  $5,000, 
and  was  informed  that  it  had  been;  and  to  satisfy  myself  that  that 
was  so,  I  think  as  soon  as  I  found  that  out  T  withdrew  the  $5,000  and 
deposited  it  in  the  Commercial. 

The  Chairman.  To  your  own  account  ? 

Mr.  SiSLER.  To  my  own  account. 

The  (^HAiRMAN.  Are  you  still  a  member  of  this  syndicate  or  pool? 

Mr.  Sisu:r.  Unfortunately,  no. 

The  C'hairman.  When  did  you  get  out? 

Mr.  SiSLER.  On  the  honoring  of  my  $5,(XK)  check  was  the  last  ac- 
counting I  have  had. 

The  Chairman.  Well,  that  was  an  accounting  you  made  yourself, 

was  it  not? 

Mr.  SiSLER.  Substantially  so. 

The  Chairman.  Did  you  talk  M'ith  Mr.  Musher  after  that  about  it? 

Mr.  SisLER.  Yes;  I  talked  to  Mr.  Musher  several  times,  and  told 
him  that  I  felt  I  was  entitled  to  a  great  deal  more  money  than  $5,000, 
and  asked  him  to  intercede  with  Mr.  Sands  to  give  me  some  sort  of 
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an  accounting,  as  to  how  much  money  had  been  put  in  the  syndicate, 
the  amount  of  exchange  purchased,  and  what  division  of  profits  had 
been  made. 
The  Chairman.  Did  you  get  it? 

Mr.  SiSLER.  Up  to  this  date  I  have  never  received  any  accounting 
whatsoever. 
The  Chairman.  Well,  have  you  talked  with  Mr.  Sands  since? 
Mr.  SiSLER.  I  have  not. 

The  Chairman.  Did  you  ever  have  any  other  business  transactions 
with  Mr.  Sands  involving  the  payment  of  money  to  you  by  check? 

Mr.  SiSLER.  Not  necessarily  by  check.  I  guess  I  borrowed  from 
Mr.  Sands  or  his  bank  on  innumerable  occasions,  sums  of  money  for 
which  I  was  financing  the  sand  company.  In  most  instances  I  think 
a  note  was  given.  I  think  the  records  of  the  Commercial  National 
Bank  will  shpw  my  various  loans.  If  the  committee  desires  it,  I  will 
be  glad  to  have  a  statement  prepared  by  the  Commercial  National 
Bank  and  furnish  it. 

The  Chairman.  Yes;  I  think  we  would  like  to  have  that,  Mr. 
Sisler. 

Mr.  Sisler.  Unfortunately,  in  the  change  of  my  offices,  as  I  said, 
I  lost  most  of  my  canceled  notes;  but  certain  of  them  should  be  in 
the  files  of  the  Washington  Sand  and  Gravel  Co. 
The  Chairman.  Where  is  that  office  now? 

Mr.  Sisler.  They  have  an  office  in  the  Munsey  Building,  in  Wash- 
ington, and  also  an  office  in  Philadelphia,  the  company  now  being 
controlled  by  Philadelphia  interests. 
The  Chairman.  You  sold  out? 
Mr.  Sisler.  I  did. 

The  Chairman.  Were  all  the  notes  that  you  gave  paid  at  ma- 
turity ?  • 

Mr.  Sisler.  To  my  recollection,  with  the  exception  of  tlie  note  be- 
fore you  there,  of  $5,000  [indicating]. 

The  Chairman.  Well,  this  was  a  90-day  note,  given  May  1,  1918. 
That  was  not  paid  ? 
Mr.  Sisler.  It  was  not  paid  by  me. 
The  Chairman.  Well,  you  did  not  make  it. 
Mr.  Sisler.  I  was  an  indorser  on  that  note. 

The  Chairman.  Who  reduced  it  by  the  payment  of  $500  and  in- 
terest? 

Mr.  Sisler.  I  had  Mr.  Gray,  who  really  got  the  money,  to  invest 
in  the  sand  company,  make  that  payment  of  $500. 
The  Chairman.  Did  you  hear  Mr.  Sands  testify  the  other  day? 
Mr.  Sisler,  I  heard  him  for  about  an  hour  last  Friday,  the  latter 
part  of  his  testimonv  I  think  it  was. 

The  Chairman.  Did  you  hear  him  testify  that  you  got  this  $5,000 
note,  and  that  you  got  altogether  $20,000  on  account-of  the  sale  of  a 
ship? 

Mr.  Sisler.  I  heard  him  make  that  statement ;  yes,  sir. 
The  Chairman.  Well,  what  do  you  say  ? 

Mr.  Sisler.  But  I  have  no  clearer  recollection  than  Mr.  Sands  ap- 
parently had.  Not  knowing  the  name  of  the  ship,  nor  who  sold 
the  ship,  I  am  not  certain  as  to  what  particular  transaction  he  may 
have  referred  to,  other  than  what  is  stated  in  the  affidavit.  I  notice 
he  uses  the  name  of  an  individual,  named  Dockendorf. 
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The  Chairman.  Were  you  connected  with  any  transaction  at  all 
involving  the  sale  of  a  ship? 

Mr.  SiSLER.  Not  to  my  knowledge,  not  while  with  the  board. 

The  Chairman.  Well,  since  you  left  the  board? 

Mr.  SiSLEiL  I  have  attempted  to  sell  a  lot  of  ships,  without  any 
success,  however. 

The  Chairman.  You  have  not  sold  any? 

Mr.  SisLER.  No. 

The  Chairman.  Do  you  know  that  Mr.  Sands  was  indicted  on 
Sentember  30, 1918  ? 

Mr.  SisLER.  No :  I  did  not  know.  I  knew  it  was  on  or  about  that 
date. 

The  Chairman.  But  you  think  in  the  latter  part  of  October,  1918, 
he  was  still  in  dffice  in  the  Commercial  National  Bank  ? 

Mr.  SiSLER.  I  am  not  certain  of  that,  Mr.  Walsh.  To  the  best  of 
my  recollection  he  was  still  with  the  bank  during  the  whole  time 
of  my  negotiations  with  him.  It  is  possible  that  may  have  been 
the  forepart  of  October,  but  as  I  recall  he  was  still  there  in  the 
month  of  October. 

The  Chairman.  Can  you  give  the  committee  any  reason  that  oc- 
curs to  you,  which  may  be  based  unon  your  dealings  with  Mr.  Tucker 
K.  Sands,  why  he  should  charge  that  you,  Mr.  Boiling,  Mr.  Cranor, 
and  himself  entered  into  an  agreement  to  divide  $40,000,  which  was 
to  be  paid  by  Mr.  Wallace  Downey,  for  the  securing  of  a  contract 
for  the  Downey  Corporation  or  the  Providence  Engineering  Cor- 
poration, in  the  securing  of  which  you  and  Mr.  Boiling  were  to  use 
your  influence  with  the  Shipping  Board  officials  toward  having  the 
contract  awarded? 

Mr.  SisLER.  The  only  theory  whatever  which  I  could  advance 
would  be  by  reason  of  my  failure  to  aid  him  in  his  trouble. 

The  Chairman.  That  is  the  only  thing  that  you  know  of? 

Mr.  SisLER.  I  am  at  a  loss  to  understand  any  other  reason  that 
would  prompt  Mr.  Sands  to  make  such  an  accusation. 

The  Chairman.  Is  that  a  photostat  copy  of  the  note  which  you  in- 
dorsed [handing  witness  paper]  ? 

Mr,  SisiJER.  I  take  it  tnat  it  is  a  photostat  copy.  That  is  my 
signature  on  the  bark  of  the  note. 

The  Chairman.  Well,  is  that  the  original  note  that  you  indorsed 
[handing  witness  another  paper]  ? 

Mr.  SisLER.  That  is,  sir. 

The  Chairman.  Will  you  compare  it  with  the  photostat  copy  and 
see  whether  that  is  tlie  photostat  copy  of  the  note? 

Mr.  SisLER.  I  would  say  it  was;  yes,  sir. 

The  Chairman.  That  may  be  put  in  the  record. 

(The  note  reads  as  follows:) 

Washington,  D.  C.  May  /,  J91S. 
Ninety  days  after  dnte  I  pnmiise  to  pay  to  the  order  of  II.   D.  Mepham 
$5,(XX)  (five  thousand  dollars),  at  the  Conmierclal  National  Bank,  of  Washinprton, 
D.  C.    Value  received,  with  interest  at  the  rate  of  —  per  cent  per  annum,  until 
paid.    Due  July  30. 

r.  L.  Gray, 
Rftilirajf  Exvhange  RuiUUng,  Kansan  City,  Mo. 

Iiidoi*senients:  .Tuly  31,  191S,  by  payment,  $575. 

n.  D.  Mepham. 
Lester  Sisler. 
1 77008-  20— PT  7 36 
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The  Chairman.  Did  you  actually  get  from  Mr.  Sands  or  anybody 
else  any  money  on  account  of  the  award  of  a  contract  to  the  Downey 
Shipbuilding  Corporation,  or  to  the  Providence  Engineering  Cor- 
poration ? 

Mr.  SisLER.  Never  to  my  recollection.  I  think  if  any  such  payment 
had  been  made  I  would  have  known  about  it. 

The  Chair^ian.  Were  you  ever  told  by  Mr.  Sands  or  anybody  else 
that  there  was  $5,000  or  more  coming  to  you  and  that  this  note  of 
May  1,  1918,  w^ould  not  be  presented  for  pavment? 

Mr.  SisLER.  Mr.  Sands  has  never  referre(f  to  the  note  to  my  knowl- 
edge since  it  w^as  negotiated. 

The  Chairman,  ifiis  he  ever  discussed  any  matter  relating  to  the 
Downey  Shipbuilding  Corporation  or  the  f^rovidence  Engineering 
Corporation  contracts  with  j^ou  ? 

Mr.  SisiJER.  Not  to  my  recollection.  It  is  possible  that  on  some 
occasion  I  may  have  met  him  that  he  would  have  referred  to  this 
matter,  but  he  usually  was  so  vague  about  his  schemes  that  I  never 
could  get  any  intelligent  presentation  of  the  case.  To  my  knowledge 
he  has  never  referred  to  this  matter  in  any  manner,  shape,  or  form 
to  me. 

The  Chapman.  Has  anybody  else  referred  to  it  to  you  ? 

Mr.  SisLER.  It  is  possible  some  one  may  have  come  to  my  oflSce,  as 
secretary,  regarding  the  contract ;  but  I  nave  no  recollection  at  this 
time  who  that  individual  may  have  been. 

The  Chairman.  How  about  the  payment  of  money  for  securing 
the  contract? 

Mr.  SisLER.  I  can  only  reiterate  just  what  I  have  stated,  that  no 
such  payment  was  ever  made. 

The  Chairman.  I  know,  but  has  anybody  referred  to  it  in  talking 
with  you  ? 

Mr.  SiSLER.  They  have  not,  other  than  the  committee  and  the  in- 
vestigators. 

The  Chairman.  Yes ;  but  I  mean  along  about  this  time. 

Mr.  Sisi^R.  Oh,  no. 

The  Chairman.  After  you  had  put  this  check  through  for  $5,000 
and  secured  the  money  and  deposited  it  with  the  Commercial  Na- 
tional Bank,  did  you  talk  with  Mr.  Sands  again  ? 

Mr.  SisLER.  Very  vociferously,  I  should  say,  about  honoring  the 
check;  he  claiming  at  the  time  that  it  was  causing  him  to  be  short 
of  funds,  inasmuch  as  all  of  the  exchange  had  not  been  sold,  and 
stated  to  me  that  I  had  embarrassed  him  oy  making  the  demand  at 
a  very  inopportune  time. 

The  Chairman.  Where  did  this  talk  take  place? 

Mr.  SiSLER.  In  his  bank. 

The  Chairman.  The  Commercial  National  Bank? 

Mr.  SisLER.  Yes,  sir. 

The  Chairman.  The  latter  part  of  October? 

Mr.  SisLER.  Well,  it  may  have  been  the  fore  part  of  October.  It 
was  along  about  the  time,  shortly  after  the  check  had  been  honored. 
That,  I  think,  was  in  the  early  part  of  October. 

The  Chairman.  And  you  think  you  got  your  original  investment 
back  in  the  earlv  part  of  September. 

Mr.  Sisi£R.  The  latter  part  of  September. 
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The  Chairman.  Did  you  not  say  there  was  a  month  between  the 
time  you  got  your  original  investment  back 

Mr.  SiSLER.  Several  weeks,  I  stated.  It  may  have  been  the  latter 
part  of  one  month,  after  the  15th,  and  before  the  15th  of  October. 
Anyway,  there  was  an  interval  to  my  knowledge  of  several  weeks. 

'the  Chairman.  Well  now,  how  many  weeks  do  you  call  several  ? 

Mr.  Sisler-  Two  or  three. 

The  Chairman.  Two  are  several? 

Mr.  Sisler.  Yes,  sir. 

The  Chairman.  So  it  might  have  been  two  or  three  weeks? 

Mr.  SisL£R.  Yes,  sir. 

The  Chairman.  And  he  told  you  that  by  your  drawing  a  check 
payable  to  the  American  National  Bank,  on  the  Commercial  Na- 
tional Bank,  you  had  seriously  hampered  him  because  he  was  short 
of  funds? 

Mr.  Sisler.  Yes,  sir. 

The  Chairman.  Did  you  believe  it? 

Mr.  Sisler.  I  was  rather  inclined  to  believe  it  at  the  time,  for  the 
reason  that  I  think  Mr.  Sands  was  in  so  many  things  that  he  doubt- 
less made  a  lot  of  investments.  I  know  Mrs.  Sands  told  me  on  sev- 
eral occasions  about  her  dealing  in  the  stock  market,  and  I  imagine 
that 

The  Chairman.  Well,  how  could  the  drawing  of  that  check  by 
you  on  your  account  in  the  Commercial  National  Bank  hamper  Mr. 
Sands  in  any  way  whatever  ? 

Mr.  Sisler.  Because  he  honored  the  check.  He  deposited  to  my 
account  in  the  Commercial  the  necessary  funds  to  meet  the  check. 

The  Chairman.  Where  was  there  any  obligation  on  his  part  to  do 
that? 

Mr.  Sisler.  A  gentleman's  agreement,  the  fact  that  I  had  gone 
into  this  syndicate  with  him  and  had  gone  to  him  immediately  on  my 
drawing  the  check  through  the  American  Bank,  and  informing  him 
exactly  what  I  had  done,  and  asked  him  to  be  certain  that  that  check 
was  met  when  presented. 

The  Chairman.  Did  he  tell  you  he  would? 

Mr.  Sisler.  He  said,  as  I  recall  now,  that  he  did  not  know  whether 
he  could  or  not,  but  I  told  him  that  it  simply  had  to  be  met. 

The  Chairman.  You  went  and  drew  a  check  on  your  account, 
when  you  did  not  have  the  funds  there,  and  then  you  went  to  the  vice 
president  of  the  bank  upon  which  you  drew  the  check,  and  told  him 
he  must  meet  that  check  ? 

Mr.  Sisler.  Yes,  sir;  that  is  correct. 

The  Chairman.  Mr.  Sisler,  the  gentleman's  agreement  was  not 
carried  out,  was  it  ? 

Mr.  Sisler.  Not  to  the  letter,  as  I  still  feel  at  this  time  that  I  am  en- 
titled to  an  accounting  as  a  result  of  this  syndicate. 

The  Chairman.  Have  you  tried  to  get  it  f 

Mr.  Sisler.  I  have  not  seen  Mr.  Sands  since  I  left  Washington, 
and  have  not  interviewed  him  since. 

The  Chairman.  Did  you  visit  Capitol  Hill  and  ask  the  distin- 
guished gentleman  in  oincial  life  to  assist  you  in  getting  an  account- 
ing? 

Mr.  Sisler.  I  did  not,  sir. 
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The  Chairman.  Did  you  visit  any  of  the  other  gentlemen  wham 
you  were  assured  were  interested  in  this  project  ? 

Mr.  SisLER.  I  spoke  to  Mr.  Musher  several  times. 

The  Chairman.  Did  Mr.  Sands  object  to  your  drawing  this  check, 
when  you  went  to  him  and  told  him  you  had  drawn  it? 

Mr.  SisLER.  He  did. 

The  Chairmanj.  You  knew  Mr.  Sands  had  been  connected  with 
that  bank  for  some  time? 

Mr.  SisiiER.  Yes,  sir. 

The  Chairman.  And  the  only  thing  which  was  in  existence,  which 
made  it  in  any  way  an  obligation  on  Mr.  Sands's  part  to  honor  that 
check,  was  a  gentleman's  agreement? 

Mr.  Stsler.  The  most  sacred  of  all  agreements ;  yes,  sir. 

The  Chairman.  Without  any  evidence  in  writing? 

Mr.  Stsler.  No  evidence  in  writing  whatever. 

The  Chairman.  And  this  was  in  the  middle  part  of  October,  ix>s- 
sibly? 

Mr.  SisLER,  No.  Just  what  do  you  refer  to  as  being  the  middle 
part  of  October? 

The  Chairman.  When  you  drew  this  check  and  went  to  him  and 
told  him,  ^he  vice  president  of  the  bank,  that  you  had  drawn  a 
check  to  your  account  on  that  bank  for  $5,000,  and  you  knew  the 
money  was  not  there,  but  that  bank  has  got  to  meet  that  check. 

Mr.  SiSLER.  I  did  not  say  directly  the  bank  had  to. 

The  Chairman.  That  he  had  to  meet  it? 

Mr.  SiSLER.  Somebody  had  to  meet  it. 

The  (^hairman.  The  vice  president  of  that  bank? 

Mr.  SisLER.  Yes,  sir. 

The  Chairman.  That  was  in  the  middle  of  October,  you  think? 

Mr.  Stsler.  I  think  so. 

The  Chairman.  Did  you  know  at  that  time  that  he  had  been 
indicted  ? 

Mr.  SisLER.  T  did  not  know  positively  that  he  had  been  indicted, 
but  T  knew  that  he  had  been  accused  of  having  violated  some  Federal 
banking  law.  The  local  papers  had  the  story.  I  heard  it  through 
bank  officials  and  others. 

The  Chairman.  How  long  after  that  was  it  you  left  the  Shipping 
Board  ? 

Mr.  SiSLER.  I  left  the  Shipping  Board  in  the  latter  part  of  March, 
1919. 

The  Chairman.  Did  Mr.  Sands  ever  make  payments  to  you  in 
anv  matters,  in  anv  transactions  that  vou  had  with  him,  in  the  total 
of' $20,500? 

Mr.  SisLER.  It  may  have  totaled  that  through  loans  which  were 
negotiated  through  his  bank. 

The  Chairman.  For  the  sand  and  gravel  company? 

Mr.  SisLER.  Yes.  I  made  personal  loans  through  his  bank  also. 
I  made  personal  loans  of  Mr.  Sands,  but  alwavs  gave  a  note. 

The  Chairman.  For  $20,500,  you  think? 

Mr.  SisLER.  I  would  not  say  that  they  would  aggregate  that. 
There  might  be  more.  I  think  there  was  more  than  that  negotiated 
through  him  and  his  bank  as  well. 

The  Chairman.  Well,  all  he  originally  agreed  to  put  in  was 
$25,000,  was  it  not? 
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Mr.  SisLER.  That  is  all ;  but  if  I  could  ha\^  got  the  bank  to  loan 
me  $100,000  I  would  have  readily  accepted  the  loan. 

The  Chairman.  Well,  why  did  you  not  try  drawing  a  check  for 
$100,000  payable  to  your  sand  and  gravel  company,  and  telling  him 
that  he  had  got  to  meet  that  check  ? 

Mr.  SisLER.  If  I  had  thought  at  the  time  Mr.  Sands  would  have 
honored  a  $100,000  check  I  doubtless  would  have  drawn  it. 

The  Chairman.  You  thought  $5,000  was  his  limit? 

Mr.  Sisi^ER.  Big  enough. 

The  Chairman.  After  he  had  been  indicted? 

Mr.  S1SI.ER.  Xo;  I  would  not  say  that;  but  T  felt  that  his  means 
were  such  that  he  could  at  least  meet  that. 

The  Chairman.  In  this  statement,  Mr.  Sisler,  Mr.  Sands  said  that 
he  has  a  note  indorsed  by  you  for  $5,000,  "  but  I  have  never  made  any 
attempt  to  collect  the  remaining  $4,500,  because  I  considered  that  it 
was  owin«r  to  him  on  account  of  the  Downey  commissions  still  un- 
paid."    ^w,  did  he  ever  tell  you  anything  like  tha*?  * 

Mr.  Sisler.  He  did  not.  He  has  never  referred  to  that  note,  in 
my»  opinion,  since  the  date  the  payment  of  $575  was  made. 

The  Chairman.  Who  made  that  payment  ? 

Mr.  Sisler.  I  had  Mr.  Gray  make  it. 

The  Chairman.  To  Mr.  Sands  ? 

Mr.  Sisler.  To  Mr.  Sands.  He  called  on  mo  at  the  time  for  the 
whole  note ;  and  I  told  him  that  we  could  not  meet  it ;  and  he  prac- 
tically told  me  at  the  time  it  was  negotiated,  in  view  of  his  promise 
to  finance  the  sand  and  gravel  company,  that  it  was  highly  possible 
that  the  notes  could  be  extended.  I  told  him  we  did  not  have  much 
of  a  chance,  when  we  negotiated  it,  of  liquidating  the  whole  amount 
when  it  would  become  due ;  but  that  we  would  give  him  as  security 
as  much  of  the  stock  of  the  sand  company  as  he  would  require  to 
protect  him  on  the  note.  He  never  called  on  me  for  the  security.  It 
is  possible  that  Mr.  (iray  may  have  given  it  to  him. 

The  Chairman.  Well  now,  can  you  offer  any  explanation  why  this 
note  has  never  been  presented  for  payment? 

Mr.  Sisler.  My  only  theory  now  would  be  that  Mr.  Sands,  through 
some  halhicination,  may  have  felt  that  T  wns  a  silent  partner  in  his 
various  endeavors  befoi-e  the  Shipping  Board  and  other  departments, 
and  had  been  <rr:icious  enough  to  forget  that  note;  but  if  that  is  so 
he  never  informed  me  of  it. 

The  Chairman.  If  he  had  that  hallucination  he  has  never  told 
von  about  it? 

Mr.  SivSLER.  He  has  not. 

The  Chairman.  And  that  is  the  only  theory  you  have  got  about  it? 

Mr.  Sisler.  The  only  one,  other  than  the  fact  that  he  may  not  have 
called  on  me  for  it  because  I  did  not  get  the  $5,000  myself.  Five 
thousand  dollars  was  gotten  for  Mr.  Cray,  and  he  spent  that  for  and 
on  behalf  of  the  sand  and  gravel  company. 

The  Chairman.  Who  paid  the  $575? 

Mr.  Sisler.  Mr.  (iray. 

The  Chairman.  Where  is  he  now,  do  you  know? 

Mr.  Sisler.  I  do  not  know.  He  was  in  Kansas  City  the  last  time 
I  heard  from  him. 

The  Chairman.  That  is  where  he  was  when  he  signed  the  note„ 
was  he  not  ? 


3078  SHIPPING  BOARD  OPEBATIONS. 

Mr.  SiSLER.  No;  it  was  signed  in  Washington.  He  only  gave  his 
address  as  of  that  address. 

The  Chairman.  How  long  before  May  1,  1918,  had  this  sand  and 
gravel  company  been  formed  ? 

Mr.  SiSLER.  iBefore  May  1  ? 

The  Chairman.  Yes,  sir;  1918. 

Mr.  SiSLER.  I  think  we  organized  the  sand  company  in  March  of 
that  year. 

The  Chairman.  March,  1918? 

Mr.  SiSLER.  I  am  not  certain,  it  may  have  been  February.  The 
forepart  of  the  year. 

The  Chairman.  Well,  have  you  talked  with  Mr.  Gray  about  this 
note  since  it  became  due  90  daj's  after  the  1st  of  May? 

Mr.  SisLER.  Xo.  To  protect  myself  at  the  time  Mr.  Gray  gave  me, 
I  think,  his  note;  afterwards,  I  think,  and  I  think  that  was  subse- 
xjuently  reduced  throu<rh  our  arrangements  in  selling  the  sand  and 
gravel  company,  it  was  practically  an  offset.  I  do  not  think  Mr. 
Gray  ever  had  any  intention  that  he  would  be  called  on  to  meet  that 
note. 

The  Chairman.  Never  had  any  what? 

Mr.  Si8ij:r.  I  do  not  think  he  expected  to  be  called  on  to  meet  that 
note. 

The  Chairman.  Why  not  ? 

Mr.  SiSLER.  He  was  looking  to  me  to  take  care  of  it,  I  think. 

The  Chairman.  But  he  gave  you  a  note. 

Mr.  SiSLER.  He  gave  me  a  note ;  yes. 

The  Chairman.  For  $5,000. 

Mr.  SiSLER.  Yes,  and  I  think  that  is  still  held  for  collection  by  the 
Commercial. 

The  Chairman.  Well,  you  said  that  he  subsequently  reduced  it? 

Mr.  iStsler.  I  think  so. 

The  Chairman.  How  much? 

Mr.  SiSLER.  I  think  $500  or  $600. 

The  Chairman.  You  indorsed  a  note  for  $5,000,  which  Mr.  Gray 
had  signed  as  the  maker,  and  for  that  indorsement  you  took  Mr. 
Gray's  note? 

Mr.  SiPLER.  Not  at  the  time.  When  we  sold  the  sand  company  I 
think  he  then  gave  me  his  note,  in  the  event  that  there  was  any  neces- 
sity of  his  being  called  on,  or  my  being  called  on,  to  meet  this  note. 

The  Chairman.  Why  was  it  reduced  in  any  amount? 

Mr.  SiSLER.  I  had  given  Mr.  Gray  a  one-fourth  interest  in  the  com- 
pany, by  putting  up  a  very  small  amount  of  capital,  $6,000  or  $7,000, 
T  think,  and  I  tliink  after  the  company  was  sold,  or  we  had  negotiated 
a  sale  of  the  company,  there  was  an  outstanding  obligation  of  $5,000, 
and  I  think  that  brought  about  his  note. 

The  Chairman.  Which  was  the  outstanding  obligation  of  $5,000? 

Mr.  SiSLER.  This  present  note  here. 

The  Chairman.  Well,  you  said  he  thought  that  he  would  not  be 
called  upon  for  payment. 

Mr.  SiSLER.  He  did  not  think  he  would  be  called  upon  to  pay  it. 

The  Chairman.  He  did  not  think 

Mr.  SiSLER.  No. 

The  Chairman.  Well,  who  did  he  think  would? 

Mr.  SiSLER.  I  presume  he  felt  that  I  would. 
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The  Chairman.  He  was  the  maker  of  the  note,  was  he  not  ? 

Mr.  SiSLER.  Mr.  Gray  would  not  have  gotten  the  money,  if  it  had 
not  been  for  my  indorsement,  I  am  practically  certain  of  that. 

The  Chairman.  You  think  that  they  would  liave  called  upon  the 
indorser  of  the  note  before  they  made  any  demand  on  the  maker  of  it? 

Mr.  SisLER.  That  is  not  ordinarily  the  course  of  events  in  banking, 
but  they  would  first  have  to  call  on  the  maker  before  they  could  call 
on  the  indorsers. 

The  Chairman.  Well,  then,  why  do  you  think  he  would  not  be 
called  on  to  pay  that  note?    Why  do  you  say  that? 

Mr.  S18LER.  I  did  not  think  so  at  the  time.  I  say,  I  am  inclined 
to  the  belief  now.  You  asked  me  whether  there  was  any  reason  why 
Mr.  Sands  should  not  have  called  on  me  to  pay  that  note? 

The  Chairman.  Yes. 

Mr.  SiSLER.  And  I  stated  that  from  his  testimony  he  apparently 
felt  that  I  was  in  one  of  these — I  think  I  used  the  expression  his 
silent  partner — and  that  he  had  not  called  on  me  to  make  pavment. 
The  real  reason,  in  my  opinion,  why  I  think  I  never  was  called  on 
was  by  reason  of  his  failure  to  give  me  an  accounting,  as  an  out- 
growth of  the  svndicate  which  I  entered  with  him.  As  I  told  him 
at  the  time,  if  f  owed  him  any  money  we  would  be  guided  by  the 
accounting,  either  I  would  owe  him  money  or  he  would  owe  me 
money.  If  I  owed  him  money,  I  would  be  called  on  to  pay  the  note. 
That  is  the  i-eason  I  tliink  he  has  never  called  on  the  maker  or  the 
indorsers  to  make  pavment  of  that  note. 

The  Chairman.  That  if  you  owed  him  any  money  you  would  be 
called  ui>on  to  pay  this  note? 

Mr.  nisLER.  Yes,  sir. 

The  Chairman.  And  if  he  owed  you  money? 

Mr.  SisLER.  I  would  necessarily  be  obligated  to  lic^uidate  that  note 
to  the  extent  of  what  I  owed  him. 

The  Chairman.  Now,  then,  how  was  it  going  to  be  if  he  owed  you 
money  ? 

Mr.  SisiJ':r.  Well,  I  would  attempt  to  collect  it. 

The  Chairman.  You  would  not  be  called  upon  to  pay  this  note? 

Mr.  SisLER.  Well,  I  would  not  be  obligated  on  that  note  at  this 
time,  anyway. 

The  Chairman.  Well,  what  was  there  said  by  Mr.  (irav  which  led 
vou  to  believe  that  he  understood  he  never  would  be  called  upon  to 

pav  this  note? 

Mr.  SisLER.  He  was  not  called  upon,  apparently,  at  the  date  of 
maturity.  Mr.  Sands  was  satisfied  to  take  a  licjuidation,  or  a  pay- 
ment on  account  of  $500  with  interest  to  date,  which  I  think  amounted 
to  $75,  and  he  would  then  consider  it  in  the  light  of  a  demand  note. 

The  Chairman.  But  you  say  that  Mr.  Gray  gave  you  to  undei-stand 
that  he  did  not  ex[>ect  to  be  called  upon  to  pay  this  note? 

Mr.  Sisler.  That  is  my  recollection  of  it,  biecause  he  had  taken  the 
money  which  was  derived  from  discounting  that  note,  and  utilized 
it  for  and  on  behalf  of  the  sand  company. 

The  Chairman.  AVell,  the  mere  fact  that  he  had  used  the  money 
for  tlie  sand  and  gravel  company  would  not  make  him  think  he 
would  not  have  to  repay  the  money,  would  it? 

Mr.  Sisler.  That  is  possible,  on  his  part;  he  may  have  felt  that  I 
should  Ih»  called  on  to  pay  it. 
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The  Chairman.  Well,  how  was  Mr.  Gray  going  to  get  out  of  this 
without  being  $5,000  short,  no  matter  who  paid  this  note?  You  had 
his  note  for  $5,000,  did  you  not? 

Mr.  S18LER.  Xo ;  I  did  not  have  his  note  at  the  time,  not  at  the  time 
this  note  was  negotiated.  I  think  his  note  was  away  after;  as  I  said, 
coincident  with  the  sale  of  the  company. 

The  Chairman.  When  was  this,  Mr.  Sisler? 

Mr.  Sisler.  I  think  that  was  the  latter  part  of  1918. 

The  Chairman.  November  or  December? 

Mr.  Sisi^R.  December,  I  think. 

The  Chairman.  In  December,  1918,  the  company  was  sold  to  a 
Philadelphia  concern  ? 

Mr.  Sisi^R.  Philadelphia  interests. 

The  Chairman.  Philadelphia  interests;  who? 

Mr.  SiiSLER.  Mr.  N.  Perry  Edmonds,  of  Norcross  &  Edmonds,  sand 
and  gravel  people;  and  Mr.  Clarence  Miller  and  a  Mr.  Lippincott; 
what  his  initials  are  I  do  not  know. 

The  Chairman.  Did  you  ever  have  any  books  of  account  for  that 
company  ? 

Mr.  Sisler.  Yes. 

The  Chairman.  Was  this  carried  on  the  books  as  an  obligation  ? 

Mr.  Sisler.  No.  That  note  was  negotiated  by  the  individuals 
rather  than  by  the  company,  although  Mr.  Sands  at  the  time  felt 
that  he  was  helping  the  company  because  the  money  was  to  be  used 
by  the  company. 

The  Chairman.  Well,  did  Mr.  Gray  make  a  present  of  this  $5X)00 
to  the  company? 

Mr.  Sisler.  Oh,  no;  Mr.  Gray  got  a  one-fourth  interest  in  the 
company,  for  which  he  was  supposed  to  put  up  his  share  of  the 
requisite  capital.  He  felt  that  that  might — well,  he  promised  at  that 
time  to  put  in  what  money  he  could,  for  which  he  would  get  common 
stock  over  and  above  the  one- fourth  interest. 

The  Chairman.  Where  is  this  note  which  you  took  from  Mr. 

Gray? 

Mr.  Sisler.  I  think  that  is  still  in  the  Commercial  Bank. 

The  Chairman.  How  long  did  that  have  to  run  ? 

Mr.  Sisler.  I  think  it  is  a  demand  note.  I  am  not  certain.  I  can 
get  the  note ;  I  think  it  is  still  there. 

The  Chairman.  Did  you  discount  it? 

Mr.  Sisler.  I  did  not. 

The  Chairman.  Just  deposited  it  there? 

Mr.  Sisler.  Yes,  sir. 

The  Chairman.  Did  you  have  any  other  transaction  with  Mr. 
Tucker  K.  Sands,  outside  of  negotiating  loans  for  the  sand  and  gravel 
company  and  the  foreign  exchange  syndicate  ? 

Mr.  Sisler.  Other  than  personal  notes ;  but  they  usually  were  made 
by  me  personally,  and  then  deposited  in  my  account,  and  I  usually,  in 
the  same  bank  we  had  the  sand  and  gravel  company's  account,  I 
would  just  run  the  loans  through  my  account,  but  they  were  not 
made  directly  by  the  company.  I  negotiated  eight  or  ten  loans,  I 
imagine,  personally. 

The  Chairman.  P'or  the  use  of  the  sand  and  gravel  company? 

Mr.  Sisler.  Yes. 
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The  Chairman.  What  would  you  take  from  the  sand  and  gravel 
conipany  for  this  money  that  you  personally  borrowed? 

Mr.  SiSLER.  I  had  set  up  on  the  books  a  certain  amount  of  preferred 
stock. 

The  Chairman.  And  as  you  turned  it  in,  the  stock  would  be  issued 
to  you  ? 

Mr.  SisLER.  Well,  we  never  issued  the  stock  in  blocks ;  it  was  prac- 
tically set  up  on  the  books  in  that  way,  though. 

The  Chairman.  Do  you  know  a  Mr.  Fuller — Mr.  B.  Frank  Fuller? 

Mr.  SisiLER.  I  do  not  believe  I  have  had  that  honor. 

The  Chairman.  Would  you  know  him  if  you  saw  him  ?         / 

Mr.  SiSLER.  I  would  not. 

The  Chairman.  Did  I  ask  you  if  you  knew  Mr.  John  Croner? 

Mr.  SisLER.  You  did. 

The  Chairman.  Do  you  know  him? 

Mr.  SiSLER.  I  met  Mr.  Croner,  ag  I  state,  at  the  Willard. 

The  Chairman.  Oh,  yes;  you  met  him  in  the  Willard  lobby  or 
allev  ? 

Mr.  Sisler.  Yes. 

The  Chairman.  You  never  saw  him  in  Mr.  Sands's  apartment  at 
the  hotel,  that  you  know  of? 

Mr.  Sisi^R.  As  I  stated,  on  the  occasion  I  met  him  it  may  hava 
been  in  Sands's  apartment  or  may  have  been  in  the  lobby. 

The  Chairman.  Did  he  ever  loan  you  any  money? 

Mr.  SisLER.  Mr.  Croner? 

The  Chairman,  les. 

Mr.  Sisler.  No. 

The  Chairman.  Did  you  ever  seek  to  borrow  any  from  him? 

Mr.  SiSLER.  I  did  not. 

The  Chairman.  Mr.  Kelley,  have  you  any  questions? 

Mr.  KEW.Er.  You  live  in  the  city  of  New  York,  do  you  not,  Mr. 
Sisler  ? 

Mr.  SisLER.  I  reside  in  New  Rochelle. 

Mr.  Kelley.  That  is  nearby  here? 

Mr.  Sisler.  16  miles. 

The  Chairman.  Are  you  going  to  stay  in  town  to-night? 

Mr.  Sisler.  I  do  not  l)elieve  I  could  get  a  room  in  town  to-night, 
so  I  rontemplate  going  hom.  I  can  not  get  any  in  this  hotel.  I  do 
not  have  to  go  out  until  late,  Mr.  Kelley,  if  you  want  to  ask  me  some 
questions. 

Mr.  Kelley.  I  might  have  a  few  questions  to  ask  in  the  morning. 
I  have  none  to-night. 

The  Chairman.  Will  it  be  convenient  for  you  to  oomo  back  here 
in  the  morning,  Mr.  Sisler? 

Mr.  Sisler.  It  would;  yes,  sir;  I  can  make  it  so. 

The  Chairman.  You  say  you  think  you  would  prefer  to  interro- 
gate him  in  the  morning? 

Mr.  Kelley.  I  think  so. 

The  Chairman.  Well,  will  you  come  back  to-morrow  morning, 
Mr.  Sisler? 

Mr.  Sisler.  Yes,  sir. 

The  Chairman.  We  will  excuse  vou  now.     Mr.  New. 
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TESTIMONY  OF  ME.  T.  £D.  NEW. 

(The  witness  was  duly  sworn  by  the  Chairman.) 

The  Chairman.  Your  name,  Mr.  New  ? 

Mr.  New.  T.  E.  New. 

The  Chairman.  What  is  your  first  name,  please. 

Mr.  New.  T.  Ed.  New. 

The  Chairman.  Where  do  you  reside,  Mr.  New? 

Mr.  New.  Washington,  D.  C. 

The  Chairman.  What  part  ? 

Mr.  New.  I  live  at  the  Chastleton  Apartments. 

The  Chairman.  Sixteenth  Street? 

Mr.  New.  Sixteenth  and  R. 

The  Chairman.  Are  you  employed  by  the  Shipping  Board  or 
Fleet  Corporation? 

Mr.  New.  I  am. 

The  Chairman.  In  what  capacity. 

Mr.  New\  As  assistant  to  the  general  comptroller. 

The  Chairman.  That  is  your  title,  is  it? 

Mr.  New.  That  is  my  title. 

The  Chairman.  What  particular  part  of  the  work  do  you  per- 
form? 

Mr.  New.  Tender  my  section  comes  the  credit,  the  construction 
insurance,  budget,  and  general  miscellaneous  correspondence. 

The  Chairman.  To  wliom  do  you  report  ? 

Mr.  New.  To  Mr.  Tweedale. 

The  (^HAiRMAN.  How  long  have  you  held  that  position? 

Mr.  New.  I  have  been  with  the  Fleet  Corporation  since  Decem- 
ber, 1917. 

The  Chairman.  Well,  what  position  did  you  have  when  you  went 
there  in  December,  1917? 

Mr.  New.  C'redit  manager. 

The  Chairman.  So  you  have  had  this  position  since  December, 
1917? 

Mr.  New.  My  title  lias  changed  since  that  time. 

The  Chairman.  Well,  I  mean  this  work. 

Mr.  New.  Yes. 

The  Chairman.  You  have  done  the  same  work? 

Mr.  New.  Yes. 

The  Chairman.  With  different  titles? 

Mr.  New.  Yes. 

The  Chairman.  How  long  were  you  known  as  credit  manager? 

Mr.  New\  Probably  until  June,  1918.  Then  a  new  credit  manager 
was  appointed.  I  was  made  assistant  comptroller.  The  credit  de- 
partment still  came  under  my  direction. 

The  Chairman.  Who  was  the  new  credit  manager. 

Mr.  New.  Mr.  R.  F,  Atkins. 

The  Chairman.  Did  you  have  occasion  at  one  time  to  make  an 
investigation  of  the  Downey  Shipbuilding  Corporation  or  the 
Providence  Engineering  Corporation? 

Mr.  New.  I  did  of  the  Providence  Engineering  Corporation;  not 
of  the  Downey  Shipbuilding  Corporation. 

The  Chairman.  When  was  this  brought  to'your  attention?  And 
bv  whom  ? 
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Mr.  Xew.  It  was  brought  to  my  attention  in  February,  the  early 
part  of  February,  by  a  memorandum  from  the  Contract  Division, 
sayin<>:  that  the  Providence  Engineering  Corporation  had  a  proposal 
in  for  the  building  of  certain  tugs. 

The  Chairman.  You  sav  a  memorandum.  That  was  a  between- 
office  memorandum? 

Mr.  Xew.  Interoffice  memorandum;  yes,  sir. 

The  Chairman.  And  what  did  you  do,  Mr.  New  ? 

Mr.  New.  I  caused  an  investigation  to  be  made  of  the  Providence 
Engineering  Corporation. 

The  Chairman.  Were  you  told  what  the  contract  contemplated? 

Mr.  New.  Yes. 

The  Chairman,  ^he  amount  of  it,  and  so  forth  ? 

Mr.  New.  Yes. 

The  Chairman.  Was  that  contained  in  the  memorandum? 

Mr.  Nkw.  It  was. 

The  Chairman.  Who  was  in  charge  of  the  contract  division  that 
brought  that  to  your  attention  ? 

Mr.  New.  I  think  Mr.  Underwood  was  the  manager  at  the  time. 
By  referring  to  this  I  can  tell  [indicating  file]. 

The  Chairman.  Yes;  you  may  refer  to  anything  you  have  there 
for  the  purpose  of  refresning  your  recollection. 

Mr.  New.  The  first  information  I  had  was  from  a  memorandum  of 
the  contract  division,  signed  by  (j.  S.  Radford,  contract  manager. 

The  Chairman.  Is  that  a  memorandum  or  a  telegram? 

Mr,  New.  It  is  a  memorandum,  dated  February  11,  1918. 

The  Chairman.  Was  he  in  Washington  then  ? 

Mr.  New.  He  was. 

The  Chairman.  Can  you  read  what  that  memorandum  says?  Is  it 
a  brief  memorandum  ?  ^ 

Mr.  New.  Yes;  very  brief. 

Metnorandum  for  the  auditing  division. 

Subjec't :  Providence  Engineering  Corporation,  financial  statement. 

The  coriK)nUion  is  in  receipt  of  a  i)roposal  from  tlie  above-named  company 
for  the  construction  of  six  seagoing  steel  tugs  at  a  i)rice  of  $270,000  each. 
Please  advise  me  as  to  the  financial  standing  of  the  above  firm,  with  reference 
to  the  advisability  of  entering  into  a  contract  with  them. 

The  (^hairman.  Signed  (J.  S.  Radford? 

Mr.  New.  Sipied  d.  S.  Radford,  manager,  contract  division. 

The  Chairman.  And  what  did  you  say  the  date  of  that  is,  Mr. 
New? 

Mr.  New.  February  11,  1918. 

The  Chairman.  Did  you  personally  make  an  investigation  of  this 
Providence  Engineering  (Corporation? 

Mr.  New.  I  pers(mally  caused  an  investigation  to  be  made;  yes. 

The  Chairman.  What  did  you  ascertain? 

Mr.  New.  Do  vou.mean  what  I  got  in  the  wav  of  information  on 

this? 

The  Chairman.  Yes,  sir:  on  thiss  company,  as  a  result  of  this 
memorandum  and  the  investigation. 

Mr.  New.  I  got  reports  from  the  mercantile  agencies,  both  Brad- 
street's  and  Dun's,  and  then  I  got  our  district  awditor,  who  was 
located  at  Boston,  to  give  us  a  financial  report  on  that  company. 

The  Chairman.  Well,  what  did  you  find? 
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Mr.  New.  I  found  that  the  company  was  very  weak  financially,  had 
very  little  working  capital ;  that  from  the  report  of  the  auditor  they 
hacl  no  plant  except  one  that  was  rented — that  is,  no  plant  in  their 
own  name — and  that  their  working  capital  was  vary  small,  and  that 
over  a  period  of  a  short  time  prior  to  that,  when  they  were  making 
shells,  I  believe,  for  some  foreign  Government,  they  were  operating 
at  a  deficit  of  something  less  than  $10,000. 

The  Chairman.  Were  all  the  reports  that  you  received  about  this 
concern  unfavorable? 

Mr.  New.  I  got  no  unfavorable  reports,  except  that  thej'  were  weak 
financially. 

The  Chairman.  Well,  did  you  get  any  other  reports  besides  finan- 
cial reports?  ^ 

Mr.  Neav.  No. 

The  Chairman.  Did  you  get  a  report  from  anybody  there  who- 
said  they  had  examined  the  plant  and  the  organization  and  per- 
sonnel, and  found  them  to  be  in  good  shape,  competent  and  capable 
of  performing  the  contract? 

Mr.  New.  The  duty  of  determining  the  advisability,  or  the  plant 
location  and  physical  ability  to  carry  out  a  contract,  was  up  to 
another  department.  We  interchanged  communications  regarding^ 
those  things,  and  it  was  determined  at  that  time  that  they  had  no 
shiDbuilding  plant. 

The  Chairman.  By  this  other  department  it  was  determined? 

Mr^NEW.  Yes;  and  also  by  my  co versa tion' with  Mr.  Hussey,  who 
Avas  president  of  the  Providence  Engineering  Corporation. 

The  Chairman.  Well,  they  got  the  contract,  did  they  not? 

Mr.  New.  Thev  did. 

The  Chairman.  And  they  built  the  tugs? 

Mr.  New,  They  did.  * 

The  Chairman.  Where? 

Mr.  New.  I  understand  at  Kyle  &  Purdy's  plant  the  hulls  were 
built ;  the  Providence  Engineering  Corporation  built  the  machinery. 

The  Chairman.  Where  is  Kyle  &  Purdv's  plant? 

Mr.  'New.  Somewhere  on  Long  Island,  I  think. 

The  Chairman.  Did  you  ascertain  whether  or  not  Mr.  Wallace 
Downey  was  interested  m  this  concern? 

Mr.  "New.  I  knew  Mr.  Wallace  Downey  was  interested  in  the 
concern. 

The  Chairman.  To  what  extent? 

Mr.  New.  Well,  to  the  extent  that  he  had  advanced  them  a  certain 
amoimt  of  capital — a  certain  amount  of  money. 

The  Chairman.  Do  you  know  how  much? 

Mr.  New.  Yes:  somewhere  in  the  neighborhood  of  $45,000  at  the 
time  that  this  report  Avas  made. 

The  Chairman.  To  whom  did  you  make  your  report  as  to  the 
financial  weakness  of  this  concern? 

Mr.  Neav.  Under  date  of  February  26  I  wrote  a  memorandum  to 
tlie  Contract  Division,  attention  of  Mr.  Eadford. 

The  Chairman.  Is  it  a  very  lengthy  communication? 

Mr.  ^EW.  Two  pages. 

The  Chairman.  Well,  what  is  the  substance  of  it? 

Mr.  Neav.  The  substance  of  it  is  that  Ave  found  the  ProAddence 
Engineering  Corporation  weak  financially,  and  that  they  had  prac- 
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tically  no  working  capital  to  finance  the  contract,  and  that  the  credit 
department  would  not  undertake  to  approve  their  financial  standing. 

The  Chairman.  Did  you  make  any  subsequent  investigation  of 
them? 

Mr.  New.  Yes. 

The  Chairman.  How  did  that  come  about? 

Mr.  New.  It  came  about  in  this  way:  That  at  that  time,  in  fact 
from  the  time  that  this  proposal  was  first  brought  to  our  attention, 
the  representative,  Mr.  Hussey,  of  the  Providence  Engineering 
Corporation,  came  to  our*  office  quite  a  number  of  times  to  discuss 
the  matter,  tind  to  ask  what  could  be  done  to  obtain  the  contract,  in 
the  way  of  strengthening?  his  financial  condition. 

The  Chairman.  He  discussed  it  with  you  personally? 

Mr.  New.  Quite  a  number  of  times ;  yes.  I  also  think  that  on  one 
or  more  occasions  he  discussed  it  jointly  with  Mr.  Bender  and  myself. 

The  Chairman.  Mr.  Bender  was  the  auditor? 

Mr.  Neav.  The  general  auditor. 

The  Chairman.  Well,  what  took  place?  You  made  a  further 
investigation  ? 

Mr.  Nfav.  During  the  course  of  these  conversations  we  explained 
to  Mr.  Hussey  that  our  investigation  showed  his  company  to  be 
weak,  and  the  report  was  to  the  effect  that  he  had  no  banking  con- 
nections, with  which  to  procure  capital,  and  we  asked  to  make  some 
arrangement  to  show  more  working  capital  in  his  company.  He 
told  me  that  he  was  arransring  for  working  capital  with  a  local  bank. 

The  Chairman.  Yes.  What  else  took  place?  What  followed  that, 
after  he  told  vou  that? 

Mr.  New.  It  came  about  that  he  did  arrange  for  working  capital 
with  the  Commercial  National  Bank  of  Washington. 

The  (^HAiRMAN.  Then  who  arranged  for  it? 

Mr.  New.  Mr.  Hussev. 

The  Chairman.  Mr.  Hussey  arranged  for  it? 

Mr.  New.  Mr.  Hussey. 

The  Chairman.  How  much? 

Mr.  New\  $125,000  was  the  ultimate  amount. 

The  Chairman.  How  did  vou  satisfy  vourself  that  he  had  made 
that  arrangement? 

Mr.  New.  I  asked  Mr.  Sands  to  show  that  this  arrangement  had 
been  made.  About  this  time  was  the  first  time  T  ever  met  Mr.  Cranor, 
whjDse  name  has  been  mentioned  here  to-day.  He  came  down  to  my 
office — T^fr.  Sands  having  told  me  this  before — that  he  had  arranged 
this  credit — came  down  to  my  office  and  told  me  that  Mr.  Sands  had 
agreed  to  furnish  the  Prbvidence  Engineering  Corporation  this 
credit,  and  asked  me  to  call  Mr.  Sands  on  the  phone,  which  I  did. 
Mr.  Sands  said  that  he  had  arranged  for  this  credit,  and  would  send 
us  a  letter  confirming  that  statement. 

The  Chairman.  Did  he  send  you  a  letter? 

Mr.  New.  He  did. 

The  Chairman.  Have  you  got  the  letter  there? 

Mr.  New.  I  have. 

The  Chairman.  Can  you  read  it? 

Mr.  New.  May  I  say  that  Mr.  Sands  sent  me  a  letter  that  I  did  not 
accept? 
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The  Chairman.  Yes.  This  is  the  letter  you  are  going  to  read 
now? 

Mr.  New.  No  ;  I  have  not  the  letter  that  I  did  not  accept. 

The  Chairman.  What  did  you  do  with  it? 

Mr.  New.  It  was  returned  to  Mr.  Sands. 

The  Chairman.  Why  did  you  not  accept  it? 

Mr.  New.  Because  it  showed  that  the  credit  extended  was  by  Mr. 
Sands,  and  not  by  the  Commercial  National  Bank.  Our  understand- 
ing at  all  times  was  that  the  credit  was  to  be  extended  by  the  Commer- 
cial National  Bank,  and  that  is  who  we  wanted  to  extend  the  credit  to 
the  contractor. 

The  Chairman.  No  then,  Mr.  New,  did  you  get  this  letter  which 
you  would  not  accept,  prior  to  Mr.  Cranor  coming  to  your  office  and 
asking  you  to  call  Mr.  Sands  up  on  the  telephone  ? 

Mr.  New.  I  think  not,  sir.  I  think  that  it  was  after  that ;  I  think 
possibly  the  same  afternoon. 

The  Chairman.  You  got  this  letter,  which  you  would  not  accept, 
after  you  had  asked  Mr.  Sands  to  send  you  a  letter  telling  you  that 
the  credit  had  been  arranged? 

Mr.  New.  Yes,  sir. 

The  Chairman.  Now,  do  you  remember  the  date  that  you  got  that 
letter? 

Mr.  New.  It  was  evidently  either  the  14th  or  15th  of  March.  It 
was  either  the  same  day  that  I  got  this  letter  or  the  day  before  I  got 
this  letter. 

The  Chairman.  Do  you  know  the  date  the  contract  was  signed  ? 

Mr.  New.  Yes;  I  know  the  date  of  the  contract;  I  do  not  know 
the  date  it  was  signed. 

The  Chairman.  What  is  the  date  of  the  contract? 

Mr.  New.  My  recollection  is  March  14. 

The  Chairman.  After  you  got  the  letter  which  you  would  not 
accept,  did  you  talk  with  Mr.  Sands  ? 

Mr.  New.  No. 

The  Chairman.  With  whom  did  you  talk? 

Mr.  New.  I  talked  with  a  representative  of  the  Providence  Engi- 
neering Corporation,  either  Mr.  Hussey  or  Mr.  Cranor,  in  my  office. 
They  were  there  on  this  business. 

The  Chairman.  Did  you  tell  them  you  had  received  this  letter 
from  Mr.  Sands,  which  was  unsatisfactory  ? 

Mr.  New.  I  did. 

The  Chairman.  Did  you  ask  them  to  arrange  about  another  letter? 

Mr.  New.  I  did. 

The  Chairman.  And  then  did  vou  subsequently  get  the  other 
letter  ? 

Mr.  New.  When  I  told  them  that  I  would  require  another  letter, 
and  not  accept  Mr.  Sands's  guarantee  in  a  personal  capacity,  they 
asked  me  what  kind  of  a  letter  T  would  accept;  and  I  dictated  a 
jotting  on  a  plain  piece  of  paper  and  had  it  written  oflF  on  the  type- 
writer, of  which  this  is  practically  a  copy,  this  letter  of  March  15. 

The  Chairman.  'Will  you  read  the  letter  of  March  15? 

Mr.  New  (reading) : 

Washington,  D.  C  March  15,  1918. 
Credit  Manager,  Emergency  Fieet  Corporation. 

Mr.  Kellet.  Excuse  me,  Mr.  Chairman;  is  this  the  first  letter? 
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Mr.  New.  This  is  the  second  letter.  The  first  letter  was  returned 
to  Mr.  Sands.    [Reading :] 

This  bank  has  eiitered  into  an  agreement  with  tlie  Providence  Engineering 
Corporation,  Providence,  K.  I.,  by  which  the  banlv  agrees  to  furnish  tiie  Provi- 
dence Engineering  Corporation  a  line  of  credit  up  to  $125,0(X),  to  be  used  aa 
working  capital  in  connection  wltli  their  iiending  contract  covering  the  con- 
stniction  of  10  tuglwats  for  the  Emergency  Fleet  Corporation. 

It  is  understood  tliat  this  line  of  credit  is  to  be  available  to  the  Providence 
Engineering  Coiimratlon   during   the  entire  life  of  the  pending  contract   for 
tug  construction  referreil  to  above. 
Yours,  truly, 

T.  K.  Sands,  Tiee  President. 

The  Chairman.  How  did  you  return  the  letter  which  you  would 
not  accej)t  ? 

Mr.  >iEW.  I  am  not  sure  on  that  point,  whether  a  representative  of 
the  Providence  Engineering  Corporation  took  that  to  Mr.  Sands,  or 
whether  it  was  mailed  to  him.  I  am  rather  under  the  impression  that 
it  was  taken  b\'  one  of  the  representatives  of  the  Providence  Engi- 
neering Corporation. 

The  Chairman.  Mr.  Hussey  or  Mr.  Cranor? 

Mr.  New.  Yes. 

The  Chairman.  After  you  got  this  letter  which  you  have  just  read, 
did  you  make  a  subsequent  report  to  the  contract  division? 

Mr.  New.  Under  date  of  March  9,  which  was4)rior  to  the  date  of 
this  letter  from  Mr.  Sands,  I  had  written  to  the  contract  division  a 
memorandum,  which  I  will  read: 

Mr.  William  E.  Hussey,  general  manager  and  vice  prc*sident  of  the  above 
company,  advises  us  that  he  ha.s  arranged  with  the  ('onmiercial  National  Bank 
of  this  city  to  furnish  tlie  Providence  Engineering  (V)riK)ration  with  a  working 
capital  of  |15(),0(K),  to  be  available  during  the  life  of  the  pemiing  contract  with 
this  corporation  for  the  construction  of  10  tugs. 

He  also  advises  that  his  company  will  furnish  a  performance  bond  amounting 
to  10  per  cent  of  tlie  face  of  the  contract. 

The  Coninnercial  National  Bank  is  to  furnish  us  a  letter  through  Mr.  Hussey, 
confirming  this  agreement  for  working  capital  outlined  above,  and  we  have 
advise<i  Mr.  Hussey  that  upon  receipt  of  this  information  and  the  performance 
bond  we  will  approve  the  contract  from  the  financial  standpoint. 

This  was  under  date  of  March  9, 1918.  We  were  having  daily  tele- 
phone conversations  between  my  office  and  the  contract  division  as 
to  what  was  the  result  of  the  investigation,  and  the  position  of  our 
department  about  classing  the  contract.  After  receipt  of  the  letter 
of  March  15  from  Mr.  Sands  I  phoned  the  contract  division  advising 
that  I  had  received  that  letter  guaranteeing  a  working  capital  of 
$125,000. 

The  Chairman.  Well,  the  information  you  received  from  Mr. 
Hussey  was  to  the  effect  that  the  guaranty  would  be  $150,000,  and 
the  letter  you  received  from  Mr.  Sands  only  established  a  credit  up 
to  $125,000. 

Mr.  Xew.  Yes;  but  the  question  had  been  discussed  between  that 
time,  and  it  had  been  agreed  that  we  were  going  to  accept  the 
$125,000. 

The  Chairman.  Did  you  get  any  telegram  from  Mr.  Kadford  ask- 
ing haste  in  this  matter,  or  inquiring  about  it  ? 

Mr.  New.  Mr.  Radford  would  not  have  sent  me  a  telegram,  be- 
cause we  were  both  located  in  the  same  city. 
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The  Chairman.  Did  you  get  a  telegram  from  anybody  in  connec- 
tion with  the  matter? 

Mr.  New.  I  got  a  telegram  from  the  Globe  Indenmity  Co.  under 
date  of  March  23, 1918,  to  the  eifect  that  the  bonds  had  been  issued. 

The  Chairman.  How  much  was  that  bond,  do  you  know  ? 

Mr.  New.  Yes,  sir;  $285,000. 

The  Chairman.  Ten  per  cent  ? 

Mr.  New.  Ten  per  cent  of  the  gross  contract  price. 

The  Chairman.  Do  you  know  how  it  happened  that  the  contract 
was  made  for  $285,000  each,  when  the  first  information  you  received 
was  that  it  was  to  be  for  $270,000? 

Mr.  New\  I  do  not,  sir. 

The  Chairman.  And  do  you  know  how  it  happened  that  the  n^im- 
ber  of  tugs  was  increased  from  7  at  $270,000  to  10  at  $285,000  ? 

Mr.  New.  "  I  do  not,  sir. 

The  Chaiji^ian.  You  know  nothing  about  that? 

Mr.  New.  That  was  a  contract  division  matter. 

The  Chairman.  Do  you  know  anything  about  anybody  receiving  a 
commission  or  a  payment  for  establishing  this  credit  ? 

Mr.  New.  I  know  nothing  about  that,  and  never  heard  of  that  until 
I  read  it  in  the  newspapers  since  your  committee  has  been  in  session. 

The  Chairman.  Did  you  ever  have  any  conversation  with  Mr. 
Sands  about  this  matter  ? 

Mr.  New\  I  did  "not,  except  over  the  phone  at  the  time  I  men- 
tioned. 

The  Chairman.  Did  you  ever  see  any  report  from  anybody  with 
reference  to  this  plant,  outside  of  your  own  division,  a  report  fur- 
nished by  anv  other  division  ? 

Mr.  New\  Yes. 

The  Chairman.  Have  you  a  copy  of  it? 

Mr.  New\  No. 

The  Chairman.  When  did  you  see  it? 

Mr.  New.  About  the  time  this  was  being  negotiated. 

The  Chairman.  About  this  line  of  credit  ? 

Mr.  New.  May  I  change  tliat  a  little — I  do  not  know  that  I  saw 
an  actual  written  report.  I  had  information  from  other  divisions 
that  the  tugs  were  to  be  built  at  Kyle  &  Purdy's  plant,  and  that  the 
engines  were  to  be  built  at  the  Providence  Engineering  Corporation. 

The  (^HATRMAN.  Kylc  &  Purdy's  plant  is  at  City  Island,  is  it  not  ? 

Mr.  New.  I  think  so. 

The  Chairman.  And  the  Providence  Engineering  plant  was 
where  ? 

Mr.  New.  At  Providence. 

The  Chairman.  Khode  Island? 

Air.  New.  Rhode  Island. 

The  Chairman.  They  did  have  a  plant  their  sufficient  to  construct 
engines,  did  they? 

Mr.  New.  After  they  made  certain  plant  improvements ;  they  had 
not.  to  my  knowledge,  constructed  engines  before. 

The  Chairman.  How  does  this  line  of  credit  which  you  insisited 
upon  before  you  favorably  reported  on  their  financial  condition 
compare  with  other  lines  of  credit  required  on  the  part  of  other  per- 
sons doing  business  with  the  r'leet  Corporation? 

Mr.  New.  You  ask  how  does  it  compare? 
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The  Chaibman.  Yes,  sir;  in  amount. 

Mr.  New.  Why,  where  concerns  put  in  propositions  for  the  build- 
ing of  ships,  an  investigation  was  made  as  to  their  financial  resources, 
and  in  event  that  they  did  not  show  sufficfent  working  capital  we 
invariably  tried  to  make  them  obtain  same. 

The  Chairman.  That  is  how  it  compared? 

Mr.  New.  Yes. 

The  Chairman.  Well,  Mr.  New,  while  you  were  in  that  position, 
did  you  ever  have  any  corporation  or  shipbuilding  company,  or  any 
other  companv,  who  were  seeking  a  contract  with  the  Shipping 
Board  or  the  Fleet  Corporation,  upon  whom  you  had  reported  that 
they  were  financially  weak? 

Mr.  New.  If  I  have  any  company  like  that  and  did  report  their 
condition  ? 

The  Chairman.  Outside  of  this  one  ? 

Mr.  New.  Yes,  sir;  auite  a  number  of  them. 

The  ChaIrman.  Dia  they  subsequently  make  arrangements  for 
financial  credit? 

Mr.  New.  Where  the  contract  was  let — yes. 

The  Chairman.  They  would  make  the  arrangements  before  the 
contract  would  be  let? 

Mr.  New.  Yes,  sir ;  some  of  them. 

The  Chairman.  In  tliose  instances,  how  did  the  line  of  credit 
which  they  established  to  improve  their  financial  condition  compare 
with  the  line  of  credit  that  the  Providence  liingineering  Co.  estab- 
lished, which  you  approved  ? 

Mr.  New.  I  do  not  know  just  how  to  answer  that. 

The  Chairman.  Well,  was  this  the  usual  credit  which  you  re- 
quired before  vou  would  approve  a  recommendation  for  a  contract 
to  be  let,  about  10  per  cent ;  that  is  to  say,  $125,000  on  a  $2,850,000 
contract — was  that  the  usual  reauirement  as  to  credit  ? 

Mr.  New.  There  was  no  fixed  percentage  that  was  asked;  it  was 
altogether  according  to  what  their  financial  statements  showed. 
When  an  investigation  was  made  a  report  was  given  us.  There  was 
no  fixed  percentage. 

The  Chairman.  What  was  their  financial  condition  at  the  time 
that  you  reported  that  they  were  financially  weak ;  how  much  money 
did  they  have  on  hand,  liow  much  did  tney  owe,  what  was  their 
balance,  and  just  what  was  their  condition? 

Mr.  N^EW.  Taking  it  from  the  report  of  our  district  auditor? 

The  Chairman.  Yes,  sir. 

Mr.  New.  In  the  letter  that  I  wrote  to  the  contract  division,  under 
date  of  February  26,  which  I  will  now  ask  you  to  let  me  read  into 
the  record  ? 

The  Chairman.  Yes,  sir.  Will  you  read  it  slowly  so  that  the 
stenographer  can  get  it  ? 

Mr.  New.  I  will.     (Reading.) 

Fehruaby  2(>,  1918. 

MeinoraiKiuin  to  contract  division:  Attention  of  Mr.  Radford,  Providence 
Enjrineerinjr  Co..  Providence,  U.  1.     Financial  standing. 

That  was  the  caption  of  it. 

In  accordance  with  your  mcniorandnm  of  the  11  instant,  we  have  caused  to  be 
made  an  Investigation  of  the  affairs  of  the  Providence  Kngineering  Company. 

1770G8— 20— PT  7 ^37 
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From  the  information  we  have  aeserabled  we  can  not  undertake  to  approTe 
the  financial  standing  of  this  company.  Our  opinion  Is  based  upon  the  follow- 
ing facts : 

Their  balance  sheet  as  of  January  31,  1918,  the  same  having  been  verified 
by  our  district  auditor,  shows : 

Assets: 

Cash $8, 490. 14 

Accounts  receivable 7,617.25 

Inventories 18, 390. 00 

Total 34, 498. 88 

Liabilities : 

Capital  stock  _^ 300. 00 

Accounts  payable 44, 172. 92 

Total 44, 472. 92 

Deficit 9, 974. 54 

Of  the  above  liabilities  $41,460.51  Is  due  to  Mr.  Wallace  Downey,  whom  we 
understand  is  to  be  paid  by  the  capital  stock  of  the  Providence  Engine  .ring  Co. 

We  understand  that  the  Providence  Engineering  Co.  was  promoted  by  Mr. 
Wallace  Downey,  of  the  Downey  Shipbuilding  Co.,  and  was  organized  in  De- 
cember, 1916,  with  an  authorized  capital  of  $500,000,  of  which  $300  at  par 
value  has  been  issued  at  the  time  of  our  investigation.  We  understand  that 
during  the  curren"  months  the  title  to  the  plant  property,  which  had  formerly 
been  leased  from  Mr.  Wallace  Downey  at  an  annual  rental  of  $12,200,  was 
passed  to  the  Providence  Engineering  Co.,  and  that  Mr.  Downey  Is  to  receive 
capital  stock  In  payment  of  this  property.  Our  district  auditor  states  that  the 
assessed  value  of  this  plant  on  June  30,  1917,  was  $172,940,  while  from  the 
Providence  Engineering  Co.  w«  learn  that  the  assessed  value  as  of  February, 
1918,  was  $431,565,  and  against  this  property  a  mortgage  amounting  to 
$150,000  Is  of  record. 

From  an  unauthentic  source  we  have  hesird  that  if  the  pending  contract  Is 
granted  ir  is  the  purpose  of  the  Providence  Engineering  Co.  to  have  the  hulls 
built  by  Kyle  &  Purdy,  the  Providence  Engineering  Co.  only  furnishing  engines 
and  machinery  in  connection  with  the  contract. 

As  the  Providence  Engineering  Co.  Is  comparatively  a  new  company,  we 
understand  that  no  banking  credit  has  been  established,  and  we  have  no  in- 
formation as  to  how  they  will  obtain  any  financial  assistance  beyond  our  con- 
tract payments. 

Cbedit  Manageb. 

The  Chairman.  You  thought,  after  talking  with  Mr.  Hussey  and 
Mr.  Cranor  and  receiving  these  reports  from  your  district  auditor 
in  Boston,  that  if  they  establish  any  credit  of  $125,000  that  that 
would  maKe  them  fianancially  strong? 

Mr.  New.  I  thought  it  would  increase  their  working  capital. 

The  Chairman.  To  the  extent  of  $125,000. 

Mr.  New.  Yes. 

The  Chairman.  And  that  with  that  increase  in  capital  you  felt 
that  they  would  be  financially  able  to  carry  out  the  contract  involving 
the  construction  of  10  tugs,  the  total  contract  price  of  which  was 
$2,850,000. 

Mr.  New.  Yes;  considering  the  fact  that  they  were  to  be  paid 
money  as  the  ship  construction  progressed,  under  the  terms  of  the 
contract. 

The  (Chairman.  They  were  to  be  paid  $2,850,000  before  any  con- 
struction progressed,  were  they  not? 

Mr.  New.  Within  30  days  after  the  signing  of  the  contract  they 
were  to  be  paid  that? 

The  Chairman.  Yes,  before  any  construction  progressed. 
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Mr.  New.  Before  it  was  necessary  for  them  to 

The  Chairman.  Yes,  sir.  Did  you  ever  have  any  other  case  just 
similar  to  this  where  you  made  a  like  report? 

Mr.  New.  What  do  you  mean,  please,  Mr.  Walsh,  by  a  "like 
report?" 

The  Chairman.  Did  you  ever  have  any  case  similar  to  this  where 
they  were  financially  weak,  the  financial  statement,  showed  small 
assets,  great  liabilities,  and  you  required  the  establishment  of  finan- 
cial credit  in  some  similar  sum  ? 

Mr.  Xew.  Yes,  sir. 

The  Chairman.  Many  others  ? 

Mr.  New.  Quite  a  few. 

The  Chairman.  When  you  learned  that  Mr.  Wallace  Downey  was 
interested  in  this  concern  and  would  probably  be  very  heavily  in- 
terested in  the  concern,  did  you  make  any  investigation  of  his  finan- 
cial standing  or  rating? 

Mr.  New.  I  knew  that  we  had  a  contract  with  the  Downey  Ship- 
building Corporation,  of  which  Mr.  Downey  was  the  leading  spirit. 

The  Chairman.  Yes.  But  this  was  an  individual  interest  of  Mr. 
Downey -s  in  the  Providence  company,  was  it  not? 

Mr.  New.  Yes. 

The  Chairman.  It  was  not  a  subsidiary  of  the  Downey  Ship- 
*  building  ? 

Mr.  New.  In  no  way,  as  I  understand  it. 

The  Chairman.  Did  you  make  any  investigation  of  his  financial 
standing? 
/    Mr.  New.  No. 

The  Chairman.  And  that  is  the  only  investigation  you  made  of 
the  Providence  Engineering  Co.,  on  which  you  at  first  based  your 
report  that  they  were  financially  weak  ?  • 

Mr.  New.  Yes. 

The  Chairman.  And  afterwards  upon  being  informed  that  this 
credit  had  been  established,  you  recommended  that  they  were  in  a 
position  financially  to  carry  out  the  contract? 

Mr.  New.  We  had  in  the  meantime  gotten  reports  on  Kyle  & 
Purdy,  who  were  indirectlv  into  the  contract;  in  other  words,  would 
be  subcontractors  for  the  Providence  Engineering  Corporation. 

The  Chairman.  Is  that  a  Downey  corporation? 

Mr.  New.  Not  to  my  knowledge. 

The  Chairman.  Did  you  find  any  interest  of  Mr.  Wallace  Downey 
in  the  Kyle  &  Purdy  plant? 

Mr.  New.  I  think  not. 

The  Chairman.  Or  any  of  the  officers  of  his  concern? 

Mr.  New.  Not  to  my  knowledge ;  I  can  not  answer  that  positively, 
but  not  to  my  knowledge. 

The  Chairman.  You  say  that  you  did  not  know  that  this  arrange- 
ment which  was  to  establish  this  credit  involved  the  payment  of  any 
commission  to  anybody  until  after  it  was  brought  out  in  the  hearings 
of  this  committee? 

Mr.  New.  I  did  not. 

The  Chairman.  Did  you  keep  track  of  the  progress  of  payments? 

Mr.  New.  No,  sir. 

The  Chairman.  That  is  not  a  part  of  your  work? 
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Mr.  New.  That  was  not  a  part  of  my  functions.  The  payments 
were  made  through  our  Boston  office  at  that  time,  later  through 
the  New  York  office,  when  the  Boston  office  was  closed. 

The  Chairman.  Was  there  any  request  made  of  you  through  a 
memorandum,  letter,  telegram,  telephone  conversation,  or  otherwise 
for  }'ou  to  make  a  further  investigation  as  to  the  financial  standing 
of  this  company  during  the  progress  of  the  contract. 

Mr.  New.  During  the  progress  of  the  contract? 

The  Chairman.  Yes. 

Mr.  New.  I  am  not  sure,  But  I  think  there  was. 

The  Chairman.  Have  you  got  the  report  of  that  here? 

Mr.  New.  I  have  two  reports  here — two  audit  reports  of  the  Provi- 
dence Engineering  Co. 

The  Chairman.  What  do  they  show  as  to  its  financial  condition? 

Mr.  New.  This  was  after  the  contract  was  let? 

The  Cha  rman.  Yes,  sir ;  during  the  work  under  the  contract. 

Mr.  New.  I  am  not  familiar  with  what  they  do  show  at  the  most. 
I  have  not  gone  into  them  for  quite  some  while. 

The  Chairman.  Did  vou  ask  for  any  further  credit  to  be  estab- 
lished? 

Mr.  New.  No. 

The  Chairman.  As  a  result  of  these  auditors'  reports? 

Mr.  New.  No. 

The  Chairman.  Do  you  know  whether  any  arrangement  was  later 
made  for  strengthening  their  line  of  credit? 

Mr.  New.  Not  to  my  knowledge. 

The  Chairman.  Do  you  know  whether  other  credit  wa.s  trans- 
ferred from  that  bank  to  some  other  banking  institution? 

Mr.  New.  Not  to  my  knowledge. 

The  Chaikman.  You  were' not  called  upon  to  look  into  that  matter 
of  passing  upon  whether  new  credit  should  be  established  elsewhere  ? 

Air.  New.  Only  in  event  that  they  had  asked  for  some  further 
financing  outside  c)f  the  teims  of  their  contract,  then  I  might  have 
been  called  upon  to  do  that. 

The  Chairman.  Now,  do  you  recall  whether  they  were  asked  for 
some  financiiur  outside  of  the  terms  of  their  contract? 

Mr.  New.  I  think  they  did.  although  I  can  not  recall  at  this  mo- 
ment whether  that  is  true  or  not. 

The  Chairman.  If  they  did,  you  made  a  further  investigation  ? 
Mr.  New.  I  would  have  probably  done  so ;  yes. 
The  Chairman.  Do  you  know  from  any  investigations  you  have 
made  of  the  financial  standing  of  any  concern  which  was  seeking 
to  secure  a  contract  with  the  Shipping  Board,  or  which  had  securecl 
a  contract  with  the  Shipping  Board,  and  was  performing  work 
under  that  contract — whether  it  was  customary  for  such  a  concern 
to  pay  commissions  to  anybody  for  the  purpose  of  assisting  in  estal>- 

lishing  credit? 

Mr.  New.  It  was  not  the  custom,  to  my  knowledge,  and  had  a 
case  come  to  my  attention  it  would  have  been  reported  to  the  proper 
authorities. 

The  Chairman.  Who  would  you  consider  the  proper  authorities 
to  report  it  to,  Mr.  New  ? 

Mr.  New.  At  the  time  of  the  letting  of  this  contract,  I  would  have 
considered  Mr.  Bender,  the  general  auditor,  to  whom  I  reported. 
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The  Chairman.  You  never  heard  of  anything  of  that  sort  in  con- 
nection.with  this  transaction? 

Mr.  New.  Xo,  sir. 

The  Chairman  Did  Mr.  Cianor  or  Mr.  Hussev  tell  vou  that  Mr. 
Sands  was  to  be  paid  anythin<r,  or  that  the  bank  was  to  be  paid 
anything  for  certilying  this  credit? 

Mr.  New.  They  did  not. 

The  Chairman.  Have  vou  seen  anv  account  or  audit  of  the  af- 
fairs  of  this  corporation  at  any  time  which  indi<*ate  to  you  that  they 
did  pay  some  money  for  establishing  this  cre<lit? 

Mr.  ?s EW.  I  have  seen  an  item  >vhich  was  referred  to  in  the  rei>ort 
that  you  gave  Mr.  Tweedale  this  afternoon. 

The  Chairman.  You  have  seen  an  item? 

Mr.  New.  Yes. 

The  Chairman.  Does  that  indicate  to  vou  that  somebodv  received 
something  for  establishing  that  credit? 

Mr.  New.  It  indicates  to  me  that  they  paid — may  I  look  at  it? 

The  Chairman.  Certainly;  refresh  your  recollection  by  refeiring 
to  anything  j'ou  have  there. 

Ml\  New  (referring  to  documents).  This  [indicating]  is  a  copy  of 
the  same  re[)ort.  I  understand.  The  item  reads  ''  partial  payment  for 
furnishing  and  guaranteeing  financial  credit  and  working  capital." 

The  Chairman.  How  much? 

Mr.  New.  $1(),(KK). 

The  Chairman.  That  which  you  have  just  read  is  in  a  report  of 
an  auditor? 

Mr.  New.  Yes,  sir. 

The  C^HA'RMAN.  By  whom  was  the  report  signed? 

Mr.  New.  By  Mr.  Veck;  I  think  senior  resident  auditor  is  liis  title. 

The  Chairman.  Senior  resident  auditor  where? 

Mr.  New.  I  assume  that  he  was  resident  auditor  at  the  Providence 
Engineering  Corporation's  plant,  or  district  office  representative 
here. 

The  Chairman.  Did  Mr.  Boiling  ever  talk  to  you  about  this  par- 
ticular corporation? 

Mr.  New.  Do  you  mean  at  the  time  that  this  was  let  ? 

The  Chairman.  At  any  time. 

ilr.  New.  He  had  never  talked  to  me  about  that  until  rej)orts  came 
out  in  the  j)apers  in  which  he  was  implicated. 

The  Chairman.  X^ntil  these  hearings  were  in  progress? 

Mr.  New.  Yes;  and  the  reports  came  out  in  the  newspapers  in 
which  his  name  was  mentioned. 

The  Chairman.  That  is  just  within  a  week  or  10  days. 

Mr.  New.  It  has  been  talked  about  since  that  time. 

The  Chairman.  But  he  never  spoke  to  you  about  it  at  the  time  the 
negotiations  were  in  progress? 

Sir.  New.  I  did  not  know  Mr.  Boiling  at  the  time  negotiations 
were  in  progress. 

The  Chairman.  Has  Mr.  Sisler  ever  spoken  to  you  about  this 
matter? 

Mr.  New.  I  do  not  think  that  I  have  ever  spoken  to  Mr.  Sisler  in 
my  life,  except  just  to  say  "  How  do  you  do."  I  do  not  think  that 
really,  as  a  matter  of  fact,  I  have  ever  been  introduced  to  Mr.  Sisler, 
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but  we  knew  each  other  by  reason  of  being  connected  with  the  same 
corporation. 

The  Chairman.  You  have  become  acquainted  from  seeing  each 
other  frequently  in  the  offices  down  there? 

Mr.  New.  Yes,  sir.  - 

The  Chairman.  Has  anybody  else  employed  by  the  Fleet  Corpora- 
tion asked  you  to  report  favorably  or  sought  to  get  you  to  make  a 
favorable  report  on  this  matter  in  order  that  this  contract  might  be 
awarded? 

Mr.  New.  No,  sir;  the  contract  division  at  the  time  the  investiga- 
tions were  going  on,  were  asking  me  to  make  a  report,'  so  that  some 
action  could  be  taken  on  the  contract.  That  was  onlv  in  the  course 
of  busmess,  and  in  the  hurrying  to  completion  either  one  way  or  the 
other,  as  I  took  it. 

The  Chairman.  I  understand  you.  But  what  I  meant  was,  did 
anybody  outside  of  the  contract  division  or  inside  of  the  contract 
division  seek  to  influence  you  to  make  a  favorable  report  on  this 
particular  matter? 

Mr.  Nkw.  Not  at  all ;  not  at  all,  sir. 

The  Chairman.  Did  you  make  any  investigation,  Mr.  New,  to  see 
how  this  credit  was  actuallv  arranged  in  the  Commercial  National 
Rank  after  the  receipt  of  this  letter  from  Mr.  Sands? 

Mr.  New.  No,  sir. 

The  Chairman.  Do  you  usually  accept  letters  from  officers  of  the 
bank  practically  underwriting  or  guaranteeing  contracts  up  to  a 
certain  amount,  without  a  v^ote  of  the  board  of  directors  attached  to 
the  conmiunication? 

Mr.  New.  I  do  not  recall  but  several  occasions  where  we  have  had 
banks  to  guarantee  a  contractor  credit.  In  those  cases  I  did.  1 
accepted  the  letter  from  the  bank  as  a  guarantee  by  the  bank,  and 
did  not  ffet  a  resolution  of  the  board  of  trustees  or  board  of  directors. 

The  Chairman.  You  say  you  recall  several  cases  in  which  you  had 
a  letter  from  an  officer  of  the  bank  establishing  a  line  of  credit? 

Mr.  New.  Yes,  sir. 

The  Chairman.  And  you  do  not  recall  a  single  instance  in  which 
you  secured  a  resolution  of  the  board  of  directors  ? 

Mr.  New.  No  ;  I  do  not  recall  such  an  instance. 

The  Chairman.  Are  you  satisfied  that  this  letter,  signed  by  the 
vice  president  of  the  bank,  was  adequate  protection  to  the  Fleet  Cor- 
poration, without  a  vote  of  its  board  of  directors? 

Mr.  New.  AVhy,  I  am  satisfied  that  the  bank  is  obligated  to  that 
credit  by  this  letter  which  we  have  in  our  possession ;  yes. 

The  Chairman.  And  that  the  vice  president  of  the  bank  had 
authority  to  obligate  his  bank  to  that  extent? 

Mr.  New.  An  officer  of  a  corporation,  according  to  my  understand- 
ing— the  corporation  is  responsible  for  his  acts,  within  the  scope  of 
his  authority. 

The  Chairman.  Within  the  scope  of  his  authority.  Now,  do  you 
know  whether  this  was  within  the  "scope"  of  the  vice  president's 
authority  ? 

Mr.  New.  I  accepted  this  as  a  letter  of  the  bank,  signed  by  the  vice 
president. 

The  Chairman.  Yes,  sir.  But  did  you  know  when  you  accepted 
it  that  it  was  within  ihe  '' scope ''  of  his  authority? 
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Mr.  New.  I  can  not  say  that  I  did. 

Mr.  Kellet.  What  is  the  .exact  name  of  the  concern  that  received 
this  contract? 

Mr.  New.  The  Providence  Engineering  Co.  or  Corporation. 

Mr.  Kelley.  Which  is  it  ? 

Mr.  New.  Corporation, 

Mr.  Kelley.  Was  there  not  a  Providence  Engineering  Co.  pre- 
ceding the  Providence  Engineering  Corporation  ? 

Mr.  New.  If  there  was  1  do  not  recall  ever  having  seen  it. 

Mr.  Kelley.  Is  it  not  possible  that  reports  such  as  you  have  there 
were  about  the  Providence  Engineering^  Co.,  whereas  you  were  deal- 
ing with  the  Providence  Engineering  Corporation? 

Mr.  New.  No,  sir. 

Mr.  Kelley.  It  is  not  possible? 

Mr.  New.  No,  sir. 

Mr.  Kelley.  Suppose  it  should  occur  in  looking  into  this  that  the 
Pi-ovidence  Engineering  Corporation  succeeded  the  Providence 
Engineering  Co.,  a  much  stronger  institution.  Might  you  not  be 
mistaken  as  to  the  company  you  were  investigating? 

Mr.  New.  I  can  conceive  such  a  thing  bemg  possible,  but  not  in 
this  particular  case. 

Mr.  Kelley.  You  sent  out  to  the  Boston  district  for  the  report 
yourself? 

Mr.  New.  Yes,  sir. 

Mr.  Kelley.  Here  is  the  telegram  that  Mr.  Eadford  sent.  You 
have  not  any  record,  I  suppose,  of  inquiries  that  he  made? 

Mr.  New.  No;  except  as  a  matter  of  general  information  in  the 
files.  I  do  not  know  whether  I  have  ever  seen  that  telegram  or 
whether  I  have  not. 

Mr.  Kelley.  If  you  had  any  information  about  the  standing  of 
this  company  would  you  know  about  it? 

Mr.  New.  It  should  have  been  submitted  to  me. 

Mr.  Kelley.  Why  should  he  wire  out  at  all  about  it? 

Mr.  New.  You  would  have  to  ask  Mr.  Radford  that. 

Mr.  Kelley.  I  know,  but  I  am  talking  about  the  policy  in  vogue 
at  that  time. 

Mr.  New.  The  responsibility  for  our  establishing  the  financial 
standing  of  the  bidder  was  up  to  the  credit  department. 

Mr.  Kelley.  Here  is  the  telegram  dated  the  12th  of  February, 
1918,  signed  by  Mr.  Radford,  and  sent  from  Washington,  D.  C,  ad- 
dressed to  C.  S.  Bookwalter,  115  Broadway,  New  York.  Who  was 
Bookwalter  ? 

Mr.  New.  Bookwalter  was  a  representative  of  the  Fleet  Corpora- 
tion.   I  think  his  title  was  district  manager. 

Mr.  TCelley.  He  had  charge  of  all  this  great  district  ? 

Mr.  New.  Of  the  construction  end  of  the  proposition. 

Mr.  Kelley.  I  am  referring  to  page  2»394  of  the  stenographic 
record : 

Home  office  is  In  receipt  of  proposal  from  Providence  EnRlneering  Corpora- 
tion, of  Provklence,  U.  I.,  covering  construction  of  six  ocean-going  steel  tugs, 
150  feet  in  lengtli,  the  hulls  to  be  built  at  the  Kyle  &  Purely  plant  at  City 
Island,  N.  Y.,  the  engines  in  their  own  plant.  Please  investigate  both  these 
plants  and  report  by  wire  of  equipment,  organization,  etc.,  with  recommendation 
as  to  their  ablUty  to  carry  out  the  proposed  work. 

Raotobd. 
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Now,  the  answer  came,  in  substance,  quoting  from  a  paragraph 
which  gives  the  gist  of  the  answer  [reading]  : 

The  Providence  Engineering  Corporation  is  admirably  situated  and  no  donbt 
will  be  equipped  to  do  the  class  of  work  that  will  be  required  if  they  receive  the 
contract,  and  thi^  writer  believes  that  they  will  be  In  a  position  to  make  excel- 
lent deliveries,  and  that  their  tools  and  equipment  is  far  above  the  average. 
The  shlpi)ing  facilities  are  excellent.  They  have,  as  before  stated,  a  siding  of 
the  New  Haven  road,  and  there  are  three  steamship  lines  running  to  New  York 
which  leaves  their  docks  near  this  plant.  There  is  no  doubt  in  the  mind  of  the 
writer  that  if  they  receive  the  contracts  they  will  be  able  to  give  them  prompt 
attention  and  that  they  will  give  satisfactory  performance. 

What  would  you  have  thought  if  you  had  had  those  reports  at  the 
time  this  was  under  consideration  ? 

Mr.  New.  I  presume  that  those  are  from  a  construction  standpoint. 

Mr.  Kelley.  Well,  if  a  corporation  had  a  fine  j^lant  and  a  good 
organization  and  were  admirably  situated  and  had  fine  tools  and 
were  far  above  the  average  in  equipment,  it  would  not  have  been  a 
^reat  stretch,  would  it,  for  the  Shipping  Board  to  have  supplied  a 
little  monev  for  them  to  do  business  on,  would  it  ? 

Mr.  New.  The  contracts  do  provide  the  money. 

Mr.  Kelley.  Yes;  you  have  done  that  in  hundreds  of  cases,  have 
you  not  ? 

Mr.  New.  Yes. 

Mr.  Kelley.  Why  did  you  not  do  it  in  this  case? 

Mr.  New.  My  information — and  I  think  it  can  be  borne  out  by 
your  own  investigations — is  that  the  Providence  Engineering  Cor- 
poration had  a  plant  at  Providence  which  was  equipped  to  manu- 
facture engines  and  machinery,  but  had  no  shipbuilding  plant.  I 
got  my  information  on  the  subject  from  the  president  and  general 
manager  of  the  Providence  Engineering  Corporation;  arid  that  it 
was  tnepurpose  to  build  the  hulls  at  the  Kyle  &  Purdy  plant. 

Mr.  Kelley.  What  was  wrong  about  that? 

Mr.  New.  Nothing  at  all,  except  that 

Mr.  Kelley  (interposing).  How  did  that  injure  the  situation? 

Mr.  NEiw.  It  would  not  injure  it. 

Mr.  Kelley.  Why  hold  up  their  contract  because  of  that  fact  ? 

Mr.  New.  They  snowed  no  working  capital. 

Mr.  Kelley.  it  they  had  a  good  plant 

Mr.  New  (interposing).  They  had  to  pay  the  Kyle  &  Purdy  Co. 
for  the  progress  as  earned;  it  necessarily  would  have  to  be  a  sub- 
contract for  the  building  of  the  hulls. 

Mr.  Kelley.  Now,  Mr.  New,  when  a  company  of  this  kind  has 
fine  equipment,  and  tne  report  is  that  they  make  excellent  deliveries — 
and  Mr.  Radford  was  so  wired — do  you  know  any  reason  why  he 
should  not  have  told  you  that  it  would  be  all  right  to  go  ahead  with 

this  contract  ? 

Mr.  New.  I  was  simply  investigating  the  financial  condition  of 
the  companv  and,  of  course,  their  plant.  Their  plant  site  had  to  be 
with  their  financial  condition, 

Mr.  Kelley.  You  have  approved  of  credit  for  a  great  many  credits 
when  they  did  not  have  any  working  capital  to  speak  of ;  and  not 
only  that,  but  when  they  did  not  have  any  plant  or  equipment,  that 
the  Government  was  to  advance  the  whole  capital  of  the  concern. 
That  is  no  uncommon  thing,  is  it? 
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Mr.  New.  Yes.  that  is  rather  an  uncommon  thing. 

Mr.  Kelley.  "Bather  an  uncommon  thing"? 

Mr.  New.  Yes. 

Mr.  Kelley.  You  were  in  the  credit  department  when  Philip  Sloan 
got  his  contract? 

Mr.  New.  I  was  not,  no,  for  which  I  am  very  glad  to  be  able  to  say. 

Mr.  Kelley.  Were  you  in  the  credit  department  when  the  Clyde 
Co.,  out  in  California,  got  their  contract? 

Mr.  New.  The  Clyde  Co.  ? 

Mr.  Kelley.  That  is  not  the  exact  name — Pacific  Coast  Shipbuild- 
ing Co.  is  the  name.  - 

Mr.  New.  Yes,  sir ;  I  think  I  was. 

Mr.  Kelley.  flow  much  capital  did  they  have? 

Mr.  New.  I  could  not  tell  you  that  without  refreshing  my  recol- 
lection. 

Mr.  Kelley.  They  did  not  have  a  dollar. 

Mr.  New.  They  did  not  have  a  dollar. 

Mr.  Kelley.  They  did  not  have  a  plant,  did  they  ? 

Mr.  New.  I  think  it  was  a  new  company. 

Mr.  Kelley.  They  did  not  have  any  organization  ? 

Mr.  New.  I  do  not  know. 

Mr.  Kelley.  The  man  at  the  head  of  it  was  a  real  estate  man  in 
San  Francisco,  was  he  not,  with  no  experience  and  no  credit  in  San 
Francisco;  and  he  still  got  a  contract,  did  he  not,  approved  by 
your  division  ? 

Mr.  New.  I  do  not  know  that  the  contract  was  approved  by  my 
division. 

Mr.  Kelley.  It  must  have  been.  You  had  to  approve  all  of  them, 
did  vou  not  ? 

Afr.  New.  I  did  not  approve  every  contract. 

Mr.  Kelley.  Some  were  let  without  your  approval  ? 

Mr.  New.  Thev  were. 

Mr.  Kelley.  This  might  have  been  one  of  those. 

Mr.  New.  This  may  have  been  one  of  those. 

Mr.  Kelley.  Where  is  Mr.  Radford  now,  do  you  know  ? 

Mr.  New.  I  do  not. 

Mr.  Kelley.  Do  you  know  whether  or  not  it  was  customary  for 
banks  to  sometimes  exact  enormous  commissions  to  establish  credit 
to  various  concerns  ? 

Mr.  New.  I  have  never  heard  of  any  such  custom. 

Mr.  Kelley.  You  do  not  know  of  any  other  case  except  this  one, 
and  that  you  have  learned  of  recently  ? 

Mr.  New.  Yes,  sir. 

Mr.  Kelley.  i  ou  consider  this  an  enormous  commission,  do  you 
not? 

Mr.  New.  For  a  $100,000  credit? 

Mr.  Kelley.  For  a  $100,000  credit. 

Mr.  New.  Absolutely  preposterous. 

Mr.  Kelley.  Absolutely  preposterous? 

Mr.  New.  Yes. 

Mr.  Kelley.  As  soon  as  this  contract  was  signed,  how  much  did 
the  Fleet  Corporation,  under  its  contract,  turn  over  to  this  company? 

Mr.  New.  The  contract  provided  we  were  to  pay  them  $285,000 
within  30  days  from  the  signing  of  the  contract,  after  they  had  put 
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up  a  bond,  which  bond  was  to  guarantee  that  the  funds  so  paid  were 
to  be  spent  only  in  labor  and  material  for  the  prosecution  of  this  con- 
tract and  for  the  faithful — the  bond  covered  the  faithful  perform- 
ance of  the  contract. 

Mr.  Kellet.  If  this  company  was  willing  to  put  up  a  bond,  why 
did  you  put  them  to  the  further  necessity  of  establishing  a  credit? 

Mr.  New.  That  bond  did  not  protect  us  for  anything  except  the 
proper  application  of  the  initial  payment,  and  for  them  to  properly 
perform  the  contract. 

Mr.  Kelley.  What  more  did  you  want? 

Mr.  Xew.  We  wanted  them  to  have  some  working  capital. 

Mr.  Kelley.  Do  you  know  of  any  reason  why  they  should  not  have 
been  advanced  some  working  capital  by  the  Fleet  Corporation? 

Mr.  New.  Xo  ;  I  think  of  no  reason  why  they  should  not. 

Mr.  Kelley.  No.  But  that  .was  not  done ;  and  they  had  to  go  out 
and  make  this  private  arrangement  bv  which  they  were  to  have  $125,- 
000  credit,  for  which  they  paid  $40,000? 

Mr.  New.  Yes,  sir. 

Mr.  Kelley.  It  has  never  come  to  your  attention  that  anybody  else 
of  this  same  company  in  any  other  case  was  obliged  to  do  the  same 
thing? 

Mr.  New.  Paid  an  enormous — it  has  never  come  to  my  attention 
that  this  company  or  any  other  company  with  whom  I  had  dealing, 
paid  a  commission,  you  might  say.  I  assume  they  obtained  a  line 
of  credit;  they  all  paid  the  usual  discounts  for  money. 

Mr.  Kelley.  If  you  had  advanced  them  $100,000,  or  if  you  had 
simply  given  them  the  $285,000  under  their  contract,  they  could  have 
gone  aliead  and  handled  this  all  right? 

Mr.  New.  I  do  not  know  whether  they  could  or  not,  Mr.  Kelley. 

Mr.  Kelley.  You  furnished  them  the  steel,  did  you  not,  under  this 
contract  ? 

Mr.  New.  The  contract  provided  for  that. 

Mr.  Kelley.  So  they  did  not  have  to  buy  much  material  ? 

Mr.  New.  The  Government  furnished  the  material. 

Mr.  Kelley.  But  you  just  stuck  on  the  pay  roll;  would  not  fur- 
nish them  a  little  working  capital,  although  they  had  a  good  plant* 
well  organized,  fine  shipping  facilities,  and  everything  all  in  good 
shape. 

Mr.  New.  You  say  they  had  a  fine  plant? 

Mr.  Kelley.  I  am  just  reading  from  the  report. 

Mr.  New.  I  say,  from  my  information,  that  the  Providence  En- 
gineering Co.  haci  no  shipbuilding  plant. 

Mr.  Kelley.  The  contract  division  had  information  to  the  con- 
trary— those  who  were  to  let  the  contract  had  information  to  the 
contrary. 

Mr.  l^EW.  What  are  the  facts? 

Mr.  Kelley.  Well,  what  are  the  facts?  Is  not  this  report  reliable 
from  Mr.  Bookwalter? 

Mr.  New.  I  do  not  know  the  report,  and  therefore  can  not  give  tes- 
timony on  it. 

Mr.  Kelley.  Did  you  not  ask  Mr.  Eadford  for  all  reports  that  he 
had  in  his  division  ? 

Mr.  New.  You  mean  in  connection  with  this  particular  contract? 
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Mr.  Kelley.  Yes. 

Mr.  New.  I  do  not  know  that  I  did  ask  him  for  any  particular 
information  on  this  contract.    He  asked  me  for  financial  information. 

Mr.  Kelley.  Do  you  remember  whether  the  desire  on  the  part  of 
the  contract  division  was  that  this  contract  should  be  let  or  should 
not  be  let  ? 

Mr.  New.  Wliether  it  was  the  desire? 

Mr.  Kelley.  Yes ;  that  it  should  be  let  or  should  not  be. 

Mr?  New.  I  knew  the  contract  division  wanted  to  let  contracts 
for  tugs. 

Mr.  Kelley.  Yes;  but  did  they  want  to  let  this  contract? 

Mr.  New.  I  could  not  tell  vou. 

Mr.  Kelley.  In  talking  with  you,  did  tliey  discourage  the  ().  K. 
of  their  credit,  or  did  they  not  talk  with  you  about  it  at  all  { 

Mr.  New.  Oh,  yes;  they  talked  to  me  about  it  a  number  of  times. 
Thev  neither  discouraged — thev  influenced  me  in  no  wavat  all  that 
I  can  rec»all. 

Mr.  Kelley.  You  do  not  know  ? 

Mr.  New.  They  offered  no  influence  at  all  that  I  can  recall.  The 
(ontract  (livisi<m  was  anxious  to  let  tug  contracts  at  the  time  to 
reputable  concerns. 

Mr.  Kelley.  And  Mr.  Kadford  had  the  information  that  this  was 
such  a  concern  and  would  not  advance  the  little  working  capital, 
although  after  this  credit  had  been  arranged  you  were  willing  to 
advance  them  $28r),()()()  right  away;  that  is  the  fact,  is  it  not? 

Mr.  New.  Tlie  usual  terms  of  a  lump-sum  contract  were  10  j)er 
cent  witliin  HO  days  after  the  letting  of  the  contract.  This  contnict 
provided  for  those  terms. 

Mr.  Kelley.  Do  you  know  whether  the  Commercial  Bank  reijuired 
these  people  to  put  this  $'JS5,0()0  right  into  the  Commer  ial  Bank 
as  a  deposit^ 

Mr.  New.  I  do  not. 

Mr.  Kelley.  Would  not  that  come  under  your  jurisdiction  to  in- 
<juire  just  how  they  were  going  to  handle  these  funds? 

Mr.  New.  No;  that  is 

Mr.  Kelley  (interposing).  That  would  be  under  whose- 


Mr.  New  (interposing).  Under  the  terms  of  this  contract,  the 
money  was  paid  to  the  contractor. 

Mi\  Kelley.  He  could  deposit  it  wliere  he  liked,  so  far  as  you  are 
concerned  i 

Mr.  New.  Where  he  i)lensed.  yes. 

xMr.  Kelley.  AVas  not  that  iJi2S5.()00  bond  (piite  a  large  bond  for 
a  contnict  of  this  kind  ? 

Mr.  New.  No:  not  where  there  was  the  initial  advance. 

Mr.  Kelley.  Did  you  always  require  that? 

Mr.  New.  "Always"  would  cover  a  good  deal  of  territory  in  that 
question. 

Mr.  Kelley.  Yes  and  no.  Did  everybody  have  to  put  up  such  a 
bond  as  that  where  you  advanced  such  money  ? 

Mr.  New.  Ordinarily. 

Mr.  Kelley.  I  know,  but  did  everybody? 

Mr.  New.  You  can  not  expect  me  to  answer  that. 

Mr.  Kelley.  Yes,  I  can. 
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Mr.  Xbw.  No;  you  can  not. 

Mr.  Kelley.  \\hy? 

Mr.  New.  Because  I  am  not  prepared  to  answer  it. 

Mr.  Kelley.  But  so  far  as  you  know,  did  everybody  who  got  an 
advance  payment  put  up  a  bond  for  the  faitliful  handling  of  the 
money  ? 

Mr.  New.  Where  it  was  not  put  into  a  controlled  account  in  the 
name  of  the  Emergency  Fleet  Corporation,  every  case  that  I^know 
of  a  bond  was  required. 

Mr.  Kelley.  Did  Philip  Sloane  give  a  l^ond? 

Mr.  New.  1  could  not  tell  you. 

Mr.  Kelley.  Did  this  Pacific  Coast  Shipbuilding  Corporation 
give  a  bond? 

Mr.  New.  I  do  not  know. 

Mr.  Kelley.  Did  Skinner  &  Eddy  give  a  bond? 

Mr.  New.  I  do  not  know. 

Mr.  Kelley.  You  would  know  about  Skinner  &  Eddy,  surely. 
They  built  85  ships. 

Mr.  New.  Yes. 

Mr.  Kelley.  Did  they  not  give  a  bond? 

Mr.  New.  I  do  not  know.  1  could  tell  you  by  referring  to  my 
records,  but  I  did  not  come  here  prepared  to  testify  on  Skinner  & 
Eddy  or  the  Pacific  Const  Shipbuilding  Co..  and  therefore — and  I 
passed  on  quite  a  number  of  contracts  in  the  course  of  my  duties. 

Mr.  Kelley.  Did  you  approve  of  the  Skinner  &  Eddy  contracts? 

Mr.  New.  I  do  not  think  that  the  Skinner  &  Eddy  contracts  were 
ever  submitted  to  my  department  for  approvnl. 

Mr.  Keli-EY.  How  did  they  get  by  you  ?  Did  the  Shipping  Board 
itself  let  these  contracts  without  reference  to  you? 

Mr.  New.  There  were  a  great  many  higher  officials  in  the  Shipping 
Board — there  were  a  great  many  high  officials  in  the  Shipping 
Board 

Mr.  Kelley.  I  am  asking  you,  is  that  how  it  is  done 2^ 

Mr.  New.  There  were  contracts  that  did  not  come  into  the  ci-edit 
department  until  after  the  contracts  were  signed. 

The  Chairman.  Will  you  look  at  this  financial  statement  that  you 
read  into  the  record,  Mr.  New,  once  more,  please,  aiid  see  if  this  is 
headed  "  Providence  Engineering  Corporation  ••  or  "  Providence  En- 
gineering Co. "  ? 

Mr.  Neav.  You  mean  the  one  our  district  auditor  rendered? 

The  Chairman.  At  Boston ;  yes. 

Mr.  New.  All  right  [examining  report].  I  would  be  glad  to  fur- 
nish you  a  copy  of  this ;  I  have  a  signed  copy  and  an  unsigned  copy. 

The  Chairman.  I  think  we  would  like  to  have  a  copy,  although 
you  have  read  it  into  the  record. 

Mr.  New.  I  read  into  the  record  a  r&ume  that  I  made  of  this. 

The  Chairman.  Oh.  ves. 

Mr.  New.  But  the  figures  are  here  and  substantiate  the  figures 
which  I  read. 

The  Chairman.  The  r&um^  that  you  read,  was  that  headed 
''  Providence  Engineering  Corporation ''  ? 

Mr.  New.  Providence  Engineering  Co. 

The  Chairman.  Company? 
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Mr.  New.  Yes.  The  report  from  the  district  auditor  is  headed 
"  Providence  Eng^ineering  Corporation." 

The  Chairman.  Corporation,  and  this  resume  is  taken  from  his 
report. 

Mr.  Nfav.  It  is. 

The  Chairman.  And  you  say  you  can  furnish  us  with  a  copy  of 
his  report,  which  is  unsigned  ? 

Mr.  New.  Yes,  sir. 

Mr.  Kelley.  If  there  were  any  other  corporations,  Mr.  New,  doing 
business  with  the  Shipping  Board,  which  had  to  pay  such  fees  as 
this  for  credit,  would  not  your  department,  in  checking  through, 
discover  that  ? 

Mr.  New.  Not  necessarily  in  a  contract  of  this  nature.  Do  you 
want  me  to  explain  what  I  mean  by  "  this  nature  "  ? 

Mr.  Keij^ey.  Why,  yes;  I  would  like  to  know  all  about  it. 

Mr.  New.  It  is  a  lump-sum  contract  that  provides  for  the  payment 
by  the  Fleet  Corporation  to  the  contractor  a  certain  percentage  of 
the  cost  of  hulls — for  the  cost  of  ships — as  the  work  progresses,  so 
much  when  the  contract  was  signed,  and  so  much  when  a  certain 
physical  stage  of  completion  was  reached.  When  those  payments 
were  made  thev  were  payments  to  the  contractor,  and  the  money  was 
the  contractor's  money,  and  as  long  as  they  lived  within  the  terms  of 
that  contract  there  .was  no  occasion  for  us  to  determine  that. 

Mr.  Keijt^ey.  Let  me  put  the  question  this  way:  If  any  corpora- 
tions did  have  to  pay  any  such  exorbitant  commission  as  this,  they 
probably  would  be  in  great  distress,  would  they  not? 

Mr.  New.  Yes. 

Mr.  Keixey.  Not  only  when  they  got  the  relief,  but  in  their  jGinal 
accounting  with  you,  would  they  not? 

Mr.  New.  I  should  say  if  they  were  accustomed  to  pacing — allow- 
ing themselves  to  be  gouged  in  any  such  manner  as  this — ^that  they 
could  not  build  ships  for  the  price  named  in  the  contract^  and  there- 
fore before  the  contract  was  completed  they  would  be  in  financial 
trouble. 

Mr.  Kelley.  Were  these  ships  completed  Under  this  contract? 

Mr.  New.  I  understand  that  they  were. 

Mr.  Kelley.  Have  you  settlement  with  this  companv? 

Mr.  New.  I  understand  that  they  have  been  paid  all  contract  pay- 

mentsi 

Mr.  Kelley.  They  must  have  some  claims,  have  they  not? 

Mr.  New.  I  think— I  am  not  sure  on  this  point— but  I  think  they 
have  some  claims  for  changes  and  extras  in  the  ship  construction. 

Mr.  Kelley.  Are  there  any  corporations — either  this  one  or  anv 
other — that  have  made  a  showing  in  their  final  settlements  which 
would  indicate  that  they  had  paid  large  commissions  to  banks  for 
establishing  credit,  and  that  that  information  has  come  to  you  in 

that  manner. 

Mr.  New.  No  such  information  has  come  to  me  in  that  manner. 

Mr.  Kelley.  Well,  in  any  manner. 

Mr.  New.  No;  in  no  manner  have  I  got  any  information  of  ex- 
orbitant charges  by  a  bank. 

Mr.  Kelley.  Are  you  not  the  assistant  comptroller? 

Mr.  New.  I  am. 
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Mr.  Kelley.  I  should  think  you  would  know.  You  know  all  that 
your  chief  loiows,  do  you  not?     [Laughter.] 

Mr.  New.  I  do  not  aspire  to  that.     [Laughter.] 

Mr.  Kelley.  I  know  that  is  quite  a  contract,  but  still  I  am  pretty 
well  satisfied  that  you  are  in  touch  with  things  up  there  pretty  well^ 
and  that  if  anything  happened  to  the  chief,  you  would  know  where 
to  find  things  pretty  well. 

Now,  has  it  come  to  your  knowledge  in  any  way,  as  assistant  comp- 
troller, that  any  corporation,  this  one  or  any  other,  has  paid  exorbi- 
tant commission  to  banks? 

Mr.  New.  It  has  not. 

Mr.  Kelley.  Mr.  Cranor  tried  to  get  this  contract  through,  didn^t 
he — tried  to  get  the  approval  of  it  with  you? 

Mr.  New.  Mr.  Cranor  came  to  my  office  a  few  days  before  the  con- 
tract was  approved  from  a  financial  standpoint. 

Mr.  Kelley.  Just  a  few  days? 

Mr.  New.  Just  a  few  days  is  my  recollection  of  it,  the  first  time 
I  ever  met  him — I  do  not  think  I  ever  met  him  but  twice  during  the 
process  of  these  negotiations ;  I  think  he  called  on  me  one  time  before 
the  day  that  he  came  to  my  office  and  asked  me  to  call  Mr.  Sands  with 
reference  to  this  matter. 

Mr.  Kelley.  He  was  not  very  industrious,  was  he,  in  trying  to  get 
this  contract  approved? 

Mr.  New.  You  will  have  to  ask  Mr.  Cranor  that;  I  do  not  know^ 
He  may  have  been  as  busy  as  a  bee ;  I  do  not  know. 

Mr.  Kelley.  If  he  appeared  there  once 

Mr.  New  (interposing).  Twice. 

Mr.  Kelley.  Twice? 

Mr.  New.  Once  and  possibly  twice. 

Mr.  Kelley.  And  that  right  at  the  last? 

Mr.  New.  Yes,  sir. 

Mr.  Kelley.  To  tell  you  that  Mr.  Sands  would  furnish  the  neces- 
sary credit? 

Mr.  New.  Yes,  sir. 

Mr.  Kelley.  And  that  is  the  only  time  he  showed  up  there  to  get 
these  contracts  through? 

Mr.  New.  Those  are  the  only  two  times  that  he  showed  up  in  my 
office,  to  my  recollection. 

Mr.  Kelley.  Did  you  hear  Mr.  Sands's  testimony  the  other  day 
here,  that  Cranor  was  to  get  $15,000  out  of  this  $40,000? 

Mr.  New.  I  did  not  hear  the  testimony ;  I  read  it  in  the  newspapers. 
I  was  not  here  to  hear  the  testimony. 

Mr.  Kelley.  But  you  are  sure  that  he  did  not  try  to  put  this  con- 
tract through  until  after  or  about  the  time  that  Sands  wrote  the  let- 
ter, excepting  that  he  appeared  there  once  before? 

Mr.  >^ew.  No,  sir:  I  am  not  sure  what  he  may  or  may  not  have 
done.    I  am  telling  you  what  he  did  with  reference  to  my  department. 

Mr.  Kelley.  That  is  what  I  say,  he  was  there  once? 

Mr.  New.  Yes;  once  or  twice. 

Mr.  Kelley.  You  were  the  one  that  was  holding  this  contract  up, 
were  you  not? 

Mr.  New.  I  did  not  approve  the  financial  standing  of  the  Provi. 
donee  Enirineering  Co.  until  I  had  received  this  letter  from  the  Com- 
mercial National  Bank. 
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Mr.  Kelley.  That  was  the  only  thing  that  was  necessary  to  get  it 
through — the  credit — and  that  you  were  holding  up. 

Mr.  New.  I  am  not  sure  on  that  point,  whether  or  not  there  might 
have  been  objections  from  some  other  division  for  some  other  reason 
or  not.  I  can  not  answer  that  question.  But  I  make  this  statement : 
I  was  asked  on  February  11  to  investigate  the  matter,  and  it  was  not 
approved  until  March  15. 

Mr.  Kelley.  Did  it  strike  you  at  all  as  peculiar  that  a  Washington 
bank  with  which  these  people  had  never  done  any  business,  that  that 
bank  should  put  up  the  credit  and  guarantee  the  credit  of  this  com- 
.  pany  ? 

Mr.  New.  Not  exceptionally. 

Mr.  Kelley.  Was  that  a  very  common  thing  to  happen  ? 

Mr.  New.  No;  I. can  not  say  that 

Mr.  Keijley  (interposing).  For  an  engineering  company  away  up 
in  Providence,  JR.  I.,  to  go  down  to  Washington  among  strangers  to 
get  credit.    Would  not  that  excite  your  suspicion  ? 

Mr.  New.  I  would  not  say  that  it  was  an  ordinary  procedure.  I 
recall  at  the  time  that  Mr.  Hussey  told  me  that  he  was  going  to  get  a 
line  of  credit  at  the  Commercial  National  Bank.    I  asked  him  why. 

Mr.  Kelley.  Yes.    What  did  he  say? 

Mr.  New.  He  said  that  he  had  certain  banking  connections  there 
that  made  it  possible;  and  from  my  standpoint,  if  he  could  obtain 
this  line  of  credit  from  the  Commercial  National  Bank  it  was  satis- 
factory to  me  from  a  financial  standpoint. 

Mr.  Kelley.  Did  he  say  Mr.  Cranor,  the  financial  agent  of  the 
company,  was  an  old  friend  of  Sands,  and  that  he  thought  they  could 
fix  it  up  that  way? 

Mr.  New.  He  did  not. 

Mr.  Kelley.  Did  he  mention  Sands  at  all  in  conQection  with  the 
credit? 

Mr.  New.  He  did  not. 

Mr.  Kelley.  Did  you  understand  that  Cranor  was  the  one  who 
negotiated  the  credit? 

'  Mr.  New.  I  did  not;  and  I  did  not  know  Mr.  Cranor  until  a  few 
days  before  I  finally  approved  it  from  a  financial  standpoint. 

Mr.  Kelley.  This  bank  did  not  really  make  any  loan  at  all,  did 
they,  to  this  company? 

sir.  New.  They  guaranteed  to  make  a  loan  available  to  them  dur- 
ing the  life  of  the  contract,  whether 

Mr.   Kelley    (interposing).    The   vice   president  of  the  bank  did  ? 

Mr.  New.  I  considered  that  the  bank  did  through  its  vice  president. 

Mr.  Kelley.  But  did  the  bank  ever  put  this  money  where  these 
people  could  use  it  ? 

Mr.  New.  I  do  not  know. 

Mr.  Kelley.  If  thev  did  not,  if  they  simply  put  it  in  the  savings 
department,  and  fixed  it  so  that  it  could  not  be  checked  against, 
then  thev  practiced  a  deception  upon  the  Shipping  Board? 

Mr.  N'ew.  Positively. 

Mr.  Kelley.  Tn  this  re[)ort  this  $10,000  note  appears  to  have  been 
paid  out  of  Shipping  Board  money,  does  it  not,  Mr.  New;  that  this 
amount  which  was  a  partial  payment,  the  report  recites,  for  estab- 
lishing credit  to  the  extent  of  $10,000,  was  paid  out  of  the  Govern- 
ment's  fund  ? 
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Mr.  New.  I  can  not  see  that  that  was  the  case. 

Mr.  Keuley.  Well,  just  tell  me  about  that,  so  I  will  have  that 
straight  in  my  mind. 

Mr.  New.  The  contract  was  entered  into  with  the  Providence 
Engineering  Co.,  by  which  after  they  had  performed  certain  things 
under  the  contract,  namely,  the  fumshing  oi  a  bond 

Mr.  Kelley  (interposing).  You  were  standing  the  expense  of  that^ 
were  you  not  ? 

Mr.  New.  We  were  not. 

Mr.  Kelxjey.  Is  not  that  charged  up  in  this  Downey  concern 
against  the  Government? 

Mr.  New.  The  cost  of  furnishing  the  bond 

Mr.  Kelley  (interposing).  How? 

Mr.  New.  I  do  not  know;  I  do  not  see  that  there  is  anything 
charged  up  against  the  Government. 

Mr.  Kelley.  What  does  that  heading  there  "general  expenses" 
mean — anything  that  is  not  included  in  overhead?  Why  did  they 
not  put  that  in  the  overhead  expenses? 

Mr.  New.  I  should  think  it  would  belong  in  their  overhead  ex- 
pense. ' 

Mr.  Kelley.  What  is  the  effect  of  not  putting  it  there ;  that  is  what 
I  am  getting  at.  It  is  put  down  there  under  the  head  of  direct  pay- 
ment. 

Mr.  New.  The  $10,000? 

Mr.  Kelley.  Yes. 

Mr.  New.  I  do  not  know  what  it  means. 

Mr.  Kelley.  Well,  then,  I  feel  very  much  flattered  here.  I  did 
not  know  either.  [Laughter.]  I  will  let  you  look  at  it  now,  and 
then  tell  me  what  it  means — "Payment  for  expenses" — let  me  read 
it  to  you. 

Mr.  New.  Mav  I  follow  vou  with  one  I  have  here. 

Mr.  Kelley.  Yes ;  if  you  have  one.     At  the  bottom   [reading]  : 

There  are  several  entries  cliarjrrd  to  expense  on  the  hooks  of  the  Provi<len<*e 
Enjilneerini;  Co.,  and  credite<l  tr>  the  account  of  Wallace  Downey,  which  I, 
helieve  should  ht»  charjjed  to  their  overhead  and  not  dlnol.y  to  ia<  Ir  contract 
expense  account.  Apr  1,  for  amount  allowed  to  Wallace  D(»wney  by  boanl  of 
directors  for  indenudty  Ixuid.  $7,825.  September,  for  s?r\: -cs-  -j  -bainnan  of 
the  board  of  directors  at  $1,(KX)  a  month,  for  six  months,  $0,(XX);  September, 
partial  payment. 

This  is  the  one  that  caught  my  eye  [readinp]  : 

For  furnishing,  guaranteeing  llnancial  credit  and  working  capital,  |1(>,U00. 

Mr.  New.  Yes. 

Mr.  Kellky.  That  is  the  month  that  the  $10,000  note  was  paid? 

Mr.  New.  Yes. 

Mr.  Kelley.  What  effect  does  that  bookkeeping  have  on  the  Gov- 
ernment ? 

Mr.  New.  I  a^ree — I  am  not  an  accountant  or  an  auditor — I  agree 
with  the  auditor's  statement  that  it  should  be  under  overhead  ex- 
penses. 

Mr.  Kelley.  What  effect  does  it  have?  Who  is  going  to  pay — 
that  is  what  I  am  interested  in — ^that  is.  Sands. 

>^r.  Xew.  It  had  already  been  paid  at  this  time. 

Mr.  Keli^ey.  By  whom? 
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Mr.  New.  By  the  Providence  Engineering  Co. 

Mr.  Kellet.  What  diflference  did  that  make  to  the  Government  of 
the  United  States  ? 

Mr.  New.  What  diflference  does  it  make  ? 

Mr.  Kelley.  Yes. 

Mr.  New.  If  they  did  not  have  suflScient  funds  to  finish  the  con- 
tract it  would  make  a  wonderful  diflference  to  the  corporation. 

Mr.  Kelley.  That  is  the  idea  exactly. 

Mr.  New.  If  they  did  have  sufficient  funds*  to  live  within  this 
contract  it  is  none  of  our  business. 

Mr.  Kelley.  If  everything  came  out  all  right  at  the  finish  it  would 
not  make  any  diflference. 

Mr.  New.  Not  a  bit. 

Mr.  Kelley.  But  if  you  had  to  settle  and  sustained  a  loss,  this 
money  having  been  paid  out,  the  (iovernraent  would  lose  it;  is  that 
right  ? 

Mr.  New.  If  the  Government  gave  them  anything  in  excess  of  the 
contract,  if  the  Government  did  not  force  them  to  live  within  the 
terms  of  the  contract,  that  was  an  expense  that  should  not  have  been 
allowed. 

Mr.  Kelley.  Do  you  think  the  situation  as  it  exists  as  to  this  com- 
pany— the  allowing  of  it — was  in  any  way  detrimental  to  the  Gov- 
ernment ? 

Mr.  New.  I  do  not  see  where  the  Government — if  this  contract 
works  out 

Mr.  Kelley  (interposing).  I  am  saying  "as  it  stands."  This  war 
is  over  now,  and  we  are  settling  up  and  everything  is  stopped.  As 
this  contract  has  worked  out,  if  those  items  are  charged  as  this  ac- 
countant says  they  are  charged,  how  does  that  prejudice  the  Gov- 
ernment '( 

Mr.  New.  Not  at  all. 

Mr.  Kelley.  Then,  why  did  you  agree  with  the  accountant  that 
it  should  be  charged  to  some  other  account  ? 

Mr.  New.  From  an  accountant  standpoint. 

Mr.  Kelley.  That  would  not  make  any  diflference,  if  the  money 
was  not  to  be  paid. 

You  are  familiar  enough  with  the  aflfairs  of  this  company  to  know 
it  would  not  make  any  diflference  which  way  these  accounts  were 
kept,  would  it  ? 

Mr.  New.  It  is  something  we  have  nothing  to  do  with  as  long  as 
they  lived  within  the  contract. 

Mr.  Kelley.  As  a  matter  of  fact,  is  it  not  true  that  this  concern 
and  the  others  were  down  here  in  November — the  Downey  Shipbuild- 
ing Corporation — for  claims  aggregating  large  sums  of  money  against 
the  Government,  which  are  still  unsettled  ? 

Mr.  New.  What  are  you  asking  about  now — ^the  Downey  or  the 

Providence? 

Mr.  Kelley.  Let  us  take  this  one. 

Mr.  New.  I  understand  that  the  Downey  Shipbuilding  Co.  have 
large  claims  against  the  United  States  Shipping  Board  Emergency 
Fleet  Corporation. 
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Mr.  Kelmjy.  And  do  some  of  those  claims  grow  out  of  the  fact 
that  they  have  had  to  pay  enormous  coimnissions  elsewhere  for  estab- 
lishing credit? 

Mr.  New.  I  do  not  know. 

Mr.  Kellet.  How  could  you  find  that  out? 

Mr.  New.  By  the  audit  that  has  been  made  of  the  Downey  Ship- 
building Co.  operations. 

Mr.  Kelley.  Will  you  undertake  to  find  out  about  that? 

Mr.  New.  Will  I  undertake  to  find  out  about  that? 

Mr.  Kelley.  Yes ;  and  report  to  the  committee  some  time  in  Wash- 
ington, in  order  to  see  what  is  the  matter  with  this  concern? 

Mr.  New.  I  will  do  that ;  yes,  sir. 

Mr. 'Kelley.  About  this  company? 

Mr.  New.  Although,  I  should  say  that  to  make  that  report  that 
you  are  requesting,  you  should  call  another  witness  ratner  than 
myself. 

Mr.  Kelley.  Will  you  see  that  the  proper  person  is 

Mr.  New  (interposing).  Subpoened? 

Mr.  Kelley.  No.  I-«et  us  know  who  it  is,  if  you  are  not  the  right 
one. 

Mr.  New.  Yes.  I  should  say  that  the  proper  narty  to  call  for  that 
evidence  would  be  the  district  comptroller  in  New  York,  the  con- 
struction division. 

Mr.  Kelley.  Have  you  not  got  all  the  data  in  Washington? 

Mr.  New.  Yes,  sir. 

Mr.  Kelley.  What  is  the  use  of  coming  up  to  New  York  for  it — 
why  not  get  it  right  there  ? 


soui^ce 

mation 

if  vou  want  me  to  do  it,  I  will  give  it. 

Mr.  Kelley.  Is  not  the  information  that  you  are  going  to  settle 
on 

Mr.  New  (interposing).  That  I  am  going  to  settle  on? 

Mr.  Kelley.  When  1  say  "you"  1  mean  the  Shipping  Board 
always. 

Mr.  New.  I  assume  it  is,  if  that  is  the  information  the  settlement 

may  be  based  on. 

Mr.  Keli^y.  That  ought  to  be  good  enough  for  us,  should  it  not? 
Mr.  New.  Yes.    I  do  not  know  that  the  final  figures,  however, 

are  in. 

Mr.  Kelley.  If  you  will  supply  that  to  us,  we  will  assume  it  is  all 
right ;  and  also  as  to  this  company? 

Mr.  New.  Yes. 

Mr.  Kelley.  That  will  clear  it  all  up. 

Mr.  New.  Yes. 

The  Chairman.  Do  you  know,  Mr.  New,  whether  the  Providence 
Engineering  Corporation  has  large  claims  pending  against  the  Gov- 
ernment for  changes  and  extras  ? 

Mr.  New.  Mr,  Walsh,  I  will  have  to  answer  that  in  a  general  way^ 
My  understanding  is  that  they  have  a  claim  for  changes  and  extras, 
in  the  designs  of  the  ships;  that  is  my  understanding.  I  can  not 
give  you  definite  and  direct  testimony  on  that. 
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The  Chairman.  A  number  of  these  matters  about  which  you  have* 
testified  do  not  come  under  your  direct  supervision  or  knowledf^e,  do 
they,  Mr.  New?     What  I  mean  to  say  is,  your  special  work  is  in  the 
credit  branch  ? 

Mr.  Xew.  Yes.  My  special  work  is  the  credits.  The  construction 
division,  insurance  department,  the  budget,  of  both  the  operating  and 
construction  divisions. 

The  Chairman.  Are  you  consulted,  or  do  you  prepare  reports  upon 
which  are  based  settlements? 

Mr.  New.  I  do  not. 

The  Chairman.  That  is  done  by  some  other  official? 

Mr.  New.  Yes. 

The  Chairman.  The  committee  will  now  stand  adjourned  until 
9.15  o'clock  to-morrow  morning. 

(Thereupon,  at  10.56  o'clock  p.  m.  the  committee  adjourned  to 
meet  to-morrow,  Wednesday,  December  1, 1920,  at  9.15  o'clock  a.  in.) 


Select  Committee  on 
IJNrrED  States  Shipping  Board  Operations. 

House  of  Representatives. 
New  York,  December  7,  1920, 

The  committee  met  in  exhibit  room  No.  6,  Pennsylvania  Hotel,  at 
9.15  o'cdock  a.  m.,  Hon.  Joseph  Walsh  (chairman),  presiding. 
Present  also :  Hon.  Patrick  H.  Kelley,  member  of  committee. 

TESTIMOinr  OF  ME.  JOHN  M.  CEAHOE. 

(The  witness  was  duly  sworn  by  the  chairman.) 

The  Chairman.  Your  name,  Mr.  Cranor? 

Mr.  Cranor.  John  M.  Cranor. 

The  Chairman.  Where  do  your  reside,  Mr.  Cranor? 

Mr.  Cranor.  My  home  is  at  Richmond,  Va.,  but  I  live  here. 

The  Chairman*  New  York? 

Mr.  Cranor.  Yes. 

The  Chairman.  What  is  your  residence  in  New  York? 

Mr.  Cranor.  Great  Northern  Hotel. 

The  Chairman.  What  is  your  business,  Mr.  Cranor? 

Mr.  Cranor.  I  am  interested  in  coal  and  iron. 

The  Chairman.  At  one  time  were  you  representing  or  employed 
by  the  Downey  Shii>l)uildinp:  Corporation  or  the  Providence  Engi- 
neering Co.? 

Mr.  Cranor.  Yes,  sir;  in  1918. 

The  Chairman.  In  what  capacity  were  you  representing  them  or 
employed  by  them? 

Mr.CRANOR.  Well,  I  was  assistant  to  the  president. 

The  Chairman.  Mr.  Wallace  Downey? 

Mr.  Cranor.  Yes. 

The  Chairman.  Do  jrou  know  Mr.  R.  Wilmer  Boiling? 

Mr.  Cranor.  Yes,  sir. 

The  Chairman.  Mr.  Tucker  K.  Sands? 

Mr.  Cranor.  Yes. 

The  Chairman.  Lester  Sisler? 
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,     Mr.  Cranor.  I  knew  Mr.  Sisler — that  is,  I  would  recognize  him. 

The  Chairman.  Did  you  have  occasion  to  visit  officials  of  the 
Shipping  Board  in  connection  with  a  contract  of  the  Downey  Ship- 
building Corporation  or  the  Providence  Engineering  Corporation! 

Mr.  Cranor.  Well,  I  saw  Mr.  Hurley. 

The  Chairman.  Yes,  sir.    Now  what  about,  Mr.  Cranor? 

Mr.  Cranor.  I  saw  Mr.  Hurley  about  a  contract  for  the  Downey 
Shipbuilding  Co.  and  for  the  Providence  Engineering  Co. 

The  Chairman.  How  many  times  did  you  talk  with  him? 

Mr.  Cranor.  Once,  I  believe ;  possibly  twice. 

The  Chairman.  That  was  in  1918? 

Mr.  Cranor.  Yes,  sir;  somewhere  possibly  in  February  or  the  early 
part  of  March;  I  should  say  February,  however. 

The  Chairman.  The  Downey  Shipbuilding  Corporation  already 
had  a  contract  with  them  at  that  time,  didn't  they  ? 

Mr.  Cranor.  Yes;  for  ten  ships. 

The  Chairman.  This  was  about  another  contract? 

Mr.  Cranor.  Yes,  sir;  this  is  another  contract. 

The  Cpi airman.  Were  you  endeavoring  to  secure  a  contract  or  were 
you  discussing  the  details  about  a  contract  that  had  been  agi'eed 
upon  ( 

Mr.  Cranor.  Well,  I  was  trying  to — I  was  doing  both.  I  was  dis- 
cussing various  details  in  matters  in  connection  with  the  contract 
which  was  already  in  existence,  and  endeavoring  to  get  new  busi- 
ness also. 

The  Chairman.  Were  A'OU  a  stockholder  in  either  of  those  cor- 

ft' 

porations  ? 

Mr.  Cranor.  No,  sir. 

The  (^hatrman.  Did  you  get  the  new  busineas,  and  did  you  adjust 
the  details? 

Mr.  Cranor.  Well,  some  of  them  I  did,  and  some  of  them  I  did  not 

The  Chairman.  Did  you  get  a  new  contract? 

Mr.  Cranor.  No,  sir. 

The  Chairman.  What  was  the  reason  for  that? 

Mr.  Cranor.  Well,  I  would  say  that  it  was  because  he  had  a  con- 
tract for  10  ships,  none  of  which  had  been  delivered,  and  you  might 
^ay  slow  delivery,  I  suppose.  There  was  a  disposition  on  the  i>art  of 
the  board,  I  should  judge,  not  to  give  new  contracts  where  there  was 
already  existing  contracts  unless  some  of  the  ships  were  l^ing  de- 
livered, which  in  this  case  was  not  being  done. 

The  Chairman.  Did  you  make  your  headquarters  in  Washington 
along  about  this  time? 

Mr.  Cranor.  I  lived  at  the  Willard  Hotel  for  about  12  or  li 
months — probably  14  months. 

The  Chairman.  Now,  did  you  have  occasion  to  meet  Mr.  Tucker 
K.  Sands  during  this  period? 

Mr.  Cranor.  Yes,  sir. 

The  Chairman.  On  what  matters? 

Mr.  Cranor.  Well,  I  had  known  Mr.  Sands  down  at  Richmond, 
my  home,  a  good  many  years  when  he  was  cashier  and  vice  president 
of  the  Bank  of  Richmond ;  I  carried  an  account  there,  and  sometimes 
borrowed  considerable  money  with  him ;  and  was  very  well  acquainted 
with  him;  and  it  was  perfectly  natural  that  I  should  go  to  see  him 
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when  I  went  to  Washington,  and  I  dropped  in  occasionally  to  see 
him  at  the  bank. 

The  Chairman.  Did  he  ever  introduce  you  to  Mr.  Boiling? 

Mr.  Cranor.  I  don't  think  ,so.    I  don't  recall. 

The  Chairman.  Do  you  remember  when  you  first  met  Mr.  Boiling, 
and  by  whom  you  were  introduced? 

Mr.  Cranor.  No,  sir ;  I  went  to  his  father's  house,  35  or  40  years 
ago;  I  don't  remember;  I  don't  know  whether  I  knew  him  then  or 
not,  I  don't  think  I  did;  and  I  don't  remember  very  much  about  where 
I  did  meet  him  first  or  when. 

The  Chairman.  Well,  would  you  say  you  had  met  him  before  you 
went  to  Washington  in  1918? 

Mr.  Cranor.  Ireckon  so ;  I  don't  know ;  I  don't  recall. 

The  Chairman.  Did  you  have  any  financial  transactions  through 
Mr.  Sands  during  1918,  while  you  were  in  Washington. 

Mr.  Cranor.  Well,  I  don't  know  whether  I  did  or  not,  I  might; 
outside  of  this  ship  matter,  you  mean? 

The  Chairman.  Yes. 

Mr.  Cranor.  I  don't  remember,  I  reckon  so;  but  I  don't  remember. 

The  Chairman.  Were  you  representing  any  other  concerns  there  < 
at  that  time,  Mr.  Cranor? 

Mr.  Cranor.  No,  sir. 

The  Chairman.  You  were  just  looking  after  the  interests  of  the 
Downey  concern? 

Mr.  Cranor.  Yes,  sir. 

The  Chairman.  The  Downey  Corporation? 

Mr.  Cranor.  Yes,  sir. 

The  Chairman.  Did  you  ever  offer  anybody  a  commission  or  any 
sum  of  money  for  assisting  in  securing  a  contract  for  the  Downey 
Shipbuilding  Corporation  or  the  Providence  Engineering  Corpora- 
tion^ 

Mr.  Cranor.  No,  sir. 

The  Chairman.  Did  you  ever  enter  into  any  arrangements  with 
Mr.  Tucker  K.  Sands,  >f  r.  Lester  Sisler,  Mr.  R.  W:  Boiling,  or  either 
or  any  or  some  of  them,  whereby  Mr.  Boiling  and  Mr.  Sisler,  or 
either  of  them,  would  assist  in  securing  a  contract  for  the  Downey 
Shipbuilding  Corporation  or  the  Providence  Engineering  Corpora- 
tion, and  would  share  in  a  commission  of  some  $40,000? 

Mr.  Cranor.  Xo,  sir. 

The  Chairman.  Did  any  transaction  of  that  sort  take  place? 

Mr.  Cranor.  Xo,  sir. 

The  Chairman.  Xever  had  anv  discussion  of  anvthing  like  that? 

Mr.  Cranor.  Xo,  sii^ 

The  Chairman.  Did  you  ever  use  Mr.  Sands  to  use  his  influence 
with  Mr.  Boiling  and  Mr.  Sisler  to  get  a  contract  for  the  Downey 

company  ? 

Mr.  Oranor.  No,  sir. 

The  Chairman.  Either  for  them  or  the  Providence  Engineering 
Co.? 

Mr.  Cranor.  No,  sir. 

The  Chairman.  Or  the  other  shipbuilding  company? 

Mr.  Cranor.  No,  sir. 

The  Chairman.  Did  you  ever  meet  Mr.  Boiling  in  Mf.  Sands's 
apartment  at  the  Willard? 
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Mr.  Crakor.  I  rather  think  I  did  one  night,  but  I  don't  remember. 

The  Chair3ian.  You  recollect  anything  about  the  occasion,  Mr. 
Cranor  ? 

Mr.  Cranor.  Well,  in  what  way  ? 

The  Chairman.  About  the  occasion  of  your  meeting  him  there; 
what  you  were  doing  there? 

Mr.  Cranor*  Yes,  sir;  sure. 

The  Chairman.  What  was  the  occasion. 

Mr.  Cranor.  Well,  I  had  a  quart  of  old  liquor,  and  it  was  pretty 
good,  and  I  could  make  a  pretty  good  toddy,  and  "we  were  having 
some  toddies. 

The  Chairman.  It  was  a  social  call  ? 

Mr.  Cranor.  Yes,  sir. 

The  Chairman.  No  business  transacted? 

Mr.  Cranor.  No,  sir. 

Tlie  Chairman.  Did  you  ever  meet  Mr.  Sisler  in  there  ?  You  did, 
did  you  not? 

Mr.  Cranor.  I  don't  remember  of  ever  meeting  Mr.  Sisler  but 
once  in  my  life,  in  some  one  of  the  offices  in  Wahington  where  Mr. 
.Hurlev's  office  was.  I  never  was  in  the  house  but  once  or  twice  in 
mv  liie,  and  the  gentleman  appeared,  and  I  think  I  met  him  in  that 
oAce. 

The  Chairman.  Did  Mr.  Downey  ever  come  to  Washington  i>er- 
sonally,  Mr.  Wallace  Downey? 

Mr.  Cranor.  Yes,  sir;  he  came  down  occasionally. 

The  Chairman.  Was  he  ever  in  Mr.  Sands's  apartment  at  the 

Willard  ? 

Mr.  Cranor.  T  could  not  tell  you  about  that ;  never  with  me. 

The  Chairman.  Never  with  you? 

Mr.  Cranor.  No,  sir. 

The  Chairman.  When  you  were  there? 

Mr.  Cranor.  No,  sir.  . 

The  Chairman.  Now,  did  you  assist  the  Providence  Engineering 
Co.  or  participate  in  arranging  credit  for  them  to  satisfy  the  credit 
department  of  the  Shipping  Board'  in  order  that  they  might  get  a 

contract  ? 

Mr.  Cranor.  Yes,  sir. 

The  Chairman.-  Now,  will  you  tell  us  ]ust  what  you  did  in  that 
respect,  Mr.  Cranor,  beginning  at  the  start  of  the  transaction :  Whom 
vou  saw  and  what  arrangements  you  made,  and  what  was  done? 
'  Mr.  Cranor.  I  think  I  might  just  tell  you  all  that  I  know  about 
this,  and  then  it  would  set  some  matters  very  clearly  before  you  from 
what  I  read  in  the  papers. 

The  Chairman.  Yes,  sir.  ^  ^  v. 

Mr.  Cranor.  I  went  down  to  Washington  on  the  7th  day  of  ^bru- 
ary  1918.  I  didn't  know  anybody  much,  never  been  around  Wash- 
ington much ;  took  me  three  or  four  days  to  get  my  hotel  accx>mmoda- 
tions  arranged.  I  went  over  to  the  Senate  and  saw  Senator  Tom 
Martin  from  Virginia,  and  told  the  Senator  what  I  wanted  to  do, 
and  I  asked  him  if  he  would  assist  me  or  tell  me  how  to  go  about  it 
a  bit;  and  he  said  he  would  be  very  glad  to  introduce  me  to  Mr. 
Hurlev.  And  he  called  up  Mr.  Hurley  and  introduced  me  over  the 
]>hone*  arfd  told  Mr.  Hurley  what  I  wanted,  and  he  would  be  very 
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glad,  liny  thing  that  he  could  do,  to  do.  And  made  an  arrangement 
for  me  and  I  went  over  to  see  Mr.  Hurley.  This  is  probably  about 
the  end  of  February. 

Then  I  arranffed  this  contract.  I  had  never  met  Mr.  Boiling  or 
Mr.  Sisler  nor  Mr.  Sands  about  a  contract.  I  had  not  spoken  to 
them  at  all.  I  had  not  spoken  to  Mr.  Sands  about  the  contract  other 
than  to  say  that  I  was  to  get  one.  And  I  arranged  the  matter.  And 
after  arranging  it  I  found  from  the  department's  office  that  the 
financial  standing  of  the  Providence  Engineering  Corporation  was 
not  satisfactory'  to  the  auditors  of  the  Shipping  Board,  and  I  called 
up  Mr.  Downey  and  told  him  what  was  in  the  way  of  the  consumma- 
tion of  the  order,  and  he  asked  me  if  I  could  not  arrange  that  in 
Washington,  that  he  had  had — would  have  to  pay  out  a  good  deal 
of  money  here  to  do  it  with  bankers,  possibly  give  up  stock  or  some- 
thing of  that  sort,  which  we  didn't  want  to  do.  And  I  said  I  would 
see  Mr.  Sands  and  see  what  I  could  do  about  it. 

I  had  a  talk  with  Mr.  Sands  about  it,  and  as  I  recall,  he  told  me 
he  thought  he  could  arrange  it  for  us  with  several  of  bis  banking 
friends;  that  he  would  not  like  to  do  that  in  his  own  bank.  And 
some  few  days  later  he  wrote  a  personal  letter  to  the  auditor  of  the 
Shipping  Board,  a  copy  of  which  he  showed  me,  in  which  he  agreed 
to  underwrite  for  $100,000  or  $125,000,  whatever  it  was. 

It  went  along  a  few  days  after  that  and  that  wasn't  acceptable. 
I  went  to  the  auditor's  office  and  saw  Mr.  New,  the  only  time  I  ever 
saw  him  in  my  life  until  I  saw  him  the  other  day  in  Washington  and 
here  last  night,  and  I  said  to  Mr.  New,  "  Isn't  there  any  way  that  we 
can  get  this  thing  straightened  out?  "  "  Well,"  he  said,  "  Mr.  Cranor, 
there  is  no  evidence  before  us  that  this  company  has  enough  working 
capital  to  go  on  with."  "  Well,"  I  said,  "  I  have  arranged  that  with 
Mr.  Sands,  and  I  belie  re  you  have  a  letter."  He  said,  "Yes,  sir;  I 
have  that  letter,  but  I  returned  it  because  it  was  not  satisfactory." 
"  Well,"  I  said,  "  Mr.  Sands  said  he  would  arrange  it.  so  may  I  use 
vour  phone"?  He  said,  "Yes."  I  called  up  Mr.  Sands.  I  said, 
"  Mr.  Sands,  I  am  in  the  auditor's  office  of  the  Shipping  Board,  and 
I  would  like  to  arrange  this  matter  so  that  this  order  can  be  signed 
up,  if  possible,  to-day."  This  was  possibly  2  or  3  o'clock  in  the 
afternoon.  He  said,  "  That  is  all  right."  He  said,  "  I  will  arrange 
it."  I  said,  "  Will  you  tell  the  auditor  that  and  satisfy  him  ?  "  And 
he  said,  "I  will."  And  I  gave  the  phone  to  the  auditor,  Mr.  New, 
and  he  called  up  also  Mr.  Sands,  and  Mr.  Sands  said  he  would  do  it, 
and  Mr.  New  said,  "  That  is  all  right,"  and  he  said,  "  I  want  you  to 
sign  that  letter  as  vice  president  of  the  bank." 

I  don't  know  what  the  conversation  was  about  that,  but  they  talked 
a  little  bit,  and  he  agreed  to  it  at  that  time.  Mr.  New  said,  "All 
right,"  he  said,  and  he  hung  up  the  phone ;  but  he  said  to  him, "  Send 
the  letter  over  by  a  boy  " ;  and  I  think  Mr.  New  said  to  him  that  he 
would  formulate  a  letter,  and  send  over  to  him  a  copy  of  which  he 
would  like  signed,  about  the  form  of  the  letter.  And  he  sends  that 
letter  over  by  hand  I  believe,  that  night  or  the  next  morning ;  any- 
way Mr.  New  called  up  the  contract  department,  and  told  them  it 
was  all  right  to  sign  the  contract,  and  they  signed  it  that  same  after- 
noon, and  gave  it  to  Mr.  Hussev,  the  president  of  the  Providence 
Engineering  Co. 
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I  had,  of  course,  previously  arranged  to  pay  Mr.  Sands  $40,000 
for  taking  on  that  responsibility.  He  thought  he  ought  to  have  a 
little  more  money;  he  thought  he  ought  to  have  2  per  cent  of  the 
contractural  price,  which  would  be  about  $56,000.  But  I  got  it  down 
to  $40,000,  and  he  said  he  didn't  much  like  to  take  the  responsibility, 
but  he  finally  did.  I  don't  know  anything  about  the  settlement  of  it 
after  that,  the  arrangement  of  the  amount ;  that  is  all  so  far  as  I 
was  concerned  and  had  to  do  with  it. 

The  Chairman.  That  was  about  the  14th  or  15th  of  March,  alon^ 
there  ? 

Mr.  Cranor.  I  reckon  so ;  I  don't  remember  about  this — the  dates. 

The  Chairman.  Assume  the  contract  was  dated  the  14th  of  March, 
Mr.  Cranor,  just  assume  that  to  be  true,  and  I  think  that  is  the  date. 

Mr.  Cranor.  Yes. 

The  Chairman.  You  say  this  talk  was  about,  along  about  the  time 
that  Mr.  New  called  up  ? 

Mr.  Cranor.  That  was  the  same  day  I  went  over  from  the  Wil- 
lard  Hotel  to  his  office,  I  don't  remember  where  it  was ;  I  reckon  it 
was  around  toward  Seventh  Street,  I  don't  remember.  I  got  into  a 
taxicab  and  rode  to  his  office  because  I  was  in  a  hurry,  and  wanted 
to  get  down  if  I  could;  and  Mr.  Hussey  went  over  to  the  contract 
department  of,  the  Shipping  Board.  Where  that  was  I  could  not 
say ;  I  was  never  in  it  in  my  life ;  I  don't  know ;  wherever  that  was 
he  was  there ;  Mr.  Hussey  made  all  the  arrangements  over  there,  and 
did  all  the  arranging. 

The  Chairman.  And  that  was  the  first  time  you  ever  had  seen  Mr. 
New? 

Mr.  Cranor.  Yes,  sir ;  I  think  that  is  the  first  time  I  saw  Mr.  New. 

The  Chairman.  Mr.  Hussey  there  with  you  at  that  time? 

Mr.  Cranor.  No,  sir. 

The  Chairman.  He  was  not? 

Mr.  Cranor.  No,  sir ;  nobody  but  Mr.  New  and  myself. 

The  Chairman.  You  say  you  never  saw  Mr.  New  again  until  you 
saw  him  here  last  evening,  or  did  you  meet  him  in  Washington  the 
other  dav  ? 

Mr.  Cranor.  Yes,  sir. 

The  Chairman.  What  was  the  occasion  of  your  meeting  him  in 
Washington  ? 

Mr.  CRANOR.  I  went  down  tJ  Washington  last  Friday  night,  I  saw 
these  statements  in  the  paper,  and  I  thought  they  were  rather  wild 
statements,  and  I  went  down  to  tell  them  all  that  I  knew. about  this 
financial  arrangement.    I  met  Mr.  New  there. 

The  Chairman.  What  was  there  that  made  it  necessary  to  tell  Mr. 
New  about  it  ? 

Mr.  Cranor.  There  wasn't  anything. 

Tlie  Chairman.  You  just  happened  to  meet  him? 

Mr.  Cranor.  Yes;  I  just  happened  to  meet  him. 

The  Chairman.  Did  j^ou  talk  over  about,  or  attempt  to  refresh 
his  recollection  about,  this  conversation  you  had  had  with  him  ? 

Mr.  Cranor.  Well,  no ;  I  did  not  bother  about  that.  I  iust  told  him 
what  arrangements  I  had  made  with  Mr.  Sands,  and  spoke  about  this 
conversation  in  his  office,  and  he  reminded  me  that  Mr.  Sands  had 
written  a  personal  letter  before,  which  I  had  forgotten  about.     I 
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remember  it  was  talked  about,  but  it  had  slipped  my  mind,  and  he 
remmded  me  of  that. 

The  Chairman.  Were  you  authorized  to  fix  the  commission  or  the 
comoensation  ? 

Mr.  Cranor.  No,  sir;  I  was  not;  and  I  did  not  do  it.  Mr.  Downey 
didn  t  want  to  pay  but  $30,000  for  the  underwriting,  and  I  told  him 
I  could  not  arrange  it  for  that  money,  and  he  and  Mr.  Sands  settled 
it  up.  I  was  not  present,  don't  know  anything  about  it,  but  thev 
finally  settled  it.  "^ 

The  Chairman.  Was  he  in  Washington  ? 

Mr.  Cranor.  Yes,  sir ;  he  was  in  Washington. 

The  Chairman.  Was  he  in  Washington  at  the  time  you  had  the 
talk  with  Mr.  New? 

Mr.  Cranor.  No  ;  that  was  before.  He  did  not  settle  it  with  Mr. 
Sands  until  after  that. 

The  Chairman.  Do  you  know  when  the  payment  was  made  for 
this  service  by  Mr.  Sands? 
Mr.  Cranor.  No,  sir:  I  do  not. 

The  Chairman.  And  you  do  not  know  how  it  was  made  ? 
Mr.  Cranor.  No,  sir ;  I  do  not. 

The  Chairman.  You  never  delivered  any  part  of  the  payment  to 
Mr.  Sands? 

Mr.  Cranor.  No,  sir ;  I  had  nothing  to  do  with  that. 

The  Chairman.  Did  you  have  to  see  Mr.  Boiling  in  this  connection 
at  all,  about  this  contract? 

Mr.  Cranor.  I  never  saw  Mr.  Boiling  about  this  contract  in  mv 

life.     ^ '' — '^  -^  ^     ^-■"    ^ --  ^  -'^'  '    ^       .  ,.     ^  „.  ^ 

one 

The 

Mr.  Ckanor.  Admiral  BoUes;  pardon  me,  Admiral  Bolles.  I  went 
in  to  see  Mr.  Cox,  his  secretary,  and  I  met  Mr.  Boiling  in  the  ofiice  just 
accidentally.  He  was  not  in  the  inside  ofiice,  but  in  the  outside 
office.  And  Mr.  Downey  was  with  me,  and'I  think  Mr.  Downey's 
attorney,  Mr.  — I  don't  recall  his  name  now. 

The  Chairman.  Did  you  discuss  any  business  matter  with  Mr. 
Boiling  at  that  time? 

Mr.  Crancjr.  No,  no;  I  just  met  him;  just  met  him  in  the  office.  I 
may  have  met  him  bofoie;  I  don't  remember  about  that,  you  know; 
but  I  don't  remember.     I  remember  meeting  him  in  the  office  that 


rlr.  I.RANOR.  1  never  saw  Mr.  Boiling  about  this  contract  in  my 
J.     I  never  mentioned  it  to  him,  but  I  think  I  met  Mr.  Boiling 
5^  day  when  I  was  in  Admiral  Boiling's  office  in  Wsahington. 
rhe  Chairman.  Admiral  Boiling  or  Admiral  Bolles? 


morning. 


The  Chairman.  Did  von  have  occasion  to  see  Mr.  Boiling  any- 
where in  connection  with  this  transaction  or  anv  other  transactions 
that  you  were  interested  in  down  there? 

Mr.  Cranor.  No,  sir.  I  arrived  in  Washington  on  February  7, 
and  this  cent:  act  was  grnntecl  March  14,  and  I  did  not  have  much 
time  to  sec  anvbodv  and  did  not  see  anvbodv  until  after  this  con- 
tract  was  granted,  and  I  seriously  doubt  if  I  had  even  met  Mr. 
Bollinjr  when  this  contract  was  given.  I  do  not  think  1  had.  I  do 
not  think  I  had  met  Mr.  Sands  more  than  once  or  twice,  and  I  do 
not  think  I  had  even  discussed  this  contract,  except  when  I  came  up 
against  the  financial  end  of  it. 

The  Chairman.  Had  you  tried  to  arrange  this  credit  through 
other  sources? 
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Mr.  Cranor.  No,  sir ;  I  had  not. 

The  Chairman.  Mr.  Sands  was  the  only  person  you  went  to? 

Mr.  Cranor.  Well,  I  did  not  go  down  there  to  finance.  Washing- 
ton is  a  poor  place  to  finance,  I  should  say.  However,  it  seemed  to 
be  a  good  one  during  the  war.  But  I  went  down  there  to  get  a  con- 
tract, and  Mr.  Downey,  knowing  that  I  knew  Mr.  Sands,  asked  me 
if  I  could  not  arrange  this  cash  there,  because  he  would  save  a  lot 


of  money  by  it  in  his  opinion- 
The  Ohairman.  So  that  tl 


-which  I  expect  is  true. 


the  matter  of  arranging  the  credit  came 
up  afterwards.  You  were  there  to  try  to  get  this  contract  for  the 
Providence  Engineering  Co.? 

Mr.  Cranor.  Right. 

The  Chairman.  And  in  trying  to  get  it  you  had  everything  all 
arranged  until  the  credit  department  said  that  they  did  not  have 
sufficient  working  capital? 

Mr.  Cranor.  Right;  yes,  sir. 

The  Chairman.  And  then  you  reported  to  Mr.  Downey,  and  he 
told  you  to  try  to  arrange  that  credit  in  Washington,  and  you  went 
and  saw  Mr.  Sands;  he  undertook  to  establish  that  credit  personally 
and  with  some  friends  of  his? 

Mr.  Cranor.  Yes,  sir ;  that  is  the  way  he  talked  it  over  with  me. 

The  Chairman.  And  gave  a  letter  to  that  effect? 

Mr.  Cranor.  Yes,  sir;  several  days  afterwards — probably  a  week 
later. 

The  Chairman.  Yes;  which  was  sent  to  the  Credit  Department 
and  the  contract  was  not  awarded,  and  a  few  days  afterwards  you 
had  a  talk  with  Mr.  New,  and  he  told  you  that  he  had  returned  tht 
letter  and  that  he  must  have  a  letter  binding  the  bank? 

Mr.  Cranor.  Yes,  sir. 

The  Chairman.  And  later  that  letter  came,  signed  by  Mr.  Sands 
as  vice  president. 

Mr.  Cranor.  That  same  day,  I  believe.  I  never  saw  that  letter, 
Mr.  Walsh,  but  that  letter  was  given  by  Mr.  Sands,  as  I  understand 
it,  that  same  afternoon. 

The  Chairman.  And  the  contract  was  signed,  and  as  far  as  your 
connection  with  the  matter  is  concerned,  that  ended  it  ? 

Mr.  Cranor.  Yes,  sir;  that  is  right. 

The  Chairman.  Did  you  remain  in  Washington  after  that  ? 

Mr.  Cranor.  Yes,  sir. 

The  Chairman.  In  what  capacity? 

Mr.  Cranor.  Well,  Mr.  Downey  asked  me  to  remain  there  to  get 
the  steel  and  the  plates  and  further  business  for  the  Downey  Ship- 
building Co.,  and  various  things  that  had  to  be  done  in  those  trying 
times  to  get  material. 

The  Chairman.  Did  you  get  any  bending  rolls  at  any  time  for  the 
Downey  Shipbuilding  Corporation? 

Mr.  Cranor.  What  do  you  mean,  get  bending  rolls? 

The  Chairman.  Whether  any  bending  rolls  that  were  allocated 
or  to  be  sent  the  Downey  Corporation? 

Mr.  Cranor.  Oh,  yes ;  yes.  Mr.  Downey,  in  the  fall  or  winter — 
the  late  fall  before,  had  bought — I  am  not  familiar  with  shipbuild- 
ing, but  I  think  they  call  them  bilge  rolls,  that  roll  the  curved  plates 
in  the  ship,  of  the-^well,  I  don't  remember,  I  think  it  is  the  South- 
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wicke  Iron  Co.,  or  something  like  that,  in  Philadelphia,  for  some- 
thing like  $40,000,  or  something  like  that  that  they  had  cost— $42,000. 

The  Chairmajj.  When  did  you  say  this  was — the  fall  before? 

Mr.  Cranor.  In  the  fall  before ;  yes,  sir. 

The  Chairman^  1917? 

Mr.  Cranor.  Yes  sir;  1917,  in  the  fall.  I  could  not  tell  you,  it 
might  have  been  late  summer.  I  am  rather  inclined  to  think  it  was 
July,  but  I  am  not  sure  now;  I  could  not  tell  you  that.  And  it 
seems  as  though  Admiral  Bolles  had  ordered  these  rolls  to  be  sent  to 
some  concern  in  San  Francisco,  I  don't  know  whether  it  was  a  pipe 
and  bending  concern,  or  something  like  that,  that  had  gone  into  the 
shipbuilding  business  or  not,  but  I  think  so. 

The  Chairman.  The  Western  Pipe  &  Steel  Co.,  might  it  havo 
been? 

Mr.  Cranor.  I  reckon  something  like  that ;  I  don't  remember. 
And  they  were  sending  those  rolls  out  there,  and  I  found  out  that 
there  was  another  plant  within  two  miles  of  that  plant  that  had  bilge 
rolls  in,  and  they  are  not  used  very  much,  so  I  suggested  that  they 
could  arrange  to  use  those  same  bilge  rolls  for  the  two  plants,  even  if 
they  were  not  good  friends.  I  understand  they  were  not  good 
friends,  these  two  concerns,  and  I  went  over  and  told  Senator  Martin 
that  I  thought  that  ought  to  be  done,  that  tliis  was  no  time  to  fight 
among  ourselves,  we  were  fighting  Germans;  and  I  suggested  that 
Admiral  Bolles  be  requested  to  give  Mr.  Downey  these  rolls. 

The  Chairman.  When  was  this? 

Mr.  Cranor.  Oh,  I  reckon  it  was  in  February,  but  I  don't  know, 
Mr.  Walsh. 

The  Chairman.  What  I  mean  was,  you  were  not  down  there  in 
Washington  at  the  time  these  rolls  were  being  shipped  somewhere 
else? 

Mr.  Cranor.  Yes,  sir.  That  was  during  February,  1918.  You  see, 
it  takes  a  long  time  to  build  those  rolls.  They  had  to  be  built,  you 
know ;  they  are  verv  heavy,  and  it  takes  a  good  while  to  build  them. 

The  Chairman.  You  did  not  mean  to  say,  then,  that  in  the  fall  of 
1917,  Admiral  Bolles  had  ordered  these  sent  somewhere  else? 

Mr.  Cranor.  No,  sir;  they  were  ordered 

The  Chairman.  That  is  when  Mr.  Downey  had  ordered  them? 

Mr.  Cranor.  Mr.  Downey  ordered  them  at  that  time.  And  in 
February,  I  should  say,  maybe  January,  I  was  not  in  Washington  in 
January,  i)ut  it  came  to  my  attention  some  time  in  February — possibly 
the  middle  or  something  like  that — of  1918,  that  these  rolls  were 
ordered  to  this  plant  in  the  west.  And  I  think  that  the  Senator 
called  up  somebody,  I  don't  know  who,  and  maybe  they  called  up 
Admiral  Bolles,  I  don't  know  how  that  was  done;  anyway,  in  a  few 
days  Mr.  Cox,  his  secretary,  gave  me  these  rolls,  gave  an  order  to  ship 
them  to  Downey. 

The  Chairman.  Did  you  ever  see  Mr.  Sands  about  that?  • 

Mr.  Cranor.  No;  about  those  rolls? 

The  Chairman.  Yes,  sir. 

Mr.  Cranok.  Why  should  I  see  him  about  rolls? 

The  Chairman.  No:  I  am  asking  you  if  you  ever  saw  him  about 
that  ? 

Mr.  Cranor.  No,  sir;  not  that  T  recall. 
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The  Chairman.  Ever  ask  him  to  help  you  in  the  matter? 

Mr.  Cranor  No. 

The  Chairman.  Did  you  ever  pay  him  any  money  for  assisting 
you  in  the  matter? 

Mr.  Cranor.  No,  sir.    Money  for  getting  rolls? 

The  Chairman.  Yes,  sir. 

Mr.  Cranor.  No,  sir. 

The  Chairman.  Do  you  know  that  Mr.  Boiling  testified  that  Mr. 

'  Sands  came  to  him  and  said  that  either  you  or  the  Downey  company 

had  paid  him  some  money  for  helping  you  or  the  Downey  company 

fet  some  bending  rolls,  and  that  he.  Sands,  offered  to  take  care  of 
Ir.  Boiling. 

Mr.  Cranor.  No,  sir;  I  have  not  read  the  testimony,  but  I  never 
heard  of  it. 

The  Chairman.  Well,  you  never  offered  nor  paid  Mr.  Sands  any- 
thing for  bending  rolls? 

Mr.  Cranor.  No,  sir;  nothing  else;  I  never  paid  him  anything 
except  for  this  underwriting.  I  did  not  pay  him  that,  but  I  arranged 
to  have  it  paid  by  the  company. 

The  Chairman.  That  is  the  only  arrangement  for  payment  that 
you  made? 

Mr.  Cranor.  Yes,  sir. 

The  Chairman.  With  him,  and  the  actual  payment  in  that  case 
was  made  by  somebody  else? 

Mr.  Cranor.  Yes,  sir. 

The  Chairman.  You  did  not  make  it  yourself? 

Mr.  Cranor.  No,  sir. 

The  Chairman.  Did  you  get  the  order  from  Admiral  BoUes's  secre- 
tary for  the  bending  rolls  to  go  to  the  Downey  plant  ? 

Sir.  Cranor.  No,  sir;  that  was  sent  to  the  plant. 

The  Chairman.  That  was  sent  to  the  plant? 

Mr.  Cranor.  Yes;  I  never  saw  the  order,  but  Mr.  Cox,  his  secre- 
tary, told  me  that  he  had  mailed  ifrthe  night  before. 

The  Chairman.  Did  you  borrow  any  money  from  Mr.  Sands  while 
you  were  in  Washington? 

Mr.  Cranor.  Well,  I  may  have ;  I  don't  know ;  I  don't  remember. 

The  Chairman.  Do  you  know  whether  Mr.  Sands  paid  you  any 
money  by  check,  by  his  check  or  the  check  of  the  Commercial  Bank, 
while  you  were  there  ? 

Mr.  Cranor.  Well,  I  expect  he  did ;  I  don't  remember,  though. 

The  Chairman.  What  might  it  be  for? 

Mr.  Cranor.  Well,  sometimes  I  probably  borrowed  money  of  him^ 
and  sometimes — he  owed  me  a  little  bit  of  monev  on  a  matter,  and 
he  may  have  given  me  a  check  on  that — I  don't  know. 

The  Chairman.  "What  was  the  matter? 

Mr.  Cranor.  He  said  to  me  one  day  that  the  Washington  Street 
•Railway  Co.  would  pay  him  $10,000  if  he  would  introduce  them  to 
somebody  that  would  finance  the  Mount  Vernon  &  Camp  Humphrey 
Railway,  a  little  short  line  built  from  Mount  Vernon  to  Camp  Humph- 
rey, and  he  wanted  to  know  of  me  if  I  knew  of  anybody  that  T 
thought  would  finance  that.  He  said  he  would  divide  that  with 
me  if  I  did;  and  I  said,  "Well,  T  don't  know,  Mr.  Sands.  I  will 
see  about  it."     And  I  talked  to  Mr.  Fisk,  of  Harvev  Fisk  Sons  & 
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Co.,  and  they  finally  financed  it,  and  he  owed  me  that.  That  is  all 
that  I  know  of  that  he  would  owe  me  for.  I  owed  him  a  little  bit 
of  money  at  the  time ;  I  don't  remember ;  about  $750, 1  think. 

The  Chairman.  Did  he  pay  you  that? 

Mr.  Cranor.  I  paid  that  about  that  same  time.  I  paid  it  some- 
where along  that  time. 

The  Chairman.  Well  now  did  he  pay  you  a  share  of  the  com- 
mission? 

Mr.  Cranor.  At  that  time  ? 

The  Chairman.  Yes. 

Mr.  Cranor.  This  fither  commission? 

The  Chairman.  This  railway  financing. 

Mr.  Cranor.  Well,  you  see,  Mr.  Walsh,  that  was  probably  some 
months  later.  That  is,  I  mean  to  say,  in  the  spring  or  summer.  I 
don't  remember  al)out  the  time,  but  it  was  later. 

The  Chairman.  The  spring  or  summer  of  1919? 

Mr.  Cranor.  1918,  probably  March  or  April,  somewhere  along 
there,  and  I  think  he  paid  me  a  thousand  or  two  dollars — I  think  he 
paid  me  about  $3,000  of  that :  I  do  not  recall  the  amount.  He  did 
not  pay  it  all  to  me ;  I  know  that. 

The  Chairman.  He  still  owes  you  something? 

Mr.  Cranor.  Yes,  sir. 

The  Chairman.  Do  you  know  anything  at  all  about  the  trans- 
actions out  of  which  arose  the  indictment  of  Mr.  Sands? 

Mr.  C^RANOR.  Xo,  sir;  I  do  not  know  a  thing  about  that;  no. 

The  Chairman.  You  were  not  connected  with  that  in  any  way? 

Mr.  Cranor.  I  went  down  to  Washington  in  February,  1918,  you 
see,  and  I  don't  know  anything  about  his  private  business  at  all. 

The  C^HAiRMAN.  How  long  were  you  there,  did  you  say,.  Mr. 
Cranor  ? 

Mr.  Cranor.  I  was  there  until  the  27th  dav  of  March,  1919. 

The  Chairman.  About  a  year.  But  you  were  then  when  he  was 
indicted? 

Mr.  Cranor.  Yes,  sir;  I  was  there. 

The  Chairman.  You  heard  about  it? 

!Mr.  Cranor.  I  heard  about  it,  yes;  he  talked  to  me  about  it. 

The  (^hairman.  Did  he  ever  ask  you  to  intercede  with  anybod>^  in 
his  behalf  in  this  indictment  matter? 

Mr.  Cranor.  I  reckon  so;  but  I  just  don't  remember  about  it. 

The  Chairman.  Have  vou  seen  him  since  you  were  in  Washington? 

Mr.  Cranor.  No,  sir;  1  have  not. 

The  Chairman.  The  $750  that  vou  said  you  owed  him,  that  was  a 
personal  matter  between  you  an^  him? 

Mr.  (Cranor.  Yes;  something  I  had  owed  him  about  a  year. 

The  C^HAiRMAN.  What  business  were  you  engaged  in  just  before 
you  went  down  there  for  the  Downey  company,  Mr.  Cranor? 

Mr.  Cranor.  I  was  in  the  coal  business. 

The  Chairman.  Are  you  an  offier  of  some  coal  company? 

Mr.  Cranor.  Well,  yes ;  I  am  an  officer  of  one. 

The  Chairman.  What  company? 

Mr.  Cranor.  The  American  Foreign  Foreign  Fuel  Co. 

The  Chairman.  Did  you  talk  with  Mr.  Boiling  the  other  day  when 
you  were  in  Washington? 
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Mr.  Cranor.  Well,  I  did  not  talk  to  Mr.  Boiling,  I  talked  to  Mr, 
Boiling  and  Mr.  —  the  comptroller,  what  is  his  name? 
The  Chairman.  Mr.  Tweedale? 

Mr.  Cranor.  Mr.  Tweedale,  and  Mr.  New;  they  were  in  the  rocan 
together. 
The  Chairman.  You  talked  with  those  three  gentlemen? 
Mr.  Cranor.  Those  three  gentlemen;  yes. 

The  Chairman.  About  these  transactions  in  general  refreshing 
your  recollection  and  theirs. 

Mr.  Cranor.  I  talked  with  them  about  this  commission  on  this 
loan,  this  bonus,  as  it  were,  for  this  working  capital. 

The  Chairman.  Yes,  sir.  Well,  had  you  ever  arranged  credit  in 
that  way  before  for  anybody,  Mr.  Cranor? 

Mr.  C  RANOR.  Well,  I  have  arranged,  been  at  it  for  25  or  80  years, 
for  myself  and  associates  and  others,  yes,  sir. 

The  Chairman.  Was  that  not  rather  an  exorbitant  commission  or 
bonus  or  whatever  you  may  call  it,  for  that  amount  of  credit  $40,<X)0? 

Mr.  Cranor.  Well,  Mr.  Walsh,  I  do  not  think  so,  considering  the 
size  of  the  contract,  no.  I  think  that  is  about  as  well  as  you  could 
do  anywhere. 

The  Chakman.  For  $126,000? 

Mr.  Cranor.  Well,  you  don't  consider  $125,000,  Mr.  Walsh. 

The  Chairman.  No. 

Mr.  Cranor.  You  consider  $2,850,000. 

The  Chairman.  Yes. 

Mr.  Cranor.  And,  Mr.  Downey  settled  for  $25,000,  which  was  less 
than  1  per  cent,  and  it  is  about  as  good  as  I  have  ever  been  able  to 
do,  maybe  better. 

The  Chairman.  Did  you  assist  in  arranging  credit  for  the  Downey 
Shipbuilding  Corporation  here  in  New  York  during  this  time? 

Mr.  Cranor.  No,  sir,  I  did  not. 

The  Chairman.  Or  prior  to  that  ? 

Mr.  Cranor.  No,  sir,  I  did  not. 

The  Chairman.  Had  you  known  Mr.  Downey  long  before  you 
went  down  to  Washington  ? 

Mr.  Cranor.  Not  long;  no,  sir. 

The  Chairman.  You  met  him  in  New  York  here  ? 

Mr.  Cranor.  Yes,  sir. 

The  Chairman.  Do  you  remember  through  whom  you  met  him  ? 

Mr.  Cranor.  No,  I  <5o  not,  I  do  not  remember  that. 

The  Chairman.  Had  you  met  Mr.  Boiling  here  in  New  York  while 
he  was  in  the  bank  examiner's  office  ? 

Mr.  Cranor.  No,  sir,  I  don't  think  I  did ;  I  don't  remember  of  it. 

The  Chairman.  Do  you  remember  whether  you  met  Mr.  Downey 
through  Mr.  Sands  the  first  time  ? 

Mr.  Cranor.  No,  I  did  not  meet  him  through  Mr.  Sands,  no,  sir. 

The  Chairman.  And  you  are  certain  that  Mr.  Sands  was  not  con- 
sulted by  you  with  reference  to  these  bilge  rolls  or  bending  rolls  at 

any  time  ? 

Mr.  Cranor.  No,  sir.  I  may  have  told  him  that  is  was  putting  us 
out,  putting  the  corporation  out  a  good  deal,  or  something  like  that^ 
but  1  never  consulted  him  about  it  m  any  way. 

The  Chairman.  You  never  asked  him  to  see  if  he  could  help  yon? 
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*    Mr.  Cranor.  No. 

The  Chairman.  You  never  offered  to  pay  him  if  he  would  help 
you? 

Mr.  Cranor.  No. 

The  Chairman.  You  never  actually  paid  him  or  arranged  for 
Mr.  Downey  to  pay  him— = — 

Mr.  Cranor.  No,  no. 

The  Chairman  (continuing).  In  connection  with  that  matter? 

Mr.  Cranor.  No,  no ;  no,  sir. 

The  Chairaian.  Did  Mr.  Downey  ever  tell  you  that  he  paid  Mr. 
Sands  anything  for  assistance  rendered  in  securing  these  bending 
rolls? 

Mr.  Cranor.  No,  sir.^ 

The  Chairman.  When  first  did  you  know  that  Mr.  Sands  claimed 
that  he  had  received  a  fee  from  Mr.  Downey  or  his  corporations  for 
help  in  getting  these  bending  rolls? 

Mr.  Cranor.  I  did  not  know  he  had,  until  you  spoke  of  it  here. 

The  Chairman.  This  was  the  first  you  had  ever  heard  of  it? 

Mr.  Cranor.  Yes ;  I  did  not  know  he  had  ever  spoken  about  any- 
thing like  that. 

The  Chairman.  You  did  not  hear  Mr.  Boiling  testify  yesterday; 
you  got  here  late  last  evening? 

Mr.  Cranor.  No,  sir;  I  was  here  late  last  night.  I  did  not  know 
you  wanted  me  until  late  last  night;  I  found  a  telephone  call  from 
somebody  here  asking  me  to  come  down,  and  T  came  down  to  see 
what  you  wanted. 

The  Chairman.  Did  you  ever  consult  Mr.  Tumulty,  the  secretary 
to  the  President,  in  connection  with  the  Downey  contract? 

Mr.  Cranor.  No,  sir. 

The  Chairman.  Do  you  know  him  ? 

Mr.  Cranor.  No,  sir ;  I  do  not. 

The  Chairman.  T  think  you  stated  you  only  saw^Mr.  Hurley,  you 
thought,  once  ? 

Mr.  Cranor.  That  is  all. 

The  Chair3ian  Did  vou  ever  talk  with  Mr.  Piez,  Mr.  Hurlev's 
assistant,  about  this  Downey  contract  or  either  of  the  contracts? 

Mr.  Cranor.  T  reckon  so,  but  if  it  is  so,  possibly  once.  As  I  re- 
member it,  he  told  me  they  would  be  very  glad  to  give  us  the  con- 
tract if  everything  was  all  right  and  the  price  was  right,  l)ecause  they 
needed  about  50  of  these  tugs.  It  was  not  a  question  of  getting  an 
order,  it  was  a  question  of  getting  tugs,  and  all  I  needed  to  do  was 
to  arrange  the  matter  so  that  the  board  knew  that  tugs  would  be 
delivered,  and  the  business  would  be  given  to  us. 

The  Chairman.  How  many  tugs? 

Mr.  Cranor.  I  think  he  told  me  that  he  would  give  us  as  many  as 
we  could  possibly  turn  out,  because  they  wanted  50,  I  think  that 
is  it. 

The  Chairman.  Do  you  know  what  the  contract  called  for  ? 

Mr.  Cranor.  I  think  the  contracts  call  for  10.  I  have  never  seen 
it.    I  think  it  is  10 ;  it  is  either  10  or  12.    I  asked  for  12, 1  think. 

The  Chairman.  Do  you  know  that  your  company  did  have  six  ? 

Mr.  Cranor.  Yes,  sir. 

The  Chairman.  How  was  the  number  increased,  do  you  remember  ? 
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Mr.  Cranor.  I  asked  them  to  increase  it  to  12,  and  asked  them  to 
increase  the  price,  because  after  the  bid  was  put  in  the  lalK>r  was 
going  up  and  material  every  day,  and  I  found  out  from  Mr.  Schwab's 
representative  that  he  was  getting,  I  think  it  was,  $307,000  for  the 
same  tug,  and  I  told  Mr.  Hussey  to  put  in  a  bid  tor  12  of  them  at 
$295,000  and  he  would  get  them  in  my  opinion. 

The  Chairman.  Who  was  Mr.  Schwab's  representative  that  you 
saw? 

Mr.  Craxor.  I  do  not  remember  what  his  name  was.  I  do  not 
know  him  personally,  but  I 

The  Chairman.  Ilou  met  him  in  Washington  ? 

Mr. Cranor.  No, sir, I  did  not  meet  him;  but  I  sent  someone  to  see 
him  or  find  out  about  this,  and  they  saw  him  and  told  me  what  it  was. 

The  Chairman.  Your  company  had  put  in  a  bid  for  six  at 
$270,000  ? 

Mr.  Cranor.  I  think  so.  That  was  before  I  was  with  them :  I  did 
not  know  anything  about  it. 

The  Chairman.  Oh,  yes;  and  then  you  got  down  there,  you  went 
down  and  began  making  arrangements  for  the  award  of  the  contract, 
etc.,  and  you  found  out  they  were  anxious  for  tugs  and  wanted  a  great 
many;  and  was  a  supplemental  bid  put  in  there  for  12  at  $295,(K)()? 

Mr.  (Cranor.  I  found  out,  the  first  thing  I  done,  what  other  people 
was  bidding  for  them.  That  is  the  first  precaution  that  I  took. 
because  T  knew  nothing  about  tugs.  Wlien  I  found  out  that  Mr. 
Schwab  was  getting  around  $300,000  I  did  not  see  any  reason  why 
Downey  should  not  have  about  $300,000,  and  I  immediately  tol<l  Mr. 
Hussev  to  put  in  a  bid  for  12  of  them  at  $295,(XX),  that  that  was  t\\e 
price  I  thought  he  could  get.  I  think  he  told  me  that  thev  cut  hiro 
down  to  10  tugs  at  $285,000. 

The  Chairman.  Well  now,  the  mere  fact  that  the  price  of  wages 
was  going  up  and  the  cost  of  material  was  going  up  did  not  make 
any  difference  to  the  Providence  Engineering  Co.,  did  it,  Mr.  (Vanor. 
at  that  time?  The  Fleet  Corporation  was  taking  care  of  all  that,  was 
it  not? 

Mr.  Cranor.  I  would  not  think  so,  Mr.  Walsh,  when  they  bi<l  so 
much  money  per  ton  for  a  ship,  or  so  much  per  piece.  T^hey  bid 
$285,000  apiece.  Certainly  the  shipbuilding  company  would' have 
to  stand  any  increase  in  labor  or  material,  unless  there  was  a  clause 
in  the  contract  that  provided  for  that. 

The  Chairman.  Was  there  not  a  clause  in  there  which  took  care  of 
the  increased  wage  cost,  and  also  the  advance  in  material? 

Mr.  Cranor.  I  reckon  so,  Mr.  Walsh ;  but  that  at  $265,000  would 
not  be  as  much  to  the  corporation  as  it  would  at  $285,000,  and  there 
was  a  good  deal  of  difference  in  two  weeks,  in  those  days,  sometimes, 

in  prices. 

The  Chairman.  Did  you  see  anybody  in  reference  to  having^this 

price  increased? 

Mr.  Cranor.  Why  should  I? 

The  Chairman.  From  $270,000  to  $285,000. 

Mr.  Cranor.  Why  should  I,  Mr.  Walsh,  when  I  knew  what  other 
people  were  doing,  and  knew  what  their  wants  were? 

The  Chairman.  Yes ;  but  your  company  had  submitted  a  bid  for 
six  at  $270,000,  had  they  not? 
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Mr.  Cranor.  And  I  had  told  them  to  put  in  a  bid  lor  12  at  $295,000. 

The  Chairman.  But  had  the  bid  for  six  at  $270,000  been  accepted  ? 

Mr.  Cranor.  I  don't  think  so. 

The  Chairman.  No  contract  had  been  drawn? 

Mr.  Cranor.  I  don't  think  so.  I  don't  know  ^anything  about  it. 
I  n^ver  was  in  that  board  room  but  once  or  twice,  and  I  never  asked 
anybody  any  questions  about  it,  but  I  don't  think  so.  If  it  had  been- 
I  believe,  except  that  they  knew  they  would  have  to  pay  the  increase 
anyway,  it  would  be  rather  curious  that  they  would  increase  the 
price  to  the  new  bid. 

The  Chairman.  Well  then,  as  I  understand  you,  Mr.  Cranor,  when 
you  arrived  there  you  found  that  the  Schwab  company  were  offering  to 
build  some  of  these  tugs  and  they  were  getting  over  $300,000  for  them, 
and  the  Shipping  Board  needed  a  great  many,  you  were  told,  wanted 
to  have  about  50,  and  you  felt  that  if  the  Schwab  interests  could  get 
$300,000  for  a  tug,  there  was  no  reason  why  your  concern  could  not 
get  more  than  it  had  originally  bid,  particularly  when  the  cost  of 
materials  and  the  wage  costs  were  increasing;  so  you  advised  Mr. 
Hussey — he  was  president  of  the  concern? 

Mr.  Cranor.  Yes,  sir;  I  believe  he  was  president. 

The  Chairman.  You  put  in  a  new  bid? 

Mr.  Cranor,  Yes,  sir. 

The  Chairman.  For  12  at  $295,000? 

Mr.  Cranor.  I  did. 

The  Chairman.  And  you  think  that  bid  was  submitted? 

Mr.  Cranor.  I  think  so.  I  think  Mr.  Hussey  put  that  bid  in  at 
that  price  for  that  number.  I  am  not  positive  about  that  now,  but 
that  IS  what  I  told  him  tp  do. 

The  Chairman.  Yes,  sir.  I  assume  this  all  occurred  between  the 
date  of  your  arrival  in  Washington  and  the  date  when  the  contract 
was  finally  consummated,  Marcn  14. 

Mr.  Cranor.  The  first  thing  after  I  looked  around  and  looked 
over  the  situation  a  little,  to  my  mind,  was  to  find  out  what  these  tugs 
were  being  built  for  by  other  people ;  and  Mr.  Schwab  was  a  very  well 
known  man  and  his  institutions  were  well  known,  and  I  took  it  for 
granted  that  he  was  building  them  at  about  what  was  correct.  I 
knew  nothing  about  them.  And  I  ascertained  that  price,  about  the 
first  thing  I  did,  and  when  I  found  out  it  was  $307,000,  as  I  remember, 
I  immediatelv  told  Mr.  Hussey  to  change  his  bid  and  put  it  in  for 
the  12  at  $295,000. 

The  Chairman.  Well,  now,  may  not  that  fact  itself  have  been  the 
reason  or  the  cause  for  some  holding  up  in  this  contract  and  delay 
in  granting  it,  the  fact  that  your  concern  had  originally  offered  to 
build  six  tugs  for  $270,000,  and  then  later  come  in  and  make  a  new 
bid  for  12  at  $295,000? 

Mr.  Cranor.  \\  ell,  Mr.  Walsh,  I  arrived  there  February  7,  you  see, 
and  this  contract  was  signed  on  March  14.  I  consider  that  extraor- 
dinarily rapid  progress  to  make  in  obtaining  contracts  from  the 
(Tovernincnt.  I  do  not  consider  there  was  a  holding  up ;  I  do  not  con- 
sider that  the  auditor  asked  for  an^hing  that  he  should  not  ask  in 
the  financial  department.  I  think  it  was  perfectly  just  and  fair.  I 
think  I  should  have  asked  it  myself;  I  would  want  to  know  that  they 
had  working  capital  enough, 
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The  Chairman.  But,  Mr.  Cranor,  if  I  understand  you  correctly, 
if  you  folks  had  had  $125,000  on  deposit  in  some  bank  when  you 
arrived  there,  the  contract  would  have  been  awacded,  and  you  would 
not  have  been 

Mr.  Cranor   (interposing).  Probably  a  week  earlier.     No;   not 
when  I  arrived  there. 
•     The  Chairman.  Not  when  you  arrived  there? 

Mr.  Cranor.  Because  there  was  a  bid  in  at  that  time  for  $265,000 
or  $270,000,  or  whatever  it  was,  for  five  or  six.  That  may  have  been 
pending  some  time,  I  don't  remember,  nor  don't  know.  But  I  sup- 
pose it  must  have  been  the  15th  or  20th  before  I  ascertained  the  con- 
ditions that  were  prevailing,  and  when  I  advised  this  new  bid  to  be 
put  in.  And  there  was  a  delay  of  a  few  days,  of  course,  about  the 
finances ;  but  that  is  natural,  and  generally  so  in  business,  as  I  have 
observed  it  and  found  it  in  my  firm. 

The  Chairman.  Yes.  Did  you  find  other  builders  in  Washington, 
with  their  representatives,  who  were  also  endeavoring  to  secure  con- 
tracts for  building  tugs  ?  < 

Mr.  Cranor.  Well,  I  never  met  them,  Mr.  Walsh.  I  don't  know 
them,  nor  never  had  them  interviewed  by  anybody  else,  don't  know 
anything  about  it.    They  were  evidently  there. 

The  Chairman.  Were  you  the  gentleman  who  finally  agreed  to  the 
change  in  the  contract  from  what  the  bid  was,  dropping  it  from 
$295,000  to  $285,000  ? 

Mr.  Cranor.  No,  sir;  that  was  not  within  my — I  had  nothing  to 
do  with  that.  That  was  a  matter  for  Mr.  Hussev  and  the  board  to 
settle. 

The  Chairman.  Was  Mr.  Hussey  there?, 

Mr.  Cranor.  Oh,  he  was  in  Washington  all  the  time,  practically. 

The  Chairman.  How  did  you  come  to  fix  the  figure  at  $295,000! 
You  had  no  authority  to  fix  that  figure  in  the  bid,  you  just  told  Mr. 
Hussey  that  the  Scnwab  people  were  getting  $»307,000  and  yon 
thought  they  needed  a  lot  of  tugs,  and  if  he  put  in  a  bid  for  12  at 
$295,000  it  would  be  all  right  ? 

Mr.  Cranor.  Mr.  Hussey  was  president  of  the  company,  and  I  had 
no  right  to  say  that  to  him,  other  than  that  good  business  dictated 
it,  to  my  mind. 

The  Chairman.  That  is,  that  was  a  suggestion  you  made  to  him  ? 

Mr.  Cranor.  As  president  of  the  company. 

The  Chairman.  As  a  result  of  the  information  you  had  secured? 

Mr.  Cranor.  Certainly. 

The  Chairman.  You  did  not  pay  anybody,  or  offer  to  pay  anybody, 
for  getting  a  contract  for  12  at  $295,000,  instead  of  a  contract  for 
6  at  $2()5,(X)0  or  $270,000,  did  you  ? 

Mr.  Cranor.  No  sir;  I  did  not,  and  I  don't  consider  it  was  neces- 
sary, because  all  I  did,  in  this  world,  was  to  tell  Mr.  Hussey  what  to 
do,  and  I  did  not  see  anybody  about  it  at  all,  except  I  ascertained 
the  conditions  and  gave  him  that  advice;  and  that  is  all  I  ever  did  do 
about  it. 

The  Chairman.  Well  now,  you  understand,  Mr.  Cranor,  that  I  am 
asking  these  questions  of  you,  and  I  do  not  want  you  to  get  the  idea 
that  I  am  saying  that  you  did  the  things  that  are  invmved  in  my 
questions. 
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Mr.  Cranor.  I  quite  understand. 

The  Chairman.  But  there  has  been  information  brought  to  this 
committee  under  oath,  that  you  made  an  arrangement  to  pay  $40,000 
to  be  split  between  yourself,  Mr.  Sisler,  Mr.  Boiling,  and  Mr.  Sands, 
for  procuring  a  contract  with  the  Shipping  Board ;  and  we  want  your 
views  of  it  and  what  you  have  to  say  about  it  in  the  record.  So  1  am 
asking  if  this  may  have  been  a  matter  which  resulted  in  your,  or 
somebody,  promising  to  make  a  payment  of  $40,000,  and  I  understand 
you  to  say  you  did  not  offer  to  pay  anybody  to  get  this  contract  in- 
creased, the  price  increased,  or  the  number  increased? 

Mr.  Cranor.  I  never  spoke  to  anybody  except  Mr.  Hussey  about 
that  part  of  it  at  all.  I  told  Mr.  Hu&sey  what  to  do,  just  as  I  have 
explained  to  you,  because  that  occurred  to  me  to  be  good  business.  It 
was  nonsense  to  talk  to  anybody  about  paying  anybody,  unless  it  was 
somebody  you  wanted  to  serve  for  you  as  an  attorney  or  something 
of  that  sort,  any  money  to  do  anything  there,  because  it  could  not  be 
done,  in  my  opinion.  I  never  saw  anybody  down  there  who  ap- 
peared to  be  dishonest  or  want  any  money,  in  an  official  sense.  I  dc 
not  think  there  was  any  necessity  for  anybody  to  oifer  or  hold  out 
any  inducements  to  any  public  official  to  get  business,  because  they 
were  very  anxious  to  place  this  business;  we  were  in  war,  and  they 
recognized  the  gravity,  of  the  situation,  even  the  clerks,  to  my  mind ; 
and  I  think  the  sensible  thing  to  do  was  to  find  out  about  what  should 
be  done*  and  then  try  to  do  it,  and  that  is  what  I  tried  to  do,  and  I 
talked  to  no  one  about  it  except  Mr.  Hussey ;  I  had  nothing  to  do  with 
the  obtaining  of  this,  Mr.  Hussey  conducted  it  all.  I  simply  told 
him  what  in  my  opinion  was  the  right  thing  to  do,  and  the  right  price 
and  the  number. 

The  Chairman.  You  thought  that  the  sensible  thing  to  do  was  to 
endeavor  to  get  a  contract  for  more  tugs  at  a  larger  price? 

Mr.  Cranor.  I  did. 

The  Chairman.  Even  though  your  company,  prior  to  your  going 
to  Washington,  had  submitted  a  bid  at  a  substantially  lower  price? 

Mr.  Cranor.  Yes,  sir.  That  had  nothing  to  do  with  my  judgment 
in  the  matter,  because  I  had  nothing  to  do  with  that  offer,  and  if  I 
had  I  would  not  have  suggested  it  being  made  at  that  price,  because 
even  then  they  were  higher. 

The  Chairman.  But  you  did  not  know,  Mr.  Cranor,  whether  the 
Providence  Engineering  Corporation,  before  submitting  that  bid,  had 
figured  the  thing  out  and  come  to  the  conclusion  that  $270,000  was  a 
proper  figure  and  would  have  assured  them  an  ade€[uate  profit? 

Mr.  Cranor.  No,  sir;  I  do  not  know  what  they  did  before  that. 

The  Chairman.  And  you  were  simply  guided  in  suffcresting  this 
larger  figure  by  the  information  you  had  secured  from  Mr.  Schwab's 
representative,  that  he  was  getting  $307,000? 

Mr.  Cranor.  Yes,  sir. 

The  Chairman.  Well,  whv  did  vou  not  suggest  that  the  Provi- 
dence company  make  their  figure  $307,000? 

Mr.  Cranor.  T  told  Mr.  Hussey  that  that  was  the  price,  but  I  said, 
"  You  are  a  new  concern,  never  have  manufactured  tugs  before,  have 
not  the  reputation  that  Mr.  Schwab  has,  and  I  do  not  know  whether 
you  can  get  the  same  price  or  not;  but  I  would  put  it  under  $300,000, 
say  $295,000."    I  took  that  into  consideration,  I  believe,  as  you  would 
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or  any  other  man  placing  a  piece  of  business;  if  you  could  place  it 
with  an  old  concern,  well  established,  at  a  little  bit  more  money,  you 
would  probably  do  it,  as  against  a  new  concern  not  well  Imown, 
though  probably  managed  by  well-known  men  in  that  business/ 

The  Chairman.  Have  you  had  any  controversy  or  difficulty  with 
Mr.  Tucker  K.  Sands? 

Mr.  Cranor.  No,  sir. 

The  Chairman.  Do  you  know  of  any  reason,  arising  out  of  your 
relations  with  him,  why  he  should  charge  that  vou»  came  to  Wash- 
ington, met  him,  Mr.  Sisler,  and  Mr.  Boiling,  and  practically  entered 
into  a  conspiracy  to  split  $40,000  as  commissions  to  be  paid  upon  Mr. 
Boiling  and  Mr.  Sisler  using  their  influence  to  get  a  contract  for  the 
Downey  Corporation  or  the  Providence  Engineering  Corporation  ? 

Mr.  Cran(  R.  No,  sir;  I  do  not  know  of  any  reason  why  any  man 
should  say  anything  like  that,  even  if  it  was  so;  let  alone  when  there 
is  nothing  to  it. 

The  Chairman.  You  have  got  no  explanation  for  that  that  occurs 
to  von,  arisinjj:  out  of  vour  relations  with  Mr.  Sands? 

Mr.  Cranor.  No,  sir. 

The  Chairman.  That  is  a  pretty  serious  charge  to  make  against 
you  and  these  other  gentlemen,  is  it  not,  Mr.  Cranor? 

Mr.  Cranor.  Very  loose  talk,  I  should  think. 

The  Chairman.  Well,  it  was  made  to  this  committee  under  oath. 
And  do  you  know  when  Mr.  Sands  was  actually  paid  for  this  credit 
matter  which  you  had  arranged  ? 

Mr.  Cranor?  No,  sir ;  I  do  not  know  anything  about  that. 

The  Chairman.  Nor  how  it  was  paid? 

Mr.  Cranor.  No,  sir. 

The  Chairman.  Whether  by  notes  or  ciish  or  check? 

Mr.  Cranor.  No,  sir;  I  do  not  know  a  thing  about  it.« 

The  Chairman.  Did  Mr.  Downey  ever  talk  to  you  about  it  after- 
wards? 

Mr.  Cranor.  Yes,  sir;  Mr.  Downey  spoke  to  me  once  about  this, 
and  lie  told  me  that  Mr.  Sands  had'onlv  given  him  $50,000  of  the 
$100,000  loan  arranged  under  this  underwriting,  and  he  felt  he 
should  just  pay  him  half  of  the  fee  agreed  on.  I  told  him  that  that 
was  a  matter  that  I  fully  agreed  with  him  in,  but  it  was  a  matter  that 
was  entirely  in  his  hands ;  and  I  would  be  glad  to  speak  to  Mr.  Sands 
about  it  if  he  wished,  but  he  said  no,  he  would  prefer  to  talk  it  over 

with  him  himself. 
The  Chairman.  How  long  after  the  arrangement  was  made  did 

this  take  nlace  ?  * 

Mr.  Cranor.  Well,  I  reckon  it  was  about  August  or  September,  or 
somewhere  in  the  fall  of  1918,  but  I  don't  remember  the  time. 

The  Chairman.  Did  he  tell  you  that  he  had  paid  Mr.  Sands  at 

that  time  ?  ,,..111. v., 

Mr.  Cranor.  No,  sir;  he  did  not  say  he  had  paid  him,  but  he  said 

that  that  is  all  he  felt  he  should  pay  him. 

The  Chairman.  Half  of  the  $40,000  ? 

Mr.  Cranor.  Half;  yes,  sir;  because  he  had  only  obtained  a  loan 
of  $50,000  from  the  bank. 

The  Chairman.  And  you  never  saw  Mr.  Sands  about  it? 

Mr.  Cranor.  No,  sir. 
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The  Chairman.  And  he  never  paid  you  back  half  or  part  of  it  ? 

Mr.  Granor.  No,  sir. 

The  Chairman.  Mr.  Cranor,  have  you  any  objection  to  stepping 
aside  just  for  a  moment,  to  let  Mr.  New  identify  a  record,  and  then 
we  will  recall  you  immediately. 

TESTIMONY  OF  ME.  T.  ED.  NEW— BecaUed.      ^ 

The  Chairman.  Nr.  Mew,  I  hand  you  a  report  from  Mr.  (xeorge 
J.  Sti-ong,  district  auditor,  under  date  of  February  19,  1J)18,  and  ask 
you  what  that  report  it? 

Mr.  New.  That  is  a  report  from  the  district  auditor  in  response 
to  our  request  for  an  investigation  of  the  financial  responsibility  of 
the  Providence  Jingineering  Co.,  which  was  asked  for  the  purpose 
of  passing  on  their  financial  standing  in  connection  with  their  bid 
for  the  construction  of  tugs. 

The  Chairman.  This  is  the  document  I  asked  voti  last  evening  to 
furnish  to  the  committee  ? 

Mr.  New.  Yes,  sir;  this  is  the  duplicate  of  it. 

The  Chairman.  We  will  have  that  j)ut  into  the  record. 

(The  report  reads  as  follows:) 

IGNITED  States  Shipping  Boabd, 

Emebgeivcy  Fleet  Corporation, 
Custom  House f  Boston,  Mass,,  February  19,  19 IS, 
General  Auditor  Bender, 

Washington: 

1.  In  response  to  your  telephonic  instructions  tliis  office  husiimde  an  exam- 
ination of  the  aflfalrs  of  the  Providence  Engineering  (J<»rporati()n,  of  Provi- 
dence, R.  I. 

2.  The  company  was  organized  in  December,  1916,  with  an  authorize^]  capital 
stock  of  $500,000.  Mr.  Wallace  Downey,  of  Brooklyn,  N.  Y.,  who  is  said  t«>  l>e 
heavily  interesteil  in  the  J^owney  Shipbuilding  Co.,  of  Staten  Island,  N.  Y.,  is 
the  promoter  of  this  company. 

3.  The  records  of  the  company  at  Providence,  R.  I.,  at  tlie  time  of  our  exandna- 
tlon  showed  that  but  $300  par  value  of  capital  stock  had  been  issue<l,  and  that 
the  preipises  occupied  were  leased  from  Mr.  W.  Downej-  at  an  annual  rental 
of  $12,200. 

4.  Mr.  Vaughan,  the  treasurer,  informed  us  that  on  February  12,  191S,  the 
title  to  the  plant  was  passed  to  the  company  by  Mr.  W.  Downey  who  took 
capital  stock  in  paynuMit.  He  further  statwl  that  capital  stm'k  was  to  be 
issued  to  Mr.  I>)wney  in  payment  of  advances  made  bj'  him,  as  shown  <»n  the 
balance  sheet  herewith. 

5.  This  plant  was  formerly  devoted  to  the  manufacture  of  shells  for  the 
Serbian  Govern  men  t,  and  at  one  time  is  said  to  have  employed  a  thousand  men. 
At  the  present  time,  however,  only  30  men  are  employed.  The  assessetl  value 
of  the  plant  on  June  30,  1917,  was  $172,940,  of  which  about  $140,000  was  on  real 
estate.  We  were  given  to  understand  there  is  a  mortgage  on  the  real  estate 
for  $150,000,  which  is  due  in  about  nine  years,  payable  in  equal  annual  install- 
ments. 

6.  During  the  year  ended  December  31,  1917,  the  company  showed  sales  of 
$81,000  of  which  $14,000  represented  the  sale  of  an  engine  manufactured  by 
them.    The  net  loss  from  operations  for  the  year  was  $9,400. 

7.  It  is  understood  that  additional  machinery  will  be  required  to  carry  out 
the  propose<i  contracts  pending.  The  treasurer  states  that  probably  a  largfe 
part  of  the  work  on  the  first  two  engines  in  connection  with  contemplated 
contract  with  the  Emergency  Fleet  Corporation  will  be  let  out  to  other  shops. 
After  that  the  comimny  hoiies  to  be  fully  eiiuipiuHl  to  carry  out  the  work. 

8.  In  order  to  properly  pass  upon  the'company*s  ability  to  carry  out  the  con- 
tract it  would  be  necessary  to  know  the  terms  of  the  contract  and  how  much 
money  will  be  put  into  the  enterpri.se  for  working  ca])ital  and  necessary 
additions. 
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9.  Inasmuch  as  the  company  has  been  recently  organized  no  credit  relations 
have  been  established  with  any  banks. 

10.  The  balance  sheet  at  January  81,  1918  and  a  list  of  directors  and  officere 
are  Inclosed. 

Geobge  J.  Strong, 

District  Auditor. 

BALANCE    SHEET   AS   PKR   BOOKS,   JAN.    31,    II*  18. 

Assetit  and  deficit. 

Cash    ou  deposit $8,490.14 

Accounts  re<*elval)Ie,  considered  collectible 7,617.25 

Inventories: 

Engne  parts,  b<x»k  value $9,791.88 

O'd  beltiiif?    hook  value 3,096. 0(.> 

Work  in  process,  l>ook  va)ue 5,503.11 

18,  390. 99 

l>oficlt    from   operations 9.974-54 

.      Total -L 44,472.92 

« 

LkihiUtie^  and  capitfJj. 

(Japitnl  stock,  author  zetl  $5(M),0(K),  issued 300.  tW 

Accounts  payable : 

rurrent    accounts 1 $2,086.  76 

Wallace  Downey,  advanct\s 41,460.51 

Wap.s  paj^ab'e,  accruc^L  625.65 

44   172.  f12 

Total.    .      44.472.52 

List  of  dirccloTH  and  officers. 

/;//rr/o/vf.— William  E.  Hussey,  194  Bainbridjrc  Street,  Brooklyn,  N.  Y. :  Wil- 
liam B.  Dukeshlre,  474  East  Seventh  Street.  Brooklyn,  N.  Y. ;  Edpir  U.  Meml 
328  Sterling'  Place,  Brooklyn,  N.  Y. 

Officers. — Preshient,  William  E.  Hussey.  Brooklyn,  N.  Y. ;  vce  president, 
William  B.  Dukeshire.  Brooklyn,  N.  Y. ;  secretary,  Edgar  R.  Mead,  Brtniklyn, 
X.  Y. ;  trejLSurer,  Frank  L.  Vauglian.  Providence.  R.  I. 

TESTIMONY  OF  ME.  JOHN  M.  CBANOB^accalled, 

The  Chairman.  When  first,  Mr.  Cranor,  did  you  hear  that  Mr. 
Sands  was  making  this  claim  or  contention  thai  you  had  agreed, 
or  Mr.  Downey  had  agreed  to  pay  $40,000  for  securing  a  contract  ? 

Mr.  Cranor.  Last  Sunday  morning  a  Week  ago,  when  I  read  the 
paper. 

The  Chairman.  Eead  the  head  lines? 

Mr.  Cranor.  I  got  up  Sunday  morning  a  week  ago,  and  I  saw  these 
head  lines,  and  I  read  this  article,  you  know,  then  that  was  the  first 
time  I  had  ever  heard  it.  * 

The  Chairman.  Have  vou  had  anvbodv  see  \^ou  from  the  depart- 
ment  of  investigation  of  the  Shipping  Board,  or  the  Department  of 
Justice,  about  your  dealings  in  behalf  of  the  Downey  Corporation! 

Mr.  Cranor.  No,  sir. 

The  Chairman.  Or  about  your  arranging  this  credit? 

Mr.  Cranor.  No,  sir. 

The  Chairman.  Nobody  had  ever  called  to  talk  this  matter  oyer 
with  you,  from  any  braiach  of  the  Government  or  the  Shipping 
Board? 
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Mr.  Cranor.  No,  sir. 

The  Chairman.  Any  questions,  Mr.  Kelley? 

Mr.  Keu^et.  How  did  you  happen  to  go  to  see  Mr.  Boiling  about 
these  bending  rolls? 

Mr.  Cranor.  I  didn't  go  to  see  him. 

Mr.  Kellbt.  Didn't  you  hear  his  testimony  yesterday  where  he 
says  you  did  ? 

Mr.  Cranor.  No,  sir;  I  did  not. 

Mr.  Kelley.  Early  in  1918,  Mr.  Boiling  testified,  "  about  January 
Mr.  Sands  sent  a  Mr.  Cranor  to  see  me  in  regard  to  some  machinery 
which  was  to  be  used  in  connection  with  the  construction  of  some 
vessels.  Mr.  Cranor  told  me  that  the  machinery  in  question  was 
bending  rolls,  and  was  to  have  been  shipped  to  his  company  from 
the  factory,  but  at  the  last  minute  some  other  company  had  succeeded 
in  having  the  order  changed,  and  that  this  machinery  would  be  di- 
verted to  them ;  that  a  great  injustice  was  being  done  to  Mr.  Cranor's 
company,  and  it  would  mean  a  great  delay  as  they  were  ready  to  put 
plates  on  several  hulls  and  they  could  not  do  so  without  the  oending 
rolls.  I  knew  nothing  about  tlie  construction  division  as  I  was  in  the 
division  of  operations,  so  in  the  presence  of  Mr.  Cranor  I  called  up 
Mr.  Lester  Sisler,  who  was  then  secretary  of  the  Shipping  Boara, 
and  explained  the  matter  to  him.  He  said  he  would  look  into  it  and 
subsequently  told  me  that  he  found,  upon  inquiry,  that  the  rolls  had 
been  promised  to  Mr.  Cranor's  company  and  would  be  shipped  to 
him."  That  is  what  Mr.  Boiling  testified  to  yesterday.  What  do 
you  say  about  the  truth  of  that? 

Mr.  Ckanor  I  think  Mr.  Boiling  is  mistaken  about  that.  It  is 
prettv  hard  to  remember  about  things  of  that  kind.  But  I  don't 
remember  talking  to  Mr.  Boiling. 

Mr.  Kfxley.  Do  you  remember  going  to  see  the  Senator,  all  right? 

Mr.  Crakor.  Yes;  T  went  up  to  see  the  Senator. 

Afr.  Kklley.  Now,  if  you  went  to  see  Boiling,  you  would  remem- 
ber that,  wouldn't  you? 

Mr.  Cranor.  Well,  I  might  not,  sir.  I  could  not  say.  There  are 
lots  of  things  von  forget. 

Mr.  Kelley!  Well,  you  don't  swear  that  this  is  a  false  statement? 

Mr.  Cranor.  Xo;  T\1o  not  swear  what  the  other  man  is  swearing 
to  is  false,  but  I  don't  remember.     I  don't  remember  about  it.     I 

don't  know.  . 

Mr.  Kelley.  Now,  he  says  that  Sands  sent  you  to  him.  You  say 
that  vou  Clever  talked  with  Sands  about  these  bending  rolls  at  all  ? 

Mr.  Cranor.  Not  that  I  remember  of.  I  might  have  told  Mr. 
Sands  that  I  want  to  get  these  rolls  out.    I  walked  in  the  bank  occa- 

sionallv.  ,       ,         i 

Mr.  Kelley.  Didn't  Sands  give  you  his  card  and  send  you  up  to 

Boiling?  ,  .        1         . 

Mr.  Cranor.  I  don't  think  so.    I  don't  remember  anything  about  it. 

Mr.  Kelley.  Who  would  have  jurisdiction  over  this  sort  of  a 
question  of  sending  the  rolls? 

Mr.  Cranor.  Aomiral  Bowles. 

Mr.  Kelley.  Was  Mr.  Hussey — ^is  that  his  name  ? 

Mr.  Cranor.  H-u-s-s-e-y,  Hussey ;  yes. 

Mr.  Kelley.  Was  he  in  Washington  at  the  time  ? 
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Mr.  Cranor.  Yes,  sir. 

Mr.  Kelley.  Was  he  there  all  the  time  4hat  you  were. there? 

Mr.  Cranor.  No,  sir. 

Mr.  KelIoEY.  How  did  they  happen  to  hire  you  to  go  down  there! 

Mr.  Cranor.  Well,  I  knew  Mr.  Downey  a  little,  and  he  was  talking 
about  getting  a  larger  contract  than  they  would  make. 

Mr.  Kelley.  AVhy  couldn't  they  get  it;  they  had  Mr.  Hussey 
there  all  the  time  for  them;  why  did  they  send  you  there? 

Mr.  Cranor.  You  will  have  to  ask  him  about  that. 

Mr.  Kelley.  They  must  have  told  you  why  they  were  hiring  you, 
didn't  they  ? 

Mr.  Cranor.  They  wanted  to  get  this  contract. 

Mr.  Kelley.  You  didn't  know  anything  about  tugs  or  ships  or 
anything  of  that  kind,  did  you? 

Mr.  Cranor.  No,  sir. 

Mr.  Kelley.  You  didn't  know  anybody  in  Washington  very  much, 
did  you? 

Mr.  Cranor.  No.  sir. 

Mr.  Kelley.  Wnat  qualifications  did  you  have,  particularly  for 
getting  a  contract  for  Downey  ? 

Mr.  Cranor.  That  was  a  matter  for  him  to  judge  and  not  me. 

Mr.  Kelley.  Was  your  compensation  a  commission  or  a  salary? 

Mr.  Cranor.  Salary. 

Mr.  Kelley.  Was  not  there  some  commissions  to  be  added  in  case 
you  get  the  contract  ? 

Mr.  Cranor.  No,  sir. 

Mr.  Kelley.  Were  not  you  to  get  part  of  the  increase  on  the  cost  of 
the  tugs  ? 

Mr.  Cranor.  No,  sir.  . 

Mr.  Kelley.  No  commission  whatever  out  of  that  ? 

Mr.  Cranor.  No,  sir. 

Mr.  Kelley.  Were  not  you  to  get  a  part  of  this  $40,000  ? 

Mr.  Cranor.  No,  sir. 

Mr.  Kelley:  No  part  of  that  ? 

Mr.  Cranor.  No,  sir. 

Mr.  Kelley.  For  helping  get  these  credits  ? 

Mr.  Cranor.  No,  sir. 

Mr.  Kelley.  All  the  work  that  you  did  for  Downey  down  there 
you  did  on  a  flat  salary  basis  ? 

Mr.  Cranor.  Yes,  sir. 

Mr.  Kelley.  And  you  have  never  received  anything  fpom  them 
above  your  salarv  ? 

Mr.  Cranor.  I  never  have. 

Mr.  Kelley.  And  never  have  put  in  any  claim  for  any  more? 

Mr.  Cranor.  No,  sir ;  as  a  matter  of  fact  I  have  not  received  all  of 
that. 

Mr.  Kelley.  Why  not? 

Mr.  Cranor.  Well,  it  has  just  been  put  off  on  account  of  the  non- 
payment of  monevs. 

Mr.  Kelley.  How  much  do  they  owe  you  yet? 

Mr.  Cranor.  I  think  they  owe  me  about  a  year's  salary. 

Mr.  Kelley.  On  what  pay  roll  were  you  carried? 

Mr.  Cranor.  The  Providence  Engineering  Co. 
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Mr.  Kelley.  For  how  long  a  time  ? 

Mr.  Cranor.  During  the  life  of  the  contract. 

Mr.  Kelley.  As  long  as  the  contract? 

Mr.  Cranor.  During  the  construction  period. 

Mr.  Kelley.  That  is  not  over  yet,  is  it  ? 

Mr.  C^RANOR.  Yes ;  they  delivered  them  in  October,  I  believe. 

Mr.  Kelley.  So  that  your  salary  ended  in  October? 

Mr.  Cranor.  Yes,  sir. 

Mr.  Kelley.  So  you  got  paid  for  the  year  1918  to  March  14? 

Mr.  Cranor.  Yes. 

Mr.  Kelley.  The  year  1919  ? 

Mr.  Cranor.  No  ;  1  have  received  my  salary  until  October,  1919. 

Mr.  Kelley.  That  is  a  year  ago. 

Mr.  Cranor.  Yes ;  I  have  not  received  it  since. 

Mr.  Kelley.  They  have  delivered  these'ships  in  October,  1919  ? 

Mr.  Cranor.  No,  sir;  this  October. 

Mr.  Kelley.  Then  you  are  entitled  to  another  year's  salary,  aren't 
you? 

Mr.  Cranor.  I  certainly  am. 

Mr.  Kelley.  Well,  that  was  a  pretty  good  contract,  to  go  down  to 
Washington  and  you  were  to  get  a  fixed  salary  as  long  as  they  were 
building  ships? 

Mr.  Cranor.  I  don't  know  about  that. 

Mr.  Kelley.  Well,  your  actual  service  ended  when  you  got  through 
with  the  contract  there,  didn't  it? 

Mr.  Cranor.  It  might  or  might  not. 

Mr.  Kelley.  I  know,  but  dia  it?  • 

Mr.  Cranor.  No  ;  not  exactly. 

Mr.  Kelley.  Did  you  render  them  any  services  on  this  contract  in 
any  other  way,  after  that  time? 

Mr.  Cranor.  Getting  things  and  materials  of  that  kind:  ves,  sir. 

Mr.  Kelley.  You  were  not  a  skilled  man;  how  coulci  you  get 

material  ? 

Mr.  Cranor.  I  simply  had  to  go  and  hustle  up  the  departments. 

Mr.  Kelley.  Whom  did  you  see  about  materials  down  there? 

Mr.  Cranor.  I  saw  the  material  department  occasionally. 

Mr.  Kelley.  Whom? 

Mr.  Cranor.  Well,  I  don't  know  who  it  was. 

Mr.  Kelley.  Don't  even  know  his  name? 

Mr.  Cranor.  No;  I  do  not. 

Mr.  Kelley.  What  building  was  he  located  in  ? 

Mr.  Cranor.  I  believe  he  was  down  at  B  Street. 

Mr.  Kelley.  What  number? 

Mr.  Cranor.  I  could  not  tell  you  that. 

Mr.  Kelley.  You  would  know  the  building  and  how  to  find  the 
place  afi:ain,  if  you  came  down  there? 

Mr,  Cranor.  Yes ;  T  could  go  to  his  place. 

Mr.  Kelley.  How  many  times  did  you  go  to  this  material  depart- 
ment, hustling  up  material? 

Mr.  Cranor.  i  didn't  go  there  often. 

Mr.  Kelley.  Not  very  often? 

Mr.  Cranor.  No,  sir. 

Mr.  Keli^ey.  Never  went  to  see  Mr.  Hurley  but  once  ? 
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Mr.  Oranob.  I  don't  think  I  did. 

Mr.  Kelley.  And  you  saw  Mr.  New  but  once? 

Mr.  Cranor.  That  is  all. 

Mr.  Kelley.  And  you  saw  Mr.  Boiling  but  once;  and  posably 
not  at  all  ? 

Mr.  Cranor.  I  saw  Mr.  Boiling,  but  not  about  any  business;  I 
saw  him  a  time  or  two;  just  met  him. 

Mr.  Kelley.  The  fact  is  that  you  had  absolutely  nothing  whatever 
to  do  with  getting  the  contracts? 

Mr.  Cranor.  Well,  I  simply  did  what  I  told  you  about  it. 

Mr.  Kelley.  But  I  say,  you  had  nothing  to  do  about  getting  the 
contract  ? 

Mr.  Cranor.  No;  this  is  up  to  the  Shipping  Board. 

Mr.  'Kelley,  The  only  service  you  rendered  was  through  Sands! 

Mr.  Cranor.  I  didn't  see  how  I  rendered  any  service  in  getting 
the  contract  through  Mr.  Sands. 

Mr.  Kelley.  I  didn't  say  that. 

Mr.  Cranor.  I  rendered  a  financial  service  through  Sands. 

Mr.  Kelley.  I  say  you  had  nothing  to  do  with  the  getting  of  the 
contract,  did  you ?    All  you  had  to  do  was  getting  the  credit? 

Mr.  Cranor.  That  is  practically  all — the  particualr  thing  I  did. 

Mr.  Kelley.  By  helping  get  that  credit,  they  agreed  to  put  you 
on  the  pay  roll  and  carry  you  there  as  long  as  they  were  building  the 
ships  ? 

Mr.  Cranor.  Yes,  sir. 

Mr.  Kelley.  You  think  that  Mr.  Sands  is  rather  generous  in 
not  charging  more  than  $40,000  for  this  $100,000  of  credit,  did  you, 
Mr.  Cranor;  he  might  have  charged  more? 

Mr.  Cranor.  Well,  I  would  not  like  to  say  it — put  it  that  way. 
I  think  he  got  about  what  was  right.  I  would  net  like  to  do  it  for 
less. 

x\ir.  Kelley.  The  loan  of  $1()0,00(),  $40,000  charged  for  it.    How 

long  was  this  loan  made? 

Mr.  Cranor.  During  the  life  of  the  contract. 

Mr.  Kelley.  Well,  were  thev  to  keep  a  permanent  credit  of  $100,- 
000,  or  5^125,000? 

Mr.  Cranor.  That  was  his  obligation. 

Mr,  Kellky.  Oh,  you  don't  mean  that,  that  they  could  check  out 
the  first  $125,000  and  there  would  be  another  $125,000  put  in  its 

j)lace  'i 

Mr.  Cranor.  I  mean  to  say  that  Mr.  Sands  would  be  obligated 
to  furnish  Mr.  Downey  at  all  times  $125,000  during  the  life  of  the 
contract. 

Mr.  Keli.ey.  Well,  now,  Mr.  Cranor,  you  know  better  than  that. 
That  Mr.  Sands  did  not  agree  to  keep  $125,000  for  the  credit  of  this 
company  during  all  the  time,  no  matter  what  they  checked  out. 

Mr.  Cranor.  Certainly  not.  But  he  agreed  to  keep  them  on  a 
loan  of  $125,000  during  the  life  of  the  contract. 

Mr.  Kelley.  That  there  would  always  be  $125,000  there? 

Mr.  Cranor.  That  is  not  what  I  am  talking  about:  you  must  mis- 
understand it,  or  something.  The  way  I  understand  it  was  that 
there  was  $125,000  as  a  loan,  or  $125,000  or  $100,000,  whichever  it 
was. 
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Mr.  Kelley.  That  is  supposed  to  be  a  loan  of  $125,000  to  the 
credit  of  this  company  in  the  bank  ? 

Mr.  Cranor.  Yes. 

Mr.  Keij.ey.  Well,  after  they  had  checked  it  out,  then  what  ? 

Mr.  Craxor.  That  is  up  to  tne  company  to  put  more  there,  if  Mr. 
Sands 

Mr.  Kelley.  What  do  you  mean  by  saying  that  he  agreed  to  keep 
$125,000  credit  there  always  during  the  life  of  the  contract  ? 

Mr.  Cranor.  I  didn't  say  that. 

Mr.  Kelley.  What  did  you  say? 

Mr.  Cranor.  I  said  that  he  agreed  to  make  the  loan. 

Mr.  Kelley.  Of  $125,000? 

Mr.  Cranor.  A  loan  during  the  life  of  the  contract. 

Mr.  Kelley.  A  loan  to  run  during  the  life  of  the  contract  ?    « 

Mr.  Cranor.  1  es,  sir. 

Mr.  Kelley.  And  if  the  money  was  exhausted  prior  to  the  termi- 
nation of  the  contract  there  was  no  obligation  to  loan  more  ? 

Mr.  Cranor.  I  would  not  take  a  loan  of  that  character.  A  loan 
is  not  anything  only  what  I  have  told  you. 

Mr.  K*eij.ey.  Then  it  was  an  agreement  loan  of  $125,000  for  a 
specified  period  of  time  ? 

Mr.  Cranor.  Yes,  sir;  no— not  specified — subject  to  or  during  the 
life  of  the  C(mtract. 

Mr.  Kelley.  That  is  to  sav,  they  would  credit  them  up  with 
$125,000  and  leave  tliat  there  during  the  life  of  the  contract,  unless 
they  used  it  up  before  that  ? 

Mr.  Cranor.  Yes,  sir ;  they  had  to  carry  liim  to  that  extent  during 
the  life  of  the  contract. 

Mr.  Kelley.  Now,  was  it  your  understanding  that  thev  could  use 
this  money? 

Mr.  Cranor.  Why,  certainly;  T  don't  know  what  it  was  for  unless 
working;  capital. 

Mr.  Kelley.  On  the  very  day  that  Mr.  Sands  wrote  this  letter, 
didn't  you  know  that  he  did  not  set  ttside  any  money  to  make  any 
loans  to  these  people? 

Mr.  Cranor.  I  didn't  know  anything  about  only  what  he  wrote  on 
the  piece  of  paper.  I  was  not  down  there  looking  at  that.  I  was 
down  tliere  getting  this  contract  through. 

Mr.  Kelley.  You  didn't  care  what  he  wrote,  did  you,  so  long  as 
you  got  this  contract? 

Mr.  Cranor.  I  was  concerned  only  in  the  financial  end  of  it  being 
satisfactory  to  the  Shipping  Board  men. 

Mr.  Keixey.  Didn't  care  whether  it  was  ever  paid  them  or  not? 

Mr.  Cranor.  I  would  not  like  to  say  that;  I  would  not  like  to  see 
a  thing  done  wrong ;  I  would  want  it  to  be  done  right,  according  to 
good  business.  You  imply  that  I  would  not  care  how  it  was  done, 
just  so  tliat  it  w^as  done.  That  is  asking  something  of  me  that  you 
would  not  like  to  do  yourself.  You  would  not  like  to  be  a  party  to 
something  that  is  not  right,  would  you? 

Mr.  KEIJ.EY.  You  must  not  imply  anything  at  all  from  my  ques- 
tions. 

Mr.  Cranor.  Yes,  I  must ;  you  must  not  ask  me  to  join  with  them 
in  doing  what  any  good  business  man  would  not  like  to  do,  if  you 
don't  expect  me  to  imply -something  from  you. 
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Mr.  Keij^y.  All  right.  Now,  as  a  matter  of  fact,  do  you  know 
whether  or  not  they  did  get  any  credit  at  this  bank  which  they 
could  use? 

Mr.  Cranor.  Mr.  Downey  told  me  that  he  obtained  $50,000 — ^a  loan 
of  $50,000. 

Mr.  Kelley.  Was  not  it  put  into  the  savings  department,  so  he 
could  not  check  it  out  ? 

Mr.  Cranor.  I  don't  think  so ;  I  don't  know. 

Mr.  Kellky.  Didn't  Mr.  Sands  tell  you  that  is  what  he  would  do! 

Mr.  Cranor.  No,  sir;  never.     Never  told  me  anything  about  that. 

Mr.  Kelley.  Was  not  that  the  agreement  between  you  and  Sands. 
that  the  money  should  be  put  in  the  savings  department  and  not 
checked  out?  Ancf  it  was  strictly  for  the  purpose  of  obtaining  this 
credit  ? 

Mr.  Cranor.  No,  sir. 

Mr.  Kelley.  Well,  if  Mr.  Sands  swears  to  that,  he  swears  falsely. 

Mr.  Cranor.  If  he  swears  that  I  arranged  it  that  way,  he  certainly 
has  a  very  bad  memory,  because  T  arranged  nothing  except  a  credit. 

Mr.  Kelley.  Now,  what  security  did  you  arrange  for  this  credit^- 
that  they  should  have  for  this  credit  ? 

Mr.  Cranor.  I  arranged  that  the  bank  there  should  have  the  de- 
posit whir^h  they  had  received  from  the  Shipping  Board  and  have 
iVIr.  Downey's  personal  indorsement. 

Mr.  Kelley.  The  deposit  which  they  would  re'^eive  from  the  Ship- 
ping Board.     What  security  would  that  be  if  they  could  check  it  out  ? 

Mr.  Cranor.  Not  anv;  but  it  was  what  would  be  handled  bv  them. 

Mr.  Kelley.  Do  you  mean  to  say  to  us  tliat  they  agreed  to  loan 
this  $100,000  without  any  security  except  these  deposits  which  the 
Shipping  Board  would  make  at  various  times  in  payment? 

Mr.  Cranor.  No ;  they  loaned  it  upon  a  note  which  the  Providence 
Engineering  Corporation  would  sign,  and  with  Mr.  Downey's  per- 
sonal indorsement  on  the  note. 

Mr.  Kelley.  This  bank  was  willing  to  do  that  and  the  Government 
was  not? 

Mr.  Cranor.  Well,  I  would  not  like  to  say  that;  I  would  like  to 
say  that  Mr.  Sands,  with  a  group  of  others,  as  he  informed  me,  had 
agreed  to  do  that,  and  that  is  what  he  charged  for;  and  I  think  he 
is  entitled  to  it. 

Mr.  Kelley.  Your  testimony  is  that  Mr.  Sands  agreed  to  loan 
$125,000  or  $100,000— there  is  some  dispute  as  to  the  amount 

Mr.  Cranor.  Somewhere  in  that  neighborhood. 

Mr.  Kelley.  And  that  there  was  no  security  for  that  loan  pro- 
posed by  you  ? 

Mr.  Cranor.  No,  sir;  nothing  except  what  I  have  told  you. 

Mr.  Kelley.  Except  that  they  would  deposit  some  more  money  in 
the  bank  after  they  made  the  first  payment  of  $286,000  from  the 
Government? 

Mr.  Cranor.  No,  no ;  T  made  the  arrangement  that  Mr.  Sands  was? 
to  loan  them  up  to  $100,000  or  $125,000,  whichever  it  is,  to  run  dur- 
ing the  life  of  the  contract. 

Mr.  Kelley.  Without  security? 

Mr.  Cranor.  To  be  indorsed  by  Mr.  Downey,  and  I  also  arranged 
that  the  deposits  of  the  Providence  Engineering  Co.  'were  to  l>e 
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largely  carried  with  his  bank,  except  the  checking  account  in  Provi- 
dence for  the  labor. 

Mr.  Kelley.  And  were  these  deposits  to  be  carried  in  the  savings 
department? 

Mr.  Cranor.  I  never  heard  of  that  before. 

Mr.  Kelley.  Well,  did  Mr.  Sands  protest  that  he  was  taking  a 
good  many  c  hances  in  loaning  $125,(X)0  to  a  concern  that  the  Govern- 
ment thought  was  not  in  a  position  to  carry' out  its  contract  and  took 
no  sei^urity  for  a  loan  except  the  statement  from  you  that  they  would, 
if  they  ever  had  any  money,  put  it  in  the  bank? 

Mr.  Cranor.  Well,  he  told  me  that  he  did  not — that  he  considered 
that  a  matter  of  that  sort  was  worth  more  money  than  they  were 
paying  for  it  because  he  had  to  take  a  risk. 

Mr.  Kelley.  He  took  a  big  chance? 

Mr.  Cranor.  I  would  not  say  he  took  big  chances;  I  would  say  he 
took  a  business  man's  chance  with  business  men.  I  think  any  banker 
has  to  take  a  business  man's  chance  with  business  men. 

Mr.  Kelley.  Did  he  tell  you  that  he  had  done  this;  that  he  had 
taken  this  up  with  a  number  of  contractors  and  they  had  agreed  to 
make  this  loan  on  this  contract  ? 

Mr.  Cranor.  Xo,  sir:  as  I  recall  it,  he  told  me  he  consulted  some 
of  his  friends ;  that  he  had  done  a  little  underwriting  business  on  the 
side. 

Mr.  Kelley.  It  was  not  to  be  done  by  the  bank  at  all? 

Mr.  Cranor.  That  is  my  understanding ;  it  was  to  be  done  with  his 
friends. 

Mr.  Kelley.  Not  the  bank? 

Mr.  Cranor.  Not  the  bank:  and  he  took  about  a  week  to  give  me  an 
answer,  as  I  recall,  and  wrote  a  personal  letter  to  the  auditing  de- 
partment, to  Mr.  New,  giuiranteemff  to  do  it,  which  should  confirm 
that  view,  I  should  think.  I  didnx  know  that  the  loan  was  to  be 
made  by  his  bank,  of  course ;  that  was  not  a  matter  for  my  concern. 

Mr.  Kelley.  I  thought  you  said  that  the  security  for  the  loan  was 
the  deposit  in  the  bank;  that  the  bank  required  that  these  deposits 
of  the  company  should  be  made  in  the  bank  as  security  for  the  loan. 

Mr.  Cranor.  I  think  you  are  a  little  hard  to  understand — this 
situation—I  mean  one  of  us  is  far  away  from  the  other. 

Mr.  Kelley.  I  may  say  this  is  a  very  difficult  transaction  for  me; 
it  has  been  all  along,'Mr.*^ Cranor,  I  assure  you. 

Mr.  Cranor.  To  my  mind,  you  got  it  mixed  or  I  am  mixed  with 
you,  one  or  the  other, 

ilr.  Kelley.  Our  minds  do  not  quite  meet. 

Mr.  Cranor.  No. 

Mr.  Kelley.  All  right ;  let  us  see  if  we  can  get  together  on  this, 
and  see  how  this  banker,  a  skilled-minded  man  would  loan  $125,000 

without  security. 

Mr.  Cranor.  As  I  arranged  it  with  Mr.  Sands,  and  understood  it, 
he  was  to  get  some  friends  to  underwrite  with  him  this  loan  of  $100,- 
(K)0  or  $125,(X)0  during  the  life— constructive  life  of  this  contract— 
of  the  construction  of  ships,  for  which  he  thought  he  ought  to  have 
a  little  more  money,  but  finally  agreed  on  $40,000;  and  after  several 
days,  I  should  sav  about  a  week,  he  wrote  a  letter  to  the  auditing 
de[)artment  that  he  would  guarantee  that  much  working  capital. 
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It  rocked  along  for  a  few  days,  and  this  contract  was  not  granted  to 
Mr.  Hussey — 1  never  went  into  the  department  to  see  about  that, 
Mr.  Hussey  did  that.  He  was  there  most  of  the  time  during  that 
time  and  was  stopping  at  the  Ealeigh  Hotel,  and  Mr.  Hussey  reported 
to  me  several  times  that  he  had  m^e  no  progress,  and  I  finally  went 
up  and  saw  Mr.  New,  the  auditor,  and  then  it  was  that  he  asked  for 
a  letter  signed  by  Mr.  Sands,  as  cashier  and  vice  president  of  the 
bank,  for  this  loan,  and*Mr.  Sands  gave.it.  I  assumed  that  if  he 
gave  it,  he  must  have  consulted  the  board  of  directors,  although 
that  is  something  I  know  nothing  about. 

Mr.  Kelijet.  That  will  be  a  matter  between  the  Shipping  Board 
and  the  bank. 

Mr.  Cranor.  Absolutely.    Now,  are  we  straight  ? 

Mr.  Kelley.  Well,  I  understand  what  you  say,  Mr.  Cranor. 

Mr.  Cranor.  All  right ;  that  is  the  main  thing. 

Mr.  Kelley.  And  I  don't  imply  anything  by  that ;  I  simply  under- 
stand  

Mr.  Ckanor.  My  version  of  it? 

Mr.  Kelley.  Your  version  of  it. 

Mr.  Cranor.  Yes,  sir. 

Mr.  Kelley.  Well,  now,  after  you  got  through  with  this  transac- 
tion, what  service  did  j^ou  render  to  the  company  after  that '( 

Mr.  Cranor.  Finishing  this  up? 

Mr.  Kelley.  Yes ;  and  the  rolls— the  bending  rolls. 

Mr.  Cranor.  Oh,  I  don't  think  I  rendered  them  very  much.  I 
done  little  things  that  they  wanted  looked  after— hunting  up  material 
that  they  needed  from  the  department,  punching  them  up  a  little 
bit,  you  might  say,  and  little  things  like  that  is  about  all  I  done. 

Mr.  Kelley.  Your  contract  was  that  if  you  assisted  m  procuring 
this  contract,  and  helped  arrange  the  credit,  that  you  would  receive 
a  salary  as  long  as  the  contract  was  in  force? 

Mr.  Cranor.  No,  sir. 

Mr.  Kelley.  Just  state  what  that  was,  will  you  ? 

Mr.  Cranor.  My  agreement  just  reads  that  I  was  to  be  assistant 
to.  the  president,  to  assist  him  in  whatever  manner,  way,  shape,  or 
form  I  could,  and  it  goes  on  and  mentions  those  matters 

The  Chairman,  ^s.  . 

Mr.  Cranor.  Which  salary  was  to  run  durmg  the  hfe  of  these  con- 
tracts. 

Mr.  Kelley.  What  contracts? 

Mr  Cr^\nor.  I  don't  think  there  was  any  contracts  mentioned ;  the 
Downey  Shipbuilding  Co.  had  a  contract  and  the  Providence  Engi- 
neering Co.  was  hoping  to  get  a  contract. 

Mr.  Kelley.  Was  not  there  some  specific  contract  under  consid- 
eration ? 

Mr.  Cranor.  No,  sir:  no,  sir.  xu      u  j 

Mr.  Kelley.  And  you  were  to  draw  pay  as  long  as  they  had  any 
contracts  at  all  with  the  Government?  x         x        x 

Mr.  Cranor.  Yes,  sir ;  as  long  as  the  contracts  ran,  I  was  to  get  my 

^*^  Mr.  IvELLEY.  Either  from  the  Downey  Shipbuilding  Co.  or  the 
Providence,  either  one? 

Mr.  Cranor.  Yes,  sir ;  the  same  thing. 
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Mr.  Kelley.  And  you  were  carried  on  the  pay  roll  of  the  engineer- 
ing company? 

Mr.  Cranor.  Yes,  sir;  I  was  carried  on  both  pay  rolls — one  part  of 
the  time  and  the  other  part  of  the  time. 

Mr.  Kelley.  But  never  on  both  at  the  same  time  ? 

Mr.  Cranor.  No,  sir ;  sorry  to  say. 

Mr.  Keixey.  Well,  they  mi^ht  properly  come,  I  suppose,  as  divided 
expenses 

Mr.  Cranor.  Well,  that  is  for  you  to  speculate  on  and  not  me,  for  I 
don't  know. 

Mr.  Kelley.  I  say.  you  mipht  properly,  and  did,  render  services 
for  both  companies,  didn't  you  ? 

Mr.  Cranor.  Well,  I  reckon  so;  but  I  don't  know  how  they  ar- 
ranged that. 

Mr.  Kelley.  But  they  might  have  properly  divided  and  carried 
part  ofvour  salary  on  one  pay  roll  and  part  on  another? 

Mr.  CJranor.  I  can  not  say ;  I  don't  know  what  they  done. 

Mr.  Kelley.  But  they  didn't  do  that? 

Mr.  Cranor.  I  don't  Iniow. 

Mr.  Keixey.  You  know  where  your  checks  came  from  ? 

Mr.  Cranor.  Yes;  that  is  all  I  know. 

Mr.  K«lley.  How  long  did  your  checks  come  from  the  Providence 
Engineering  Co.  ? 

Mr.  Cranor.  Well,  I  reckon  they  came  from  there  about  May  or 
June  in  1918  until  October  1, 1919. 

Mr.  Kelley.  And  before  that  time  they  came  from  the  Downey 
Shipbuilding  Co.  ? 

Mr.  Cranor.  Yes,  sir. 

Mr.  Kelley.  And  when  you  went  down  there  you  were  not  in  the 
employ  of  the  Providence  Engineering  Co.,  but  the  Downey  Ship- 
building Co.  ? 

Mr.  CR.VNOR.  Right !     Right ! 

Mr.  Kelley.  But  you  figured  that  these  two  concerns  were  prac- 
tically controlled  by' Mr.  Downey,  anyhow,  and  your  services  over- 
'  lapped  more  or  less? 

Mr.  Cranor.  Well,  I  don't  know  that  1  made  any  particular  figures, 
Mr. — your  name  ? 

Mr.  Keixey.  Kelley.     My  name  is  Kelley. 

Mr.  Cranor.  Then,  Mr.  Kelley,  I  tried  to  get  what  T  was  asked 

to  do. 

Mr.  Kelley.  Bv  whom  ? 

Mr.  (?RAN()R.  6v  Mr.  Downey,  on  behalf  of  his  company^  and 
when  he  told  me  that  he  practically  owned  the  Providence  Engineer- 
ing Co.  I  assumed  that  that  was  as  much  a  i)art  of  my  duty  as  the 
Downev  Shipbuilding  Co.  was. 

Mr.  Kelley.  And  you  looked  after  both  ? 

Mr.  Cranor.  I  looked  after  both. 

Mr.  Keixey.  How  long  did  you  stay  in  Washington? 

Mr.  Cranor.  I  remained  in  Washington  until  the  27th  of  March, 

1919. 
Mr.  Kelley,  About  a  year  after  this  transaction  ? 

Mr.  Cranor.  Yes,  about 

Mr.  Kelley.  You  didn't  have  very  much  to  do? 
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Mr.  Cranor.  No,  sir. 

Mr.  Kew^y.  You  didn't  get  any  more  contracts? 

Mr.  Cranor.  No,  sir.  Mr.  Downey  asked  me  to  keep  myself— to 
keep  posted  as  to  the  conditions,  so  that  they  could  get  a  new  con- 
tract, if  they  could  ^et  one  at  any  time,  and  that  is  why  he  asked  me 
to  remain  tnere.  He  thought,  as  both  of  us  thought  at  the  time, 
that  the  war  was  going  to  go  on  quite  a  while,  and  that  he  mi^ht  get 
another  contract  lor  ships,  and  he  asked  me  to  remain  in  Washington. 

Mr.  Kelley.  You  had  an  office,  did  you,  down  there? 

Mr.  Cranor.  No,  sir. 

Mr.  Kelley.  Just  a  room  at  the  hotel  ? 

Mr.  Cranor.  I  had  two  rooms  at  the  Willard  Hotel. 

Mr.  Kelley.  Were  you  allowed  any  expense  account? 

Mr.  Cranok.  Well,  I  was  supposed  to  have  my  salary  and  ex- 
pense account  allowed,  but  it  was  not — I  don't  know,  I  have  not  re- 
ceivcMl  the  expense  account  yet. 

Mr.  Kelley.  None  at  all '( 

Mr.  Cranok.  Well,  I  received  some  of  it,  but  I  have  no  expense 
account  frcm  possiblv  June,  or  somewhere  along  there,  in  1918,  un- 
til the  1st  of  April,  1910. 

Mr.  Kelley.  You  were  allowed  a  lump  sum  for  expenses,  or  were 
you  required  to  put  in  a  statement  from  time  to  time,  stating  what 
your  expenses  were? 

Mr.  Cranor.  Well,  he  just  gave  me  a  lump  sum  to  use  for  ex- 
penses when  I  went  down. 

Mr.  Kelley.  Eintertainment  and  that  kind  of  thing? 

Mr.  Cranor.  No. 

Mr.  Kelley.  Just  vour  own  expenses?  ^ 

Mr.  Cranoii.  1  didn't  have  any  entertainment  to  do;  it  was  un- 
necessary; only  when  some  of  your  good-looking  Congressmen  liked 
to  come  over  and  have  a  drink  with  me;  that  would  have  been  all 
right. 

Mr.  Kelley.  Practically  a  good  deal  of  this  time  you  were  there! 

Mr.  Cranor.  I  was  there  practically  all  of  the  time. 

Mr.  Kelley.  And  Mr.  Downev's  attorney  was  there  some  of  the 
time^ 

Mr.  Cranor.  Oh,  I  don't  reckon  so;  he  came  down  occasionally,  I 
'reckon. 

Mr.  Kelley.  Mr.  Hussey  was  there  a  good  deal  of  the  time  ? 

Mr.  Cranor.  Until  the  time  that  this  contract  was  received;  I 
don't  reck(m  that  he  was  there  after  that  at  all ;  I  don't  know. 

Mr.  Kelley.  Mr.  Downey  was  there  himself,  some? 

Mr.  Cranor.  Well,  mighty  little;  he  came  down  but  a  time  or 
two  oi-  three,  up  to  the  time  of  receiving  this  contract,  and, maybe  a 
time  or  two  afterwards,  to  my  knowledge. 

Mr.  Kelley.  Did  you  represent  any  other  corporation  while  you 
were  in  Washington^ 

Mr.  Cranor.  No,  sir. 

Mr.  Kelley.  Now,  the  other  day,  when  you  went  to  Washington, 
who  sent  for  you  ? 

Mr.  Cranor.  Nobody. 

Mr.  Kelley.  Mr.  Tweedale  asked  you  to  come  down  J 

Mr.  Cranor.  No,  sir. 
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Mr.  Kelley.  To  whose  office  did  you  go  when  you  went  down 
there  ? 

Mr.  Ckanor.  I  went  to  the  treasurer's  office  of  the  Shipping 
Board,  Mr.  Boiling's  office. 

Mr.  Kelley.  Went  to  see  Mr.  Boiling  right  away  ? 

Mr.  Cranor.  I  went  up  to  Mr.  Boiling's  office,  and  Mr.  Boiling  was 
there  and  Mr.  Tweedale,  and  Mr.  New  came  in  very  shortly  after- 
wards. 

Mr.  Kelley.  They  were  there  waiting  for  you  ? 

Mr.  Cranor.  Yes,  sir. 

Mr.  Kelley.  They  knew  you  were  coming  ? 

Mr.  Cranor.  I  told  them  the  night  before  that  I  was  coming  down. 

Mr.  Kelley.  You  wired  them  that  you  were  coming  down  ? 

Mr.  Cranor.  Xo,  sir;  I  told  the  office  here  to  tell  them  over  the 
wire  that  I  was  coming. 

Mr.  Kelley.  But  there  was  not  any  request  from  them — that  is, 
from  that  end  of  the  line  for  you  to  come  down  ? 

Mr.  Cranor.  No,  sir. 

Mr.  Kelley.  And  you  made  a  statement  there  in  the  presence  of 
the  others  as  to  just  what  your  understanding  of  the  transaction  was? 

Mr.  Cranor.  I  told  them  just  about  what  I  told  you  all. 

Mr.  Kelley.  Did  you  have  quite  a  controversy  with  Mr.  Sands, 
because  you  paid  for  these  commissions — that  is,  these  commissions 
were  in  notes  instead  of  cash  ? 

Mr.  Cr\nor.  I  never  heard  anything  about  it.  He  never  spoke  to 
me  about  it,  and  what  Mr.  Downey  done,  I  don't  know ;  I  don't  know 
what  their  controversy  was. 

Mr.  Kelley.  The  testimony  is  here,  that  he  expected  money  and 
you  told  him  that  the  notes  would  be  all  right  and  good,  and  to  have 
no  worrv  about  them.  So,  vou  never  talked  to  him  about  the  notes 
at  all?    *^ 

Mr.  Cranor.  No,  sir;  T  never  talked  to  him  about  the  notes,  I  do 
not  know  what  he  and  Mr.  Downey  talked  about.  I  was  not  present 
and  did  not  have  anything  to  do  about  it. 

Mr.  Kelley.  But  he  never  expressed  any  fear  that  perhaps  these 
notes  might  not  be  paid  to  you  ? 

ilr.  Cranor.  No,  sir ;  he  never  mentioned  anything  about  notes  to 
me.     He  told  me  he  had  received  it  in  notes. 

Mr.  Kellky.  Oh,  he  told  you  that  he  received  it  in  notes? 

Mr.  Cranor.  Yes. 

Mr.  Kelley.  Did  he  express  some  disappointment? 

Mr.  Cranor.  Well,  I  don't  reckon  so;  I  don't  remember  about  it. 

Mr.  Kklley.  You  agreed  that  he  should  have  the  $10,000,  didn't 

\o\\{ 

Mr.  Cranor.  No,  sir,  I  didn't  make  any  arrangements  about  that ; 
I  told  him  that  he  would  have  to  arrange  all  that  with  Mr.  Downey. 

Mr.  Kelley.  Where  did  Mr.  Hurley  send  you,  when  you  went  to 
see  him,  or  to  whom  did  he  send  you? 

Mr.  Cranor.  Well,  I  don't  think  that  he  sent  me  any  place.  We 
chatted  about  this  matter  a  little  while,  and  I  think  he  told  me  to 
see  Mr.  Piez  later ;  I  don't  know  but  what  he  told  me,  might  be  that 
he  was  away,  something  like  that ;  I  don't  remember. 

Mr.  Kelley.  Did  you  see  Mr.  Piez  ? 

17706S— 20— PT  7 40 
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'    Mr.  Cranor.  I  saw  Mr.  Piez  later. 

Mr.  Kelley.  Did  he  send  you  to  somebody  else? 

Mr.  Cranor.  I  don^t  think  so ;  I  don't  remember.  I  never  was  in 
the  department  but  once  or  twice,  never  spoke  to  anybody  but  once 
or  twice ;  Mr.  Hussey  did  all  that  work. 

Mr.  Kelley.  Mr.  Hussey  was  looking  after  the  details  of  the  con- 
tract ? 

Mr.  Cranor.  Oh,  yes,  he  attended  to  that;  I  never  went  in  there 
but  one  or  two  times. 

Mr.  Kelley.  When  you  went  down  there,  you  did  not  know  that 
your  chief  business  would  be  arranging  the  credit? 

Mr.  Cr.\nor.  No,  sir,  I  didn't  know  anything  about  it ;  I  tliought 
his  credits  were  all  right ;  I  didn't  know  anything  about  the  Provi- 
dence Engineering  Co.'s  business  when  I  went  (town  there:  it  was 
not  mentioned  to  me. 

Mr.  Kelley.  Well,  what  was  the  idea  of  your  going  down  ? 

Mr.  Cranor.  I  went  down  for  the  Downey  Shipbuilding  Co. 

Mr.  Kelley.  To  help  to  get  contracts  ? 

Mr.  Cranor.  Yes,  sir. 

Mr.  Kelley.  Did  Mr.  Hussey  say  he  was  having  trouble  in  getting 
them  himself? 

Mr.  Cranor.  Yes,  sir;  Mr.  Hussey  told  me  that  the  Providence 
Engineering  Co.  might  make  a  contract  or  two,  when  I  came  down 
there,  ilr.  Downey  came  down  there  one  day  and  introduced  me  to 
him,  and  then  he  told  me  he  was  president  of  the  Providence  En- 
gineering Co. — if  he  was  president,  I  don't  remember — ^but  anyhow 
he  was  managing  that  anair,  and  that  he  wanted  me  to  help  Mr. 
Hussey  get  a  contract  for  some  tugs  that  they  were  bidding  on. 

Mr.  Kelley.  Had  he  ever  had  any  business  transactions  with  you 
before  ? 

Mr.  Cranor.  Who,  Mr.  Hussey  ? 

Mr.  Kelley.  No,  Mr.  Downey. 

Mr.  Cranor.  No,  sir. 

Mr.  Kelley.  Do  you  know  who  recommended  you  to  him? 

Mr.  Cranor.  No,  sir ;  I  do  not ;  I  don't  remember. 

Mr.  Kelley.  How  long  have  you  known  him  ? 

Mr.  Cranor.  Well,  I  suppose  1  have  known  him  for  a  year  or  two, 
but  I  don't  just  remember. 

Mr.  Kelley.  Were  you  here  in  New  York? 

Mr.  Cranor.  Yes ;  very  little,  however. 

Mr.  Kelley.  How  long  have  you  lived  in  New  York? 

Mr.  Cranor.  Well,  I  have  been  here  a  good  deal  for  seven  or  eight 
years ;  all  told,  since  1910. 

Mr.  Kelley.  In  answer  to  a  question  by  Mr.  Walsh,  I  think  you 
stated  that  you  thought  this  contract  went  through  rather  speedily. 

Mr.  Cranor.  Yes,  sir. 

Mr.  Kelley.  Rather  easily? 

Mr.  Cranor.  I  think  so. 

Mr.  Kelley.  I  thought  you  went  down  because  Mr.  Hussey  was 
having  trouble  ? 

Mr.  Cranor.  1  didn't  know  anything  about  that;  I  told  you  that 
I  went  down  there  for  the  Downey  Shipbuilding  Co.,  bnt  I  didn^ 
know  there  was  such  a  thing  as  the  Providence  Engineering  Co.  nor 
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Mr.  Hussey  either;  I  didn't  know  anything  about  that,  and  after  I 
had  l)een  there  a  little  while,  why,  ^Ir.  Downey  told  me  he  owned 
this  com])any  and  they  had  a  bid  in  for  these  tugs,  and  they  hadn't 
been  ^ttin^y  any  place  with  them. 

Mr.  KEiJJiY.  They  hadn't  any  other  contracts  except  the  one  made 
in  June  or  July  the  year  before  ? 

Mr.  Cranor.  That  is  all. 

Mr.  Keij^y.  Were  not  having  any  trouble  with  that,  were  they  ? 

Mr.  Cranor.  They  were  having  a  good  deal  of  trouble  with  mate- 
rials and  other  things. 

Mr.  Kelley.  You  went  down  there  rather  to  kind  of  help  with  the 
first  contract  rather  than  a  second? 

Mr.  Cranor.  Yes;  I  went  to  try  and  help  get  some  material,  and 
one  thiiyr  and  another,  through. 

Mr.  m:LLKY.  And,  then,  when  the  queistion  of  a  second  contract 
came  up  you  were,  of  course,  interested  in  helping  that  ahrng  also? 

Mr.  Crvnor.  Yes,  sir. 

Mr.  Kelley.  Your  employment  originally  was  with  the  idea  of 
keeping  things  moving  on  the  first  contract? 

Mr.  Cranor.  Exactly,  that  is  what  I  was  to  do;  yes,  sir. 

Mr.  Keixey.  Are  you  sure  that  these  tugs  that  you  spoke  of,  that 
were  being  built  by  the  Schwab  people,  were  the  same  size  and  type 
and  everything 

Mr.  Cranor.  Same  identical  thing. 

Mr.  KelliEY.  As  the  ones  you  were  bidding  on? 

Mr.  Cranor.  Yes,  they  were  standardized. 

Mr.  Kellky.  There  were  a  great  many  changes  made  in  these  tugs 
afterwards,  wasn't  there  ^ 

Mr  (^RAX(  R.  Well,  I  believe  that  they  asked  for  a  number  of 
them,  if  not  all,  to  be  turned  into  oil  burners  instead  of  coal  burners. 
I  think  that  change  was  made. 

Mr.  KixLEY.  Well,  you  figured  if  it  had  not  been  for  this  letter 
of  Mr.  Sands,  probably  the  contract  would  have  been  held  up  in- 
definitely ! 

Mr.  Cranor.  I  think  that  if  the  auditing  department  of  the 
Shipping  Board  had  not  received  that  letter,  or  some  other  financial 
letter  from  a  financial  grouj),  guaranteeing  this  working  capital, 
that  it  probably  would  not  have  been  granted  at  all. 

Mr.  Kflley.  Do  you  know  whether  Mr.  Downey  had  to  pay 
similar  commissions  for  obtaining  credit  in  connection  with  the 
Downev  Shipbuilding  Co.? 

Mr.  Cranor.  Well,  Mr.  Kelley,  if  he  received  any  underwriting 
from  bankers,  he  had  to  pay  for  them.  If  you  hav?  met  a  group  of 
bankers  that  did  not  charge  that  way,  I  would  like  to  iiet  accjuainted 

with  them. 

Mr.  Kelley.  Your  understanding  is  that  it  was  the  custom  for 
bankers  to  require  shipbuilding  companies  during  the  war  to  pay 
somewhere  in  the  neighborhood  of  40  per  cent  for  establishing  a 
credit  of  a  shipbuilding  company? 

Mr.  Cranor.  No,  sir;  T  have  not  any  understanding  of  that  kind, 
Mr.  Kelley.  But  I  have  been  dealing  with  bankers  for  about  25  or 
80  years  myself,  and  my  understanding  is  that  they  charge  about  all 
they  can  get  generally  to  you  on  any  business  that  you  go  into  when 


^  ' 
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you  need  assistance;  and  the  more  you  need  assistance,  generally,  the 
more  they  charge.  And  you  inferred  that  this  was  rather  a  fceavy 
risk  a  bit  ago,"  so  I  should  think  that  the  risk  was  not  a  great  risk, 
for  if  it  were  it  would  have  been  more.  That  is  my  experience  about 
obtaining  financial  assistance.  I  don't  know  whatyour's  is,  but  that 
is  mine,  and  I  have  had  quite  a  bit  of  it  to  do. 

Mr.  Kelley.  Now,  I  am  asking  you  whether  you  know,  in  the 
case  of  Mr.  Downey's  other  corporation,  the  Downey  Shipbuilding 
Co.,  whether  or  not  any  such  similar  commission  had  been  paid  ? 

Mr.  C'ranor.  Well,  now,  I  don't  know  anything  about  it,  Mr. 
Kelley.  But  T  think  that  Mr.  Downey  said  to  me  at  this  time,  "^  Mr. 
Cranor,  if  you  can  possibly  arrange  this  in  Washington,  I  wish  yon 
would,  because  I  had  to  pay  rather  a  heavy  charge  for  the  under- 
writing here  to  the  group  of  bankers,  and  1  had  to  give  them  some 
stoc^k  besides" — I  don't  know  what  it  was,  and  I  don't  know  that 
my  memory  is  correct  about  that,  but  I  think  that  is  what  Downey 
told  me. 

Mr.  Kelley.  When  you  told  him  this  would  be  $40,0(K)  for  the 
$100,000  of  credit,  he  thought  that  was  as  well  as  he  could  do  in 
Now  York? 

Mr.  Cranor.  Well,  he  kicked  like  the  devil  about  it,  but,  of  course, 
he  finally  agreed  to  it,  because  if  he  had  not  thought  it  was  as  ^oo^l 
as  he  could  do,  he  would  probably  not  have  done  it.  That  would  be 
my  idea. 

Mr.  Keli^ey.  Did  he  say  the  bankers  in  New  York  with  whom  he 
was  doing  business,  woulci  not  furnish  the  credit  at  all? 

Mr.  CiiANOR.  Well,  I  don't  know  just  what  he  said  about  it,  but 
as  well  as  I  remember  it,  he  told  me  he  would  have  to  pay  a  good,  big 
attorney's  fee  and  pay  for  an  examination  and  all  these  kind  of 
things,  and  then  he  would  have  a  good,  big  banking  fee  to  pay — 
that  is  my  recollection  of  what  it  would  cost  him,  and  it  would  cost 
him  a  deal,  which  he  wanted  to  obviate  at  that  time  because  it  seems 
to  me,  if  my  memory  serves  me  correctly,  that  he  could  make  this 
subcontract  with  the  Keylei-Purdy  Co.,  and  maybe  he  was  figur- 
ing with  somebody  else,  some  other  parties  were  figuring  on  that — 
T  am  not  sure  of  these  things  because  it  was  not  a  matter  I  should 
charge  my  memory  with  at  all,  it  was  a  matter  of  arranging  things 
down  there,  but  it  runs  in  my  memory  that  it  was  something  of  that 
kind  and  that  was  the  reason,  as  I  remember  it.  He  asked  me  about 
it  and  I  told  him  that  the  fee  was  fair. 

Mr.  Kelley.  There  would  not  be  anything  wrong  in  your  get- 
ting the  assistance  of  Mr.  Sands  and  paying  him  a  commission  for 
any  other  services? 

Mr.  Cranor.  What  other  services? 

Mr.  Kelley.  Such  as  helping  him  with  the  bendinir  rolls:  that 
would  be  a  perfect  legitimate  transaction,  wouldn't  it?  He  was 
not  a  (lovernment  official  at  all? 

Mr.  Cranor.  Oh,  no. 

j\!r.  Kelley.  If  he  could  help  you  in  any  way  to  get  these  bentling 
rolls,  even  if  you  had  to  pay  for  it,  there  would  be  no  objection  to  it  i 

Mr.  Cranor.  I  do  not  know  that  there  would  be,  and  I  do  not  stv 
why  I  should. 

Mr.  Kelley.  I  know ;  but  vour  testimonv  is  that,  so  far  as  vou 
know,  he  did  not  receive  anything  for  the  bending  rolls? 
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Mr.  Cranor.  Mr.  Sands? 

Mr.  Kei^ley.  Yes. 

Mr.  Cranor.  Xot  as  far  as  I  know,  I  certainly  would  know  about 
it  if  he  did ;  not  that  I  know  of. 

Mr.  Kelley.  And  that  there  was  no  $1,()()0  ever  paid,  so  far  as  you 
know  i 

Mr.  Cranor.  No,  sir. 

Mr.  Kelley.  To  Mr.  Sands  for  efficient  help  with  the  bending 
rolls?  ^  \ 

Mr.  Cr^\N()r.  Xo. 

Mr.  Kelley.  He  did  that  just  because  you  happened  to  mention 
that  to  him? 

Mr.  Cranor.  Well,  he  was  very  good  about  doing  anything  that  he 
could,  that  you  would  ask  him  to  do ;  telephone,  or  anything  like  that, 
and  it  may  be  that  he  spoke  to  him  about  something  like  that — 
I  don't  remember  about  that. 

Mr.  Ki-xley.  It  was  subsequent  to  the  other  arrangement,  the 
contract?     It  was  afterwards,  wasn't  it? 

Mr.  Cranor.  No;  it  was  before,  these  bending  rolls  was  the  first 
thing. 

Mr.  Kelley.  They  came  up  first? 

Mr.  Cifl^NoR.  They  came  up  very  early  after  I  had  gone  down 
there. 

Mr.  Kelley.  You  saw  quite  a  good  deal  of  Mr.  Sands,  of  course, 
about  the  hotel  there,  both  staying  at  the  same  hotel  ? 

Mr.  Cranor.  Well,  not  a  great  deal.    I  saw  him  occasionally. 

Mr.  Kelley.  Evenings? 

Mr.  ("ranor.  Sometimes  he  phoned  me  and  asked  me  to  come  down 
and  sometimes  I  did  and  sometimes  I  did  not. 

Mr.  Kelley.  Lunched  together  and  had  dinner  together  some- 
times ? 

Mr.  Cranor.  Well,  perhaps  a  time  or  two,  not  much. 

Mr.  Kelley.  You  were  old  acauaintances  ? 

Mr.  Cranor.  I  have  known  Mr.  Sands  probably  30  years,  and  I 
dined  with  him  a  time  or  two,  generally  have  dinner,  I  think. 

Mr.  Kelley.  You  had  not  talked  with  him  about  this  credit  matter 
at  all,  about  the  time  the  contract  was  made? 

Mr.  Cranor.  I  did  not  talk  to  him  about  it  at  all;  I  had  to  put  the 
thing  through  quickly,  I  had  to  have  the  credit. 

Mr.  Kelley.  It  was  dcme  quickly,  was  it? 

Mr.  Cranor.  Yes,  sir. 

Mr.  Kklij':y.  Within  a  few  days? 

Mr.  Cranor.  Done  within  a  few  days;  and  he  also  studied  over 
the  matter  and  worked  over  it  about  a  week  before  he  wrote  this  let- 
ter that  he  woulcl  do  it,  and  then  it  was  probably  a  few  days  .later 
when  he  finally  did  give  the  bank  letter. 

Mr.  Keli.ey.  And  that  is  the  end  of  your  connection  with  the 

transaction  ? 

Mr.  Cranor.  Oh,  ves;  that  is  all  I  had  to  do  with  it. 

The  Chairman.  Well,  as  a  matter  of  fact,  Mr.  Cranor,  what  Mr. 
Sands  did  in  furnishing  this  letter  to  the  Shipping  Board  credit  de- 
partment did  help  the  Providence  Engineering  Co.  in  getting  this 
contract  i 


3142  SHIPPING  BOARD   OPERATIONS. 

Mr.  Cranor.  It  absolutely  gave  them  the  contract;  they  had  to 
have  that  letter  or  a  similar  letter  from  some  financial  group  or  insti- 
tution to  get  it,  as  I  understand  it. 

The  Chairman.  Now,  when  you  understood  that  Mr.  Sands  wis 
going  to  arrange  for  this  credit  amongst  the  group  of  his  friends 
and  himself 

Mr.  Cranor.  Yes,  sir. 

Mr.  Chair.man.  Had  you  »vgreed  upon  the  commission  that  was  to 
be  paicf  him  at  that  time? 

Mr.  Cranor.  Well,  my  recollection  is  that  while  we  had  not  agreed 
we  were  very  close  together,  somewhere  near. 

The  Chairman.  Now,  when  the  credit  department  insisted  that  he 
send  a  letter  signed  as  an  officer  of  the  bank  did  you  have  any  dis- 
cussion with  Mr.  Sands  with  reference  to  the  fee  paid  or  to  be  paid! 

Mr.  Cranor.  Oh,  no,  sir. 

The  Chairman.  So  that  you  did  not  know  until  Mr.  New  told  you 
that  the  arrangement  had  been  changed,  and  instead  of  Mr.  Saids 
furnishing  this  credit  personally,  together  with  some  of  his  friends, 
that  he  was  furnishing  it  as  an  official  of  the  bank,  and  that  his 
friends  were  out  of  it? 

Mr.  Cranor.  No,  sir ;  I  didn't  know  anything  about  it  until  then. 

The  Chairman.  And  afterwards  did  you  have  any  ^iscuffiion 
with  Mr.  Sands  or  talk  about  to  whom  the  fee  should  be  paid— 
whether  it  should  be  paid  to  him  or  whether  it  should  go  to  the  bnqk! 

Mr.  Cranor.  No,  sir;  I  never  had  any  discussion  about  that. 

The  Chairman.  My  recollection  is  that  in  your  previous  testimony 
you  stated  that  you  paid  Mr.  Sands  $40,000? 

Mr.  Cranor.  No,  sir — Mr.  Downey. 

The  Chairman.  If  you  did  say  that,  it  is  a  mistake? 

Mr.  Cranor.  It  is  a  mistake. 

The  Chairman.  You  actually  did  not  pay,  but  Mr.  Downey  paid 
it  or  had  charge  of  paying  it  ? 

^.ir.  C  i?an(;R.  As  to  tiiat,  I  was  not  present  wh^n  that  was  done,  anil 
I  didn't  know  how  it  was  arranged,  except  by  what  was  said  to  nw 
afterwards. 

The  Chairman.  Did  vou  e^^r  dine  at  the  Willard  Hotel  with  Mr. 
Boiling  ( 

Mr.  Cran(,k    No;  T  don't  think  so. 

The  Chairman.  Now,  will  you  reflect  upon  that  a  moment  and 
see  whether  you  can  recall  ever  having  taken  dinner  one  evening 
with  Mr.  Boiling  yourself — you  and  him? 

Mr.  Cranor.  Well,  I  could  not  say  as  to  that.  It  is  possible,  but 
I  do  not  recall  it.  It  might  be  that' we  did.  I  saw  mighty  little  of 
Mr.  Boiling— mighty  little.  And  if  we  dined  together  it  slipped  my 
memory,    f  dcm't  know.    We  might. 

The  Chairman.  Did  you  see  Mr.  Boiling  in  his  office  at  the  Ship- 
I)ing  Board  upon  any  matter  and  then  take  dinner  with  him  that 
same  evening  at  the  Willard  Hotel  ? 

Mr.  Cranor.  No,  sir. 

The  Chairman.  You  are  sure  of  that? 

Mr.  Cranor.  Oh,  yes;  I  am  sure  of  that.  I  may  have  taken  dinner 
with  him  at  the  Willard  Hotel,  but  I  did  not  see  him  at  his  office 
about  anything. 
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'The  Chairman.  Now,  you  are  sure  that  you  never  saw  him  at  his 
office  and  took  dinner  with  him  the  same  evening  of  the  day  that 
you  saw  him  at  his  office  at  the  Willard  Hotel  ? 

Mr.  Cranor.  No  ;  I  would  not  say  that,  because  I  sometimes  went 
over  to  his  office  and  took  him  over  a  quart  of  liquor  and  put  it  in 
a  drawer,  and  I  may  have  been  over  tnere  and  done  that — I  don't 
know.  I  did  that  a  time  or  two,  sociably,  but  whether  I  did  it  that 
day  or  not  I  don't  know. 

The  Chairman.  That  is,  whether  you  did  what  that  day? 

Mr.  Cranor.  Whether  I  carFied  over  a  bottle  of  liquor  to  him  that 
day  and  then  had  dinner  with  him  that  evening,  I  don't  know — I 
might.    I  don't  remember  anything  about  it. 

The  Chairman.  Now,  did  you  ever  see  him  at  his  office  on  a 
business  matter  and  then  take  dinner  with  him  that  same  evening  at 
the  hotel  ? 

Mr.  Cranor.  I  never  talked  business  to  Mr.  Boiling  in  my  life. 

The  Chairman.  You  are  sure  of  that  ? 

Mr.  Cranor.  You  bet. 

The  Chairman.  Now,  Mr.  Boiling  has  testified,  Mr.  Cranor,  that 
you  came  to  see  him  about  the  bending  rolls;  that  in  your  presence 
he  called  up  Mr.  Sisler,  and  that  evening  you  and  he  dined  at  the 
Willard  Hotel.    What  do  vou  have  to  sav  about  that  ? 

Mr.  Cranor.  Well,  I  think  that  he  is  mistaken.  I  don't  know  any- 
thing about  that,  and  he  may  have  spoken  to  Mr.  Boiling  and  asked 
Mr.  Boiling  if  he  could  assist  me  to  get  the  rolls  over  that  evening, 
or  something;  I  don't  know. 

The  Chairman.  He  may  have  ? 

Mr.  Cranor.  As  far  as  I  am  concerned,  I  never  spoke  to  him  about 
it  in  my  life,  that  I  remember.  I — I — I  was  asked  to  go  one  after- 
noon over  the  phone,  and  I  think  that  it  was  the  second  day  after 
that  that  Mr.  Cox  told  me  that  he  had  sent  the  order  to  the  l)owney 
plant  for  them.  So  that  I  don't  think  that  I  had  any  occasion  or 
time  to  see  anvbodv  about  it,  because  there  was  not  much  about  it. 

I  went  over  and  seen  Senator  Martin,  and  I  think  he  had  some  one 
phone  Admiral  Bowles  and  asked  him  if  there  was  some  way  that 
could  be  found  for  these  rolls,  because  it  was  holding  up  the  ships, 
and  I  think  that  he  suggested  that  these  two  plants  in  the  West  were 
very  close  together  and  could  roll  with  these  bilge  rolls  out  there — 
I  think  that  was  the  conversation  over  the  phone,  if  I  remember, 
with  Admiral  Bowles  in  Philadelphia.  I  think  the  admiral  said  that 
he  would  arrange  the  matter  if  it  was  possible  at  all.  I  think  he 
told  the  Senator  that,  and  that  was  all  there  was  about  it.  I  may 
be  mistaken;  I  may  have  forgotten  something;  I  don't  know,  and  I 
don't  remember. 

The  Chairman.  When  you  had  this  talk  here  the  other  day  in 
Washington  with  Mr.  Boiling,  Mr.  Tweedale,  and  Mr.  New,  was 
anything  said  there  about  your  having  taken  up  the  bending-roll 
matter  with  Mr.  Boiling? 

Mr.  Cranor.  No,  sir. 

The  Chairman.  Mr.  Boiling  never  recalled  it? 

Mr.  Cranor*  I  don't  recall  it;.  I  don't  remember  it.  I  was  only 
with  him  a  few  minutes;  simply  told  him  my  connection  with  arrang- 
ing these  finances,  and  what  it  was.    And  I  went  down  because  I 
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thought  it  was  the  duty  to  these  gentlemen  to  place  the  facts  before 
them  as  I  knew  them.  I  thought  it  was  due  ev^tybody  that  the  facts 
should  be  known,  and  I  made  a  statement  as  to  my  connection  with 
that  to  them. 

The  Chairman.  Now,  a  few  days  ago  Mr.  Boiling  gave  a  statement 
to  the  press  in  the  presence  of  Admiral  Benson  and  Gol.  Goff — by  the 
way,  do  you  know  Col.  Goff,  of  the  Shipping  Board  ? 

Mr.  Cranor.  No,  sir ;  I  do  not . 

The  Chairman.  In  which  he  said — this  is  on  November  20. 

Mr.  Cranor.  Yes. 

The  Chairman  (reading) : 

Mr.  Sands  had  always  been  my  banker,  and  I  had  had  various  financial  transac- 
tions with  him.  From  time  to  time  he  curtailed  that  note.  In  the  spring  of  1918 
he  still  owed  about  a  little  over  $(),()0()  on  that  note.  At  that  time  Mr.  Sands 
introduced  Mr.  Cranor  to  me,  askinj?  that  he  get  certain  pie<*es  of  machiner>% 
bending  rolls  they  were,  wlik^nithe  Fleet  Corporation  were  to  furnish  the 
Downey  Shipbuilding  Co.  in  Annection  with  the  constructicm  of  vessels.  He 
asked  if  I  could  help  him  have  these  bending  rolls  shlpp<»d  to  Downey.  Some 
time  after  that  Sands  told  me  that  he  had  received  a  fee  for  procuring  these 
bending  rolls  from  Downey  and  offered  to  divide  it  with  me. 

Now,  do  you  recall  whether  Mr.  Sands  ever  introduced  you  to  Mr. 
Boiling? 

Mr.  Cranor.  No,  sir;  I  don't  recall.  He  might  have  done  so  in 
the  office  of  the  bank.  The  bank  was  on  the  comer,  a  rather  con- 
gested place ;  he  may  have  done  so,  but  I  don't  remember  of  it. 

The  Chairman.  But  you  knew  Mr.  Boiling,  didn't  you? 

Mr.  Cranor.  I  knew  the  family  a  little,  of  course,  and  I  think  I 
knew  Mr.  Boiling,  but  he  may  have. reintroduced  him  for  all  I  know. 
I  don't  know. 

The  Chairman.  You  may  have  asked  Mr.  Boiling  to  help  you  with 
the  bending- roll  matter? 

Mr.  Cranor,  There  may  be  some  conversation  there  at  the  bank 
about  it,  because  I  was  never  in  the  office.  And  there  mi^t  have 
been  something  about  it.  I  could  not  tell  you  that ;  I  don't  recall  it 
at  all,  but  it  is  quite  possible  that  if  Mr.  Sands  had  told  me  that  Mr. 
Boiling  was  in  a  position  to  get  the  rolls  I  might  have  said  to  him, 
"We  would  like  to  have  them,"  and  I  may  have  said  that  it  was 
yery  important. 

The  Chairman.  That  may  have  taken  place  at  the  bank? 

Mr.  Cranor.  Yes :  it  may  have. 

The  Chairman.  Will  you  say  that  it  did  not  take  place  in  Mr. 
Boiling's  office  at  the  Shipping  6oard  ? 

Mr.  Cranor.  No,  no,  no ;  it  did  not  take  place  there. 

The  Chair]vian.  Sure  of  that? 

Mr.  Cranor.  Yes ;  I  never  was  in  the  office,  that  I  know  of. 

The  Chairman.  Never  was  in  Mr.  Boiling's  office? 

Mr.  Cranor.  No;  not  at  that  time.  I  was  there  later,  after  all 
these — away  in  the  summer,  after  this  was  over,  I  was  in  the  office, 
but  I  was  never  in  his  office  until  in  the  spring,  that  I  know  of,  be- 
cause thej^  moved  their  offices  so  fast,  that  you  could  not  keep  up 
with  thein  down  there,  and  I  never  had  any  occasion  to  go  to  his  office. 

The  Chairman.  Wliere  did  you  have  your  personal  bank  account 
while  in  Washington? 

Mr.  Cranor.  At  Mr.  Sands's  bank. 
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The  Chairman.  Commercial  Bank  ? 

Mr.  Cranor.  Yes,  sir. 

The  Chairman.  Have  you  had  any  controversy  with  Mr.  Downey 
or  dispute  which  has  resulted  in  your  not  receiving  any  salary  for 
the  lastvear? 

Mr.  CJranor.  No,  no ;  Mr.  Hussey  cut  that  ofT  as  president  of  the 
Providence  company,  and  I  took  it  up  with  Mr.  Downey  and  Mr. 
Downey  told  me  that  he  was  pretty  short  of  cash  because  the  Shipping 
Board  owed  him  a  great  deal  of  money  yet;  he  could  not  get  his 
money,  and  he  said  "When  all  this  business  is  over,  I  will  adjust  this 
matter  with  you." 

The  Chairman.  Did  you  have  a  written  contract,  Mr.  Cranor? 

Mr.  Cranor.  Yes,  sir. 

The  Chairman.  Have  you  got  a  copy  of  that  with  you? 

Mr.  Cranor.  No,  sir;  it  is  a  letter,  just  a  letter  signed  by  Mr. 
Downey. 

The  CiiAiRMAN.  Have  you  got  that  with  you? 

Mr.  Cranor.  No,  sir ;  it  is  a  letter  signed  by  Mr.  Downey,  I  think. 

The  Chairman.  Appointing  you  assistant  to  the  president  at  a 
certain  salary  ? 

Mr.  Cranor.  Yes,  sir. 

The  Chairman.  To  continue  during  the  life  of  the  contract  ? 

Mr.  Cranor.  Yes,  sir. 

The  Chairman.  Were  you  paid  monthly  ? 

Mr.  Cranor.  Yes,  sir. 

The  Chairman.  Now,  did  you  engage  in  any  other  business  while 
in  Washington  as  assistant  to  Mr.  Downey  ? 

Mr.  Cranor.  No,  sir. 

The  Chairman.  You  never  entered  into  any  syndicates  or  pools? 

Mr.  Cranor.  No,  sir. 

The  Chairman.  Transacting  any  other  business  ? 

Mr.  Cranor.  No,  sir.  No.  sir;  I  have  told  you  that  I  introduced 
Mr.  Sands  in  the  financing  ot  the  Mount  Vernon  &  Camp  Humphreys 
Hailroad  to  a  Mr.  Fiske,  or  some  friend  of  his,  and  he  financed  that- 
railroad,  and  on  which  he  got  $10,0(X),  and  he  said  he  would  give  me 
half  of  it  if  I  would  introduce  him  to  somebody  who  would  finance 
it ;  they  "financed  it  and  he  got  his  clieck. 

The  Chairman.  Did  you  get  half  of  it? 

Mr.  Cranor.  No,  sir;  I  asked  him  for  a  little  money  from  time  to 
time.  He  told  me  that  he  was  short  of  cash,  and  once  in  a  while  I 
got  $1,(K)0  or  $500,  until  I  ":ot  something  like  $:3,00(). 

The  Chairman.  You  still  feel  that  he  owes  you  something? 

Mr.  Cranor.  Yes,  sir. 

The  Chairman.  Was  that  paid  by  check  to  you  i 

Mr.  Cranor.  Well,  I  don't  remember;  I  expect  so.  It  might  have 
been  put  to  my  credit  or  it  may  have  been  paid  by  check;  I  don't 
remember. 

The  Chairman.  You  still  carry  an  account  in  the  Commercial  ? 

Mr.  Cranor.  No  ;  I  have  not  any  account  there. 

The  Chairman.  Do  you  remember  just  about  what  time  that  was. 
this  financing  of  this  railway? 

Mr.  Cranor.  Well,  it  was  in  the  spring  of  1918 — I  don't  just  re- 
member— along  in  March,  perhaps. 
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The  Chairman.  Along  about  the  same  time  ? 

Mr.  Cranor.  About  the  same  time;  yes.  I  think  so;  I  donH;  think 
there  is  much  difference  in  it.  It  rocked  along  for  possibly  a  month 
or  so;  I  don't  remember  about  the  time  it  was  done.  I  didn't  pay 
very  much  attention  to  it,  because  I  didn't  have  anything  to  do  wiui 
it  other  than  that. 

The  Chairman.  You  say  you  arranged  to  advance  them  $10,000? 

'Mr.  Cranor.  No,  sir;  I  say  that  they — the  Washington  Street  Rail- 
way treasurer,  or  some  official  of  that  company — tola  Mr.  Sands  that 
he  would  give  him  $10,000  to  put  him  in  connection  with  financiers 
that  would  finance  the  Mount  Vernon  &  Camp  Humphreys  Railroad, 
a  short  line  of  4  or  5  miles  that  would  extend  the  street  railwav  from 
Mount  Vernon  on  down  to  Camp  Humphreys;  I  thkik  it  is  alx)ut  4 
or  5  or  6  miles,  at  a  cost  of  a  quarter  of  a  million  dollars,  or  some- 
thing of  that  kind.  I  think  I  offered  to  introduce  him  to  some  one, 
perhaps  Mr.  Pliny — I  think  possibly  that  was  the  man — and  they 
financed  it,  and  he  said  to  me  he  would  give  me  $5,000,  half  of  his 
fee. 

The  Chairman.  Anything  further,  Mr.  Kelley? 

Mr.  Kelley.  The  credit  which  Mr.  Sands  agreed  to  place  for  the 
Providence  Engineering  Co.,  of  $100,000,  was  not,  as  I  understand, 
Mr.  Cranor,  so  important  to  the  company^ because  of  any  value  it 
would  be  as  a  working  capital,  but  that  it  was  necessary  to  get  the 
contract  ? 

Mr.  Cranor.  Well,  no ;  I  would  not  like  to  say  that.  My  under- 
standing was  that  it  was  necessary  to  have  that  money  for  working 
capital.  I  took  that  view  of  it  from  my  personal  experience  in  busi- 
ncvss.  And  I  know  that  I  would  want  working  capital  to  pay  my 
pay  rolls,  etc. 

Mr.  Kelley.  Didn't  they  get  $285,000  from  the  contract  right 

awav  ? 

Mr.  Cranor.  Yes,  sir ;  but  I  would  not  like  to  take  a  defunct  con- 
cern and  walk  into  the  Shipping  Board  and  just  ask  them  to  give 
him  a  contract  absolutely  on  nothing,  if  they  were  to  give  him  a 
check  of  that  magnitude,  oecause  that  did  not  look  very  well. 

Mr.  Kelley.  Were  you  representing  a  defunct  concern? 

Mr.  Cranor.  No,  sir;  but  you  see  they  were  short  of  ci.sh. 

Mr.  Kelley.  It  was  a  defunct  concern  ? 

Mr.  Cranor.  No,  sir. 

Mr.  Kelley.  Was  it  in  a  good  financial  condition  ? 

Mr.  Cranor.  Well,  it  would  be — I  would  not  say  that;  no.  I  don't 
think  it  was.  I  don't  think  it  was  in  good  financial  condition.  If 
it  was,  it  would  have  working  capital. 

Mr.  Kelley.  You  were  trying  to  get  a  contract  from  the  Grovem- 
ment  for  a  concern  that,  in  your  judgment,  you  did  not  think  was 
able  to  carry  out  the  contract  ? 

Mr.  Cranor.  No;  not  that. 

Mr.  Kelley.  Just  what  did  you  think  you  were  trying  to  do? 

Mr.  Cranor.  I  want  to  say  that  I  think  they  had  a  very  fine  plant, 
officered  b}'  men  able  to  carry  out  this  kind  of  a  contract,  and  with 
the  necessary  working  capital  in  the  treasury  to  carry  on  and  take 
care  of  their  pay  rolls  and  incidentals  incident  to  a  contract  of  this 
magnitude. 
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Mr.  Kelley.  It  was  not  a  very  uncommon  thiiig,  was  it,  for  the 
Government  to  assist  concerns  that  had  fine  organizations  and  a  good 
plant  ready  to  do  the  work  to  the  extent  of  $100,000  ? 

'Mr.  Cranor.  Well,  you  know,  you  have  to  find  that  out.  I  am  not 
able  to  tell  you  just  what  the  (lovernment  done  all  the  time,  because 
I  was  only  in  this  matter. 

Mr.  Kelley.  What  I  am  getting  at  is  this,  that  the  ^greatest  serv- 
ice Avhich  was  rendered  was  not  the  putting  the  money  to  the  credit 
of  the  contractor  but  writing  the  letter  to  the  Shipping  Board  that 
they  would  do  so,  and  on  the  strength  of  that  the  contract  was  given? 

Mr.  Cranor.  Mr.  Kelley,  if  you  wrote  a  letter  of  that  kind  as  a 
banker  would  you  consider  you  were  obligated  to  put  that  money  up 
on  call?  Would  you  consider  you  were  doing  shyster  business  or 
would  vou  consider  that  3'ou  were  doing  real  "business  ? 

Mr.  Kelley.  I  am  hot  answering  any  (questions  here  to-day. 

Mr.  Cranor.  That  is  what  you  are  asking  me. 

Mr.  Keli^y.  No  ;  I  do  not  think  you  understood  me.  I  want  you 
to  tell  us  whether  or  not  the  service  Mr.  Downey  was  to  receive  was 
the  use  of  this  monev  or  was  the  service  which  he  received  in  the 

m. 

letter  which  enabled  him  to  get  the  contract  ? 

Mr.  Cranor.  Mr.  Kelley,  does  not  ,your  committee  want  the  facts 
and  not  anything  of  that  kind?  Do  you  not  want  to  know  just  what 
everybody  believes  the  facts  to  be? 

ifr.  Kelley.  Yes. 

Mr.  (Cranor.  Well,  I  believe  them  to  be  that  Mr.  Downey — ^the 
Providence  Engineering  Co. — needed  $100,000  in  cash  working  capital 
to  enable  them  to  get  along  nicely.  That  is  my  belief ;  that  is  what  I 
thought  I  was  arranging.  If  there  was  any  sinister  motive  in  any- 
body's mind  I  do  not  know  about  it,  Mr.  Kelley. 

Mr.  Kelley.  No;  I  am  not  speaking  of  that.  You  testified  that 
Mr.  Downey  thought  that  inasmuch  as  they  put  up  only  $50,000 
afterwards  that  the  service  was  onlv  worth  half  as  much. 

Mr.  (Cranor.  Would  you  not  think  that  if  you  were  to  make  an 
arrangement  of  that  kind,  or  would  not  I? 

Mr.  Kelley.  I  understood  vou  to  sav  that  the  chief  vahie  that 
Downey's  stockholders  would  get  out  of  this  would  be  the  contract 
itself.    Now,  having  received  the  contract—- — 

Mr.  Cranor  (interposing).  I  should  think  that  that  had  two 
phases,  Mr.  Kelley :  One  was  a  potential  value.  The  fact  that  they 
did  have  the  contract  would  enable  them  to  finance  it  some  place  else, 
would  it  not  ?    That  is  fair. 

Mr.  Kelley.  Did  Mr.  Hussey  say  to  you  that  if  they  got  the  con- 
tract they  could  finance  it  and  take  care  of  it  all  right? 
•Mr.  Cranor.  You  mean  without  this  money? 

Mr.  Kelley.  Without  this  money? 

Mr.  Cuanc  R.  No,  sir;  he  did  not  say  anything  of  the  kind  to  me. 

Mr.  Keliey.  You  tried  to  get  this  contract  without  putting  up 
ih^s  money,  did  vou  not? 

Mr.  Cranor.  I  did  not  know  that  they  were  so  short  of  cash  at 
the  time  I  was  getting  this  contract. 

Mr.  Kelley.  I  am  asking  you,  as  a  matter  of  fact,  you  tried  to 
get  this  contract  from  the  (rovernment  without  this  credit? 
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Mr.  Cranor.  I  would  not  like  to  say  I  did  that.  I  tried  to  get 
the  contract  all  right.  But  I  did  i^ot  know  the  company  was  so 
short  of  working  capital.  ' 

Mr.  Kelley.  You  were  there  to  help  get  the  contract? 

Mr.  Cranor.  Yes,  sir. 

Mr.  Kelley.  And  you  did  everything  you  could  to  get  it  without 
this  credit? 

Mr.  Cranor.  I  would  not  like  to  sav  that  even.  I  was  working  to 
get  the  contract,  but  I  did  not  know  tnat  the  working  capital  of  that 
concern  was  so  low  until  it  was  called  to  my  attention  by  Mr.  New. 

Mr.  Kelley.  When  you  found  out  that  the  working  capital  was 
low,  did  you  suggest  to  Mr.  New  that  he  ought  to  insist  on  this  credit  ? 

Mr.  Cranor.  No.  I  never  saw  Mr.  New  but  the  one  time,  and  I 
went  up  there  to  finish  .up  the  matter  and  learned  that  it  was  neces- 
sary to  have  that  working  capital  to  get  it. 

Mr.  Kelley.  Did  you  ever  suggest  to  anybody  that  those  people 
ought  to  be  required  to  strengthen  their  credit  in  this  way  before 
the  contract  should  be  granted  ? 

Mr.  Cranor.  I  told  Mr.  Hussey  that  they  would  Imve  to  get  this 
working  capital,  in  my  opinion,  before  it  would  be  granted.  I  was 
trying  to  give  what  I  assumed  to  be  a  decent  view  of  it,  and  I  said 
to  him  that  that  would  be  absolutely  essential. 

Mr.  Kelley.  Having  in  mind  the  interests  of  the  Shipping  Board  ( 

Mr.  Cranor.  Well,  yes ;  having  that  in  mind — and  also  having  in 
mind  what  my  business  experie'hce  had  taught  me — it  was  necessary 
to  have  those  things  arranged. 

Mr.  Kelley.  And  that  until  that  was  done  you  did  not  crowd 
very  hard  on  getting  the  contract  for  them? 

Mr.  Cranor.  I  crowded  getting  it  all  right,  so  that  it  would  be 
done  simultaneously. 

Mr.  Kelley.  But  you  did  not  insist  at  all  with  anybody  that  this 
contract  should  be  entered  into  until  this  credit  should  be  estab- 
lished? 

Mr.  Cranor.  No  ;  I  did  not. 

Mr.  Kelley.  Do  you  mean  to  say  that  you  did  not  suggest  to  some- 
body that  this  credit  could  be  had,  and  that  it  ought  to  be,  before  the 
contract  was  given — besides  Hussey  ? 

Mr.  Cranor.  No  ;  I  do  not  think  I  discussed  it  with  anybody  except 
Hussey,  and  perhaps  Mr.  Downey  a  little  bit. 

Mr.  Kelley.  I  mean  anybody  connected  with  the  Shipping  Board? 

Mr.  Cranok.  Oh,  no.  I  did  not  know  anybody  up  there;  I  just 
met  Mr.  Hurlev  once  and  Mr.  Piez  once,  or  perhaps  twice;  and  I  did 
not  loiow  anvbody  to  discuss  it  with  and  knew  no  reason  why  I 
should  rliscuss  it  with  them. 

Mr.  Kklley.  Rut  you  kept  impressing  upon  Mr.  Downey  and  Mr. 
Hussey  the  reasonableness  of  the  demand  of  the  Shipping  Board  in 
this  respect? 

^  Mr.  Cranok.  I  told  them  that  the  board's  request  was  perfectly 
just. 

Mr.  Kelley.  And  that  the  credit  ought  to  be  arranged  and  that 
you  could  arran<re  it? 

Mr.  CrxVNor.    les,  sir;  I  told  them  I  thought  it  would  Be  arranged. 

Mr.  Kelley.  But  that  it  would  cost  $40,000? 
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Mr.  Cranor.  Yes,  sir;  I  told  them  that. 

Mr.  Kelley.  Did  you  know  any  of  the  officers  of  the  Fleet  Cor- 
poration here  in  New  York? 
Mr.  Cranor.  No,  sir.  ^ 

Mr.  Keu^.y.  Did  you  know  Mr.  Bookwalter?  ' 
Mr.  Crabtor.  No,  sir. 

TESTIMONT  OF  MB.  LESTER  SISLEE— Besumed. 

Mr.  Kelley.  There  are  just  a  few  questions,  Mr.  Chairman,  that  I 
want  to  ask  Mr.  Sisl^r  this  mornin^r,  and  I  thouf^ht  there  were  some 
files  which  I  wanted  to  ?ee  that  were  here  in  New  York,  and  I  dis- 
covered they  are  in  Washin<rton:  and  some  other  time,  if  we  wanted 
to  call  you  back,  I  suppose  we  could  ? 

Mr.  Sislp:r.  I  would  be  ^lad  to  come  back  at  anv  time. 

Mr.  Kelley.  In  answer  to  a  question  of  Mr.  AValsh  yesterday  you 
said  something  that  I  did  not  quite  pet  about  Mr.  Sands  possibly 
thinking  you  were  a  silent  partner  of  his.  What  did  you  mean  by 
that,  if  you  remember  the  reply? 

Mr.  SisLER,  I  do  not  recollect  the  question  now,  but  I  think  perhaps 
I  had  in  mind  that  inasmuch  as  he  was  apparently  engaged  in  ])hilan- 
thropic  work  in  remembering  his  friends,  that  he  likewise  considered 
me  in  the  coterie. 

Mr.  Kelley.  Oh,  he  was  engaged  in  philanthr()j)ic  work  of  remem- 
beiing  his  friends? 

Mr.  Sisler.  Apparently  so,  according  to  Mr.  Sands's  testimony.  I 
am  only  confining  my  remarks  to  his  allegations. 

Mr.  Kelley.  As  a  matter  of  fact,  was  he  in  the  habit  of  remember- 
ing his  friends  ? 

Mr.  SisLER    I  would  take  that  to  be  so  from  his  testimony. 

Mr.  Kelley.  Was  he  in  the  habit  of  remembering  friends  who  had 
business  connections  that  would  bring  money  to  the  bank  directly  in 
the  way  of  deposits  ? 

Mr.  SisLER.  That  I  could  not  answer.  I  know  that  one  of  the  in- 
ducements that  I  offered  Mr.  Sands,  in  seeking  his  financial  assistance 
for  the  sand  and  gravel  company  was  that  I  not  only  would  keep  my 
personal  account  there — which  was  not  very  large — buti  hoped  that 
the  sand  :ind  gravel  company's  account  would  be  more  liberal  to 
the  bank. 

Mr.  Kelley.  And  you  also  suggested  that  probably  the  Shipping 
Board  funds  would  be  kept  there,  did  you  not « 

Mr.  SisLER.  No ;  I  did  not ;  that  was  entirely  out  of  my  bailiwick. 

Mr.  Kelij':y.  You  were  secretary  of  the  Shipping  Board  and  knew 
the  treasurer  well,  did  you  not? 

Mr.  SisLER.  No ;  I  had  made  a  recommendation  to  the  board,  and, 
as  a  matter  of  fact,  one  or  two  banks  of  Washington  had  received 
rather  large  deposits.  Quite  a  few  letters  were  addressed  to  the  board 
which  came  over  my  desk  for  the  preparation  of  the  docket,  seeking 
deposits  in  their  banks. 

Mr.  Kelley.  What  banks  were  they,  Mr.  Sisler? 

Mr.  SisLER.  I  think  the  Continental  Trust  Co.  was  one;  the  Metro- 
politan was  another.        ^ 

Mr.  Kelley.  The  Metropolitan  is  one  of  the  banks  where  you  did 
business,  was  it  not  ? 
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Mr.  SiSLER.  No ;  the  American  National. 

Mr.  Kelley.  You  had  some  financial  transactions  through  th« 
Metropolitan  ? 

Mr.  SisLER.  Noi 

Mr.  Kelley.  Ithought  you  mentioned  that  bank  yesterday? 

Mr.  Sisler.  No  ;  never  with  the  Metropolitan. 

Mr.  Kelley.  But  those  banks  were  asking  for  deposits?  Do  you 
remember  where  the  money  was  kept  at  that  time? 

Mr.  Sisler.  We  had  several  depositories;  we  had  deposits  in  per- 
haps four  or  five  banks  at  that  time — I  think  the  District  National, 
the  Commercial  and  the  Riggs,  if  I  am  not  mistaken,  was  another 
instance ;  and  I  am  not  certain  whether  it  was  the  Munsey  Trust  or 
the  National  Safe  Deposit.  They  were  paying  the  board  at  the  time 
or  the  Government,  1  think,  2  per  cent  or  2^  per  cent,  and  some  of 
the  other  banks  offered  a  better  inducement—!  think  one-half  of  a 
per  cent  more. 

Mr.  Kelley.  Now,  you  feel  quite  sure  that  in  discussing  the  ques- 
tion of  extending  you  credit  and  the  new  company  you  were  organiz- 
ing, the  sand  and  gravel  company^  that  you  did  not  say  anything  at 
all  to  Mr.  Sands  about  using  your  influence  to  continue  large  deposits 
of  Government  funds  in  his  bank  ? 

Mr.  Sisler.  I  have  no  recollection  of  ever  having  discussed  the 
matter  with  Mr.  Sands.  We  already  had  a  deposit,  and  I  think  the 
less  they  said  about  it  the  better,  because,  in  my  opinion,  it  was  too 
large  for  any  institution,  and  I  think  the  less  the  Coraihercial  or  any 
of  its  officials  had  to  say  about  it  the  better. 

Mr.  Kelley.  At  the  time  vou  drew  that  check 

Mr.  Sisler  (interposing).  Which  check? 

Mr.  Kelley.  On  the  Commercial  National,  when  you  did  not  have 
funds  to  cover  it. 

Mr.  Sisler.  Ptiyable  to  the  American  Bank? 

Mr.  Kelley.  Have  you  had  time  to  think  since  yesterday  whether 
that  was  while  Mr.  Sands  was  in  the  bank  or  not  ?   - 

Mr.  Sisler.  That  is  my  recollection. 

Mr.  Kelley.  You  have  thought  about  it  probably  some  since^  and 
you  still  are  of  the  opinion  it  was  before  he  severea  his  connections? 

Mr.  Sisler.  That  is  still  my  opinion ;  yes,  sir. 

Mr.  Kelley.  Did  you  saj'  to  Mr.  Sands  at  that  time,  "  Mr.  Sands, 
the  Government  account  is  too  large  in  your  bank  "? 

Mr.  Sisler.  I  never  referred  to  the  Government  account  in  any 
instance. 

Mr.  Kelley.  "And  unless  you  take  care  of  that  check,  I  will  rec- 
ommend that  the  Government  reduce  its  account  in  your  bank  ?  " 

Mr.  Sisler.  That  would  have  been  futile,  because  Mr.  Sands  knew 
very  well  I  had  no  such  authority.  My  recommendation  would  have 
been  of  no  avail. 

Mr.  Kelley.  Who  was  treasurer  at  that  very  time? 

Mr.  Sisler.  I  am  not  certain  whether  Mr.  Stevens  was  then  acting 
treasurer,  or  whether  he  had  been  succeeded  by  Mr.  George  T.  Smith. 
It  was  in  the  incumbency  of  either  one  of  those  officers. 

Mr.  Kelley.  When  did  Mr.  Bollinc:  ffo  in  as  assistant  treasurer? 

Mr.  Sisler.  T  am  not  certain ;  I  think  it  \yas  in  the  middle  of  1918 
or  1917. 
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Mr.  Kelley.  Do  you  remember  whether  or  not  you  ever  told  Mr. 
Sands  you  thought  there  was  too  much  Government  money  in  his 
bank? 

Mr.  SiSLER.  I  have  no  such  recollections. 

Mr.  Kelley.  And  the  fact  that  there  was  or  was  not  money  there 
had  nothing  to  do  with  Sands's  willingness  to  pay  this  check  of 
yours,  so  far  as  you  know  ? 

Mr.  SiSLER.  So  far  as  I  know.  I  would  not  say  that  that  was  a 
fact,  as  I  stated  yesterday.  He  may  have  felt  that  I  had  more 
authority  than  I  did,  and  may  have  felt  that  it  was  policy  not  to 
have  anv  difficulties  with  me. 

Mr.  Selley.  You  were  the  secretary  of  the  Shipping  Board  and 
he  had  $4,000,000  of  the  Shipping  Board's  money? 

Mr.  SisLER.  Which  was  tne  largest  account  that  that  bank  had 
ever  had. 

Mr.  Kelley.  He  might  say,  "  Here,  if  I  do  not  do  this,  Mr.  Sisler 
may  use  his  influence  to  take  $1,000,000,  $2,000,000,  or  $3,000,000  out 
of  my  bank  and  cause  serious  banking  trouble."  He  might  have 
thought  that. 

Mr.  SisLER.  I  am  not  qualified  to  say  what  his  thoughts  were,  but 
it  is  highly  possible  that  tnat  would  have  occurred  to  him. 

Mr.  Kelley.  Did  that  occur  to  you  that  it  might  have  occurred 
to  him  ? 

Mr.  Sisler.  It  did  not.  My  transaction  had  nothing  to  do  with 
the  Shipping  Board. 

Mr^IvELLEY.  Suppose  he  had  not  honored  the  check,  it  would  have 
just  come  back  protested,  and  that  would  have  been  the  shortest  way 
out  of  it  ? 

Mr.  SisLER.  I  had  explained  to  two  assistant  cashiers  that  Mr. 
Sands  owed  me  this  money,  and  that  if  the  check  wavS  not  honored 
not  to  send  it  to  protest,  but  just  to  "  kill "  the  check. 

Mr.  Kelley.  That  is  to  say,  it  would  come  back 

Mr.  SiSLER  (interposing).  Come  back  marked  "Not  sufficient 
funds." 

Mr.  KEiiLEY.  And  that  would  have  been  all  there  was  to  it? 

Mr.  SiSLER.  That  would  have  been  all  there  was  to  it,  because  I 
explained  to  the  officials  of  the  American  National  when  I  drew  the 
check. 

Mr.  Kelley.  That  it  was  to  force  payment  of  an  unsettled  account? 

Mr.  SiSLER.  I  having  gone  to  Sands  several  times  seeking  a  pay- 
ment and  was  unsuccessful  in  those  attempts. 

Mr.  Kelley.  Why  do  you  think  he  actually  paid  it? 

Mr.  Sisler.  Because  he  owed  me  the  money. 

Mr.  Kelley.  He  could  have  paid  it  in  a  proper  way  by  handing  it 
to  you  ? 

Mr.  Sisler.  I  stated  that  I  had  gone  to  him  on  numerous  occasions 
seeking  the  payment  of  something  on  account,  and  I  was  put  off  from 
day  to  day,  he  stating  that  he  was  short  of  funds ;  that  they  had  not 
liquidated  the  entire  transaction,  and  that  until  they  did  so  I  ought 
not  to  press  him  for  payment. 

Mr.  Kelley.  How  would  it  have  injured  Mr.  Sands's  standing  in 
any  way  if  he  had  simply  called  you  up  and  said,  "  Your  check  is 
over  here,  and  you  have  not  money  enough,  and  I  have  not  the  money 
to  pay  you  now,  and  it  will  have  to  be  returned  ? " 


3152  SHIPPING  BOARD  OPERATIONS. 

Mr.  SisLER.  I  do  not  think  it  would  have  injured  him  at  all. 

Mr.  ICelley.  Whj  do  you  think  he  did  not  do  it,  as  long  as  he  was 
short  of  funds  and  it  would  embarrass  him  to  take  care  of  it? 

Mr.  SisLER.  I  had  made  it  very  plain  to  him  that  I  needed  the  cash 
to  make  certain  payments  for  machinery  which  I  had  ordered  for  the 
sand  company ;  that  it  put  me  in  a  very  embarrassing  financial  posi- 
tion unless  that  payment  was  made. 

Mr.  Kellet.  Had  you  any  knowledge  at  the  time  of  any  violations 
of  the  national  banking  law  on  the  part  of  Mr.  Sands  in  connection 
with  his  bank? 

Mr.  SisLER.  Whether  it  was  prior  to  that  time  I  will  hot  say.  My 
only  knowledge  of  it  was  through  the  press  at  that  time. 

Mr.  Keixey.  You  did  not  knoV  at  the  time  you  put  this  check 
through  of  any  transaction  of  Mr.  Sands  which  was  a  clear  violation 
of  the  banking  laws? 

Mr.  SisLER.  That,  as  I  stated  last  evening,  I  am  not  certain  whether 
it  was  prior  to  his  difficulties  or  subsequent  thereto. 

Mr.  Kelley.  There  was  not  anv  talk  about  that  in  connection  with 
the  payment  of  the  check,  was  there? 

Mr.  S1S1.ER.  None  whatever.  Mr.  Sanis  came  to  me  afterwards, 
and  asked  me  to  intercede  in  his  behalf. 

Mr.  Kelley.  Have  you  any  knowledge  of  any  transactions  except 
the  one  upon  which  he  was  indicted  which  were  violations  of  the 
banking  laws  ? 

Mr.  S18LER.  No,  I  have  not. 
.  Mr.  Kelley.  Was  there  any  particular  class  of  business  thtt  Mr. 
Sands  was  engaged  in  which  was  not  good  banking  business,  and 
which,  if  known,  would  do  him  a  good  deal  of  damage  and  damage  the 
bank,  and  that  you  had  knowledge  of  at  the  time  ? 

Mr.  SiSLER.  I  am  not  qualified  to  state  that  otlier  than  through 
rumors.  I  knew  most  of  the  banking  officials  in  Washington,  having, 
as  I  stated  last  evening,  lived  there  all  my  life.  I  know  all  of  the 
present  officials  of  the  Commercial  and  the  present  cashier  of  the 
Commercial.  In  fact,  he  was  in  my  wedding  party.  So  I  ki^ew 
him  very  well;  and  it  was  just  through,  I  should  say.  discussions 
with  those  gentlemen  as  to  Sands's  difficulties.  I  think  he  was  per- 
haps criticized  by  his  board  of  directors  for  having  engaged  more  in 
private  endeavor  than  he  was  on  behalf  of  the  bank.  I  think  he  must 
have  been  engaged  in  hundreds  of  enterprises. 

Mr.  Kelley.  "Hundreds,"  you  think,  Mr.  Sisler? 

Mr.  Sisler.  I  imagine  so — ^in  his  tenure  of  office  with  that  bank. 
By  "  enterprises  "  I  mean  financial  schemes  to  promote  various  com- 
panies. 

Mr.  Kelley.  Some  of  them  were  rather  get-rich-quick  concerns  ? 

Mr.  Sisler.  T  would  not  say  that.  I  think  the  investment  at 
Camp  Humphries  was  a  rather  hazardous  one. 

Mr.  Kelley.  Was  that  the  railroad  investment? 

Mr.  Sisler.  Yes. 

Mr.  Kelley.  He  put  up  the  money  for  that,  did  he  not? 

Mr.  Sisler.  I  imdei-stood  at  the  time  that  he  was  interested  in 
some  railroad  down  in  Virginia  that  connects  with  the  camp. 

Mr.  Kelley.  Tell  us  what  you  know  about  the  financing  of  that 
railroad  ? 
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Mr.  SisiJCR.  I  am  not  familiar  with  any  of  the  details  at  all. 

Mr.  Kelley.  You  say  it  was  not  a  good  business  venture,  so  you 
must  know  something  about  it? 

Mr.  SisLER.  I  did  not  consider  it  as  such.  I  was  very  familiar 
with  that  territory;  and  the  life  of  the  railroad,  in  my  opinion, 
would  be  contingent  on  the  remaining  of  Camp  Humphries  at  its 
present  location.  There  were  quite  a  few  marines  and  troops  there, 
and  it  would  pay  very  well  as  long^as  those  troops  remained  there, 
and  their  families ;  but  if  the  war  ended  and  those  troops  were  with- 
drawn the  service  would  drop  off  accordingly. 

Mr.  Keluey.  Did  Mr.  Sands  become  a  stockholder  and  director 
in  that  railroad? 

Mr.  SisLER.  That  I  do  not  know. 

Mr.  Kelley.  What  connection  did  he  have  with  the  project? 

Mr.  SisiJiR.  Of  my  personal  knowledge,  I  could  not  state,  Mr. 
Kelley;  and  all  I  knew,  as  I  say,  was  through  friends  of  Mr. 
Sands  and  othere  that  he  was  interested  in  the  enterprise.  I  assume 
he  may  have  been  a  director  of  the  company ;  but  wehther  he  would 
have  considered  it  ethical  to  be  a  director  of  the  company  at  the 
same  time  with  the  bank  I  am  not  certain. 

Mr.  Kelley.  Do  you  know  how  many  miles  of  railroad  that  con- 
sisted of  ? 

Mr.  SiSLER.  It  is  about  5  or  6  miles  from  Mount  Vernon  to  Camp 
Humphries  over  the  road. 

Mr.  Kelij^y.  What  would  it  have  cost  to  build  that  road  ? 

Mr.  SisLER.  For  construction  of  that  character  I  would  not  say  that 
it  would  cost  over  $150,000. 

Mr.  Kelley.  About  $30,000  a  mile? 

Mr.  SiSLER.  Not  over  that,  although  rails  at  that  time  ^vere  rather 
high.    They  may  have  bought  secondhand  rails. 

Mr.  KeiXiEy.  It  was  an  expensive  time  to  build  a  railroad.  Was 
that  built  by  the  street  car  company  of  Washington?  What  is  the 
name  of  that  ? 

Mr.  SiSLER.  The  Washington  Railway  &  Electric? 

Mr.  Keli^y.  Yes. 

Mr.  SiSLER.  That  I  do  not  know ;  it  is  possible. 

Mr.  Keli^y.  Which  is  the  Washington  Railway  &  Electric  line — 
the  one  that  ""runs  from  Washington  to  Alexandria  and  Mount 
Vernon?  • 

Mr.  SiSLER.  No ;  I  do  not  think  there  is  any  affiliation  at  the  present 
time  between  those  two.  It  is  the  Virginia  Railway  and  the  Wash- 
ington &  Old  Dominion,  I  think. 

Mr.  Kelley.  Where  is  the  Washington 

Mr.  SiflLER  (interposing).  The  Washington  Railway  &  Electric  Co. 
is  located  within  the  District  of  Columbia  and  runs  lines  to  George- 
town and  Takoma  Park. 

Mr.  Kellky.  That  is  the  bhick  car  line — that  is  to  say,  the  dark 
cars? 

Mr.  SiSLER.  Ves.  The  Capital  Traction  has  the  green  cars  and 
runs  on  Pennsylvania  Avenue. 

Mr.  Kelley.  And  the  dark  cars  are  operated  by  the  line  you  are 
speakinffof  ? 

Mr.  Sisij:r.  Yes. 
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Mr.  Keli^y.  And  they  are  the  ones  who  were  building  this  line 
from  Alexandria? 

Mr.  SiSLER.  That  I  do  not  know,  whether  it  was  the  Washington 
Railway^  &  Electric  or  another  railway  Ayas  interested  in  it. 

Mr.  Kelu«:y.  They  did  not  have  the  line  from  Washington  to 
Mount  Vernon,  did  they? 

Mr.  SiSLER.  No.  As  I  stated,  I  do  not  think  they  wer^  affiliated. 
They  may  have  been  originally,  but  the  two  sepfirate  and  distinct  lines 
running:  down  that  way' were  the  Washington  &  Old  Dominion. 

Mr.  Kelley.  It  is  possible  that  the  Washington  Railway  &  Elec- 
tric line  might  have  wanted  to  build  that  extension  down  there.  Was 
that  your  understanding  of  it,  that  they  were  the  ones  that  were  inter- 
ested in  building  it? 

Mr.  SiSLER.  ^  o ;  it  was  not.    I  am  not  qualified  to  state  who  it  was. 

Mr.  Kelley.  Did  Mr.  Sands  ever  tell  you  that  he  got  a  commis- 
sion of  $10,000  for  getting  the  money  to  build  that? 

Mr.  SiSLER.  No;  he  never  mentioned  his  commission,  or  w^hatever 
he  may  have  gotten  out  of  it.  I  had  no  interest  in  the  company 
myself. 

Mr.  Kelley.  Your  impression  was  that  if  he  put  any  money  in 
there,  it  would  be  subject  to  more  or  less  criticism  from  a  banking 
point  of  view  ?  , 

Mr.  SiSLER.  Ordinarily  banking  officials  object  to  their  associates 
being  engaged  in  private  endeavor  to  the  extent  that  it  might  inter- 
fere with  the  ethics  of  banking. 

Mr.  Kelley.  What  do  you  know,  Mr.  Sisler,  as  a  business  man  and 
as  secretary  of  the  Shipping  Board  about  this  practice  of  charging 
large  commissions  for  establishing  credits  of  corporations  doing 
business  with  the  Shipping  Boa^rd? 

Mr.  SiSLER.  Well,  I  could  testify  more  particularly  since  my 
severance  of  relations  w^ith  the  board  rather  than  there. 

Mr.  Kelley.  Yes. 

Mr.  SiSLER.  Although  while  there  I  understood  from  quite  a  few 
of  those  seeking  contracts  in  Washington  that  the  board  was  making 
rather  strenuous  demands  upon  them  from  a  monetary  standpoint— 
that  is,  they  would  have  a  fully  equipped  yard,  perfectly  capable  of 
carrying  olit  a  contract  that  they  were  negotiating,  and  with  the 
assistance  of  the  Government  such  as  had  been  afforded  other  com- 
panies, that  if  they  were  likewise  given  similar  treatment  on  behalf 
of  the  board  that  they  would  not  be  forced  to  tie  up  their  capital  in 
making  large  payments  for  fictitious  credits. 

Mr.  Kelley.  In  your  time  there,  do  you  have  in  mind  instances 
which  you  thought  were  examples  of  favoritism,  where  some  people 
could  get  working  capital  and  others,  similarly  situated,  or  even 

better ' 

Mr.  SiSLER  (interposing).  There  were  hundreds  of  cases,  Mr.  Kel- 
ley, where  the  board  and  the  trustees  of  the  fleet  were  daily  con- 
sidering advances  to  companies,  both  coincident  with  the  seeking  of 
contracts,  the  laying  of  the  keel,  and  with  the  progress  of  the  work. 
A  great  many  of  the  companies  which  had  tied  up  their  cai)ital  in 
ordering  equipment  would  find  themselves  short  of  that  equipment 
because  somebody  had  used  the  powers  of  converting  that  particular 
equipment  to  some  other  company,  but  I  think  the  company  was 
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besieged  more  particularly  in  that  regard  for  months  than  in  any 
other. 

The  records  of  the  board  imquestionably  will  show  by  thousands 
of  letters  where  a  shipment  had  been  diverted  from  the  original 
companies  that  ordered  it.  That  was  brought  about  in  some  instances 
by  the  unfortunate  placing  of  contracts  many  miles  from  a  particu- 
lar shipping  yard  and  in  the  interest  of  the  whole  service  the  board 
diverted,  in  many  instances,  equipment  to  a  company  located  within 
the  inmiediate  vicinity  of  that  particular  plant,  and  it  then  exerted 
efforts  to  have  the  company  which  had  ordered  the  material  origi- 
nally to  order  from  the  near-by  plant. 

Mr,  Kelley.  Your  statement  is  to  the  effect  that  the  exigencies  of 
the  c-Hse  created  hardships? 

Mr.  SiSLER.  Yes. 

Mr.  Kelley.  And  not  that  there  was  an  intention  anywhere  to 
create  hardships  or  favorite  situations. 

Mr.  SisLER.  In  individual  cases  it  doubtless  created  in  the  minds  of 
certain  contractors  a  hardship.  Taking  the  service  as  a  whole,  1  do 
not  know  but  what  the  policy  was  a  wise  one;  at  least,  the  board 
felt  it  was  at  the  time. 

Mr.  Kelley.  What  I  am  saying  is  that  the  policv,  whatever  it  was, 
and  the  hardships,  whatever  they  were,  those  hardships  were  the 
result  of  the  policy  and  not  a  desire  to  cripple  any  particular  person 
or  corporation? 

Mr.  SisLER.  That  is  what  I  meant  to  convev. 

Mr.  Kelley.  You  were  going  on  to  say  about  this  commission  that 
you  had  information  concerning  since  you  left  the  board  as  to  what 
the  practice  of  bank3  was. 

Mr.  SisLER.  I  have  not  been  called  on  in  negotiating  loans  directly 
with  banks  to  pay  exorbitant  commissions.  But  if  I  went  to  banking 
inclividuals  in  their  private  capacity,  I  usually  had  to  split  the  profits 
on  any  deal.  If  I  needed  $l()(),()(K),'and  there' was  $60,000  profit  to  be 
ma(le,  I  would  have  to  pav  at  least  $30,000  to  get  a  credit  of  perhaps? 
10  days  of  $100,000. 

AhC  Kei.ley.  That  would  be  done  by  the  individuals  and  in  the  in- 
dividual name,  and  the  bank  would  not  appear? 

Mr.  Sfslkr.  Xo;  the  bank  would  never  appear  as  such. 

Mr.  Kelley.  But  would  the  money  come  from  the  bonk? 

Mr.  SisLER.  Well,  it  would  be  put  up  in  their  private  capacities,  1 

should  think. 

Mr.  Kelley.  They  would  make  arrangements  with  the  bank  and 
the  monev  would  be  loaned  in  a  private  way  ? 

Mr.  SisLER.  You  can  take  a  coal  credit  to-day,  we  will  say,  for 
$500,000,  and  there  is  the  necesj^ity  of  putting  up  a  bond  of  $100,000; 
antl  you  will  doubtless,  if  you  have  not  the  securities  with  which  you 
can  get  that  bond,  may  be*  for  $50,000  securities  you  will  have  to  pay 
one-half  of  the  entitre  profits  of  your  ccmtract. 

Mr.  Kelley.  AVhere  a  concern  is  well  off  in  a  material  way,  has  a 
good  vard  and  a  good  plant,  a  good  organization  but  not  mucl 
capital,  what  was  the  poli.y  of  the  board  as  to  helping  them  alonj 
with  working  capital  while  you  were  there? 

Mr.  Sl»4ler.  The  policy  (if  the  board,  I  should  say,  was— or  th 
credit  department— to  satify  itself  that  the  particular  yard  or  coi 
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tractor  would  at  least  meet  the  monthly  pay  roll  and  be  able  to  pay 
in  part  for  equipment  ordered,  and  I  take  it  that  it  depended  en- 
tirely on  the  size  of  the  contract.  If  a  small  company  was  seeMng 
a  contract  for  one  or  two  boats,  and  had  a  thoroughly  equippM 
yard,  a  good  location,  why,  depending  on  the  reputability  of  the 
individuals  behind  it,  of  course,  and  their  standing  as  ship  con- 
structors, the  board  was  not  as  stringent  in  asking  them  to  i^ue 
large  credits  as  they  would  have  been  otherwise.  But  ordinarily 
the  credit  department  had  to  satisfy  itself  that  a  company  was 
suflSciently*  sitrong  from  a  financial  standpoint  to  carry  itself 
through  without  too  much  assistance  from  the  board,  and  that  it 
was  by  reason  of  the  progress  payments  that  would  practically  keep 
them  abreast  at  all  times  with  the  material  they  had  ordered,  to- 
gether with  their  pay  rolls.  That  was  known  as  "progress  pay- 
ments." 

Mr.  Kelley.  When  you  first  went  with  the  board,  Mr.  Denman 
was  the  chairman  ? 

Mr.  SiSLER.  Yes,  sir. 

Mr.  Kelley.  Then,  you  must  have  been  there  right  at  the  be- 
ginning. 

Mr.  Sisler.  Practically  at  the  beginning.  The  board  had  been 
organized,  but  that  was  coincident  with  the  incumbency  of  Gen. 
Goethals.  Contracts  up  to  that  time  were  mostly  in  the  state  of 
negotiation. 

Mr.  Kelley.  You  never  had  any  trouble  with  Mr.  Denman  during 
his  term  ? 

Mr.  Sisler.  None  whatever. 

Mr.  Kelley.  Who  succeeded  Mr.  Denman  ? 

Mr.  Sisler.  Mr.  Hurley  succeeded  Denman  as  chairman. 

Mr.  Kelley.  Did  you  get  along  well  with  Mr.  Hurley? 

Mr.  Sisler.  I  did  not. 

Mr.  Kelley.  And  those  differences  resulted  in  your  finally  lear- 
inff  the  service  ? 

Mr.  Sisler.  Oh,  I  had  contemplated  leaving  the  service  coinci- 
dent with  the  signing  of  the  armistice. 

Mr.  Kelley.  So  that  the  time  had  come  when  your  services  could 
be  dispensed  with,  so  far  as  the  war  was  concerned,  and  vou  got 
out? 

Mr.  Sisler.  I  was  very  seriously  ill  with  influenza  when  I  re- 
signed. The  doctors  told  me  not  to  do  a  thing  for  six  or  eight 
months.     I  was  on  my  back  when  I  did  resign — in  bed. 

Mr.  Kelley.  And  these  advances  were  made  at  the  beginning, 
under  the  contracts,  I  think  the  contracts  read  that  whenever  the 
contractor  could  show  that  he  had-  placed  orders  for  supplies — 
material — ^lie  was  entitled  to  draw  the  first  installment  under  his 
contract,  wlienever  he  had  obligated  himself  to  that  extent  he  was 
entitled  to  draw  the  monev. 

Mr.  Sisi^R.  Not  nece^sarilv  so.  If  thev  could  convince  the  board 
that  pa^onents  should  be  made,  the  board 

Mr.  JCelley.  Just  a  moment.  I^t  us  see  if  we  get  that  straight. 
That  whenever  the  contractor  could  show  that  he  had  obligated 
himself  for  material  and  equipment  and  all  that,  he  was  entitled 
to  draw  that  10  per  cent  or  whatever  it  was  on  the  first  installment 
Was  not  that  the  way  those  contracts  read? 
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Mr.  SisLER.  There  was  no  uniform  sjrstem  of  contracts. 

Mr.  Kelley.  Was  not  that  the  practice  under  those  contracts  at 
the  beginning? 

Mr.  SiSLER.  No ;  the  practice  was  very  inconsistent. 

Mr.  Kellet.  Different  with  different  people? 

Mr.  SiSLER.  Yes;  they  tried  to  adhere  to  a  certain  policy,  but  it 
was  impossible. 

Mr.  Kelley.  Do  you  remember  the  case  of  Phillip  Sloane,  of 
Seattle  or  Olympia,  in  the  State  of  Washington? 

Mr.  SiSLER.  I  have  no  particular  recollection  of  it  now.  The 
chances  are  I  may  have  had  at  that  time. 

Mr.  Kem.ey.  Do  you  know  whether  or  not  he  was  given  a  check 
for  $800,000  after  he  had  obligated  himself  by  placing  contracts 
with  his  brother  or  somebody. 

Mr.  Sisi£R.  iNo;  I  have  no- 
Mr.  Kelley   (interposing).  Who    had    no    financial    connection 
much. 

Mr.  SiSLER.  I  have  no  recollection  of  that  instance.  It  may  have 
been  so. 

Mr.  Kelley.  Do  you  know  whether  or  not  the  Shipping  Board 
ever  gave  Phillip  $800,000  in  one  check? 

Mr.  SiSLER.  No,  sir. 

Mr.  Kelley.  And  that  he  had  it  photographed  in  the  Seattle  pa- 
pers as  an  advertisement  to  everybodv  who  wanted  to  come  and  do 
business  with  him? 

Mr.  SiSLER.  I  was  not  familiar  with  that  instance. 

Mr.  Kelley.  Did  not  that  ever  come  to  you  as  secretary  of  the 
board? 

Mr.  SiSLER.  That  is  possible. 

Mr.  EIelley.  Did  you  not  ever  hear  the  members  of  the  board  dis- 
cussing the  Phillip  Sloane  case? 

Mr.  SiSLER.  That  is  highly  possible. 

Mr.  Kelley.  It  is  very  likely,  is  it  not? 

Mr.  SiSLER.  If  it  was  during  my  term  of  office,  yes;  because  I  at- 
tended all  board  meetings. 

Mr.  iVFXLEY.  You  remember  about  the  Phillip  Sloane  matter,  do 
you  not? 

Mr.  SiSLER.  I  have  a  very  faint  recollection. 

Mr.  Kelley.  The  name  sounds  familiar,  does  it? 

Mr.  SiSLER.   very  familiar. 

Mr.  Kelley.  Di(l  you  know  Mr.  Kadford? 

-^r.  SiSLER.  Yes,  contract  manager;  yes. 

Mr.  Kelley.  How  long  was  he  contract  manager? 

Mr.  SiSLER.  I  should  say  six  or  eight  months. 

Mr.  Keiley.  Did  he  go  into  the  shipping  business  after  he  left 
the  contract  manager's  position? 

Mr.  SiSLER.  Most  of  those  who  left  the  board  went  into  shipbuild- 
ing and  ship-operating  business.  But  I  have  no  personal  knowledge 
as  to  Mr.  Radford's  present  connections. 

Mr.  Keltj:y.  You  do  not  know  where  he  went  ? 

Mr.  SiSLER.  No. 

Mr.  Kelley.  You  have  not  heard  so  tha^t  you  could  say? 

Mr.  SiSLER.  No ;  I  have  not. 
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Mr.  Kelley.  Do  you  know  how  long  Mr.  Radford  continued  there 
as  the  head  of  the  contract  division? 

Mr.  SiSLER.  Six  or  eight  months,  to  my  recollection. 

Mr.  Kelley.  Was  he  a  shipbuilder  or  a  lawyer? 

Mr.  Sisler.  Most  of  the  contract  managers  were  lawyers.  I  am 
rather  under  the  impression  that  he  was  likewise. 

Mr.  Kelley.  I  suppose  that  was  because  of  the  necessity  of  simply 
putting  the  agreement  into  a  proper  form  ? 

Mr.  SisLER.  No;  not  necessarily  so,  because  we  had  a  legal  de- 
partment that  whipped  the  contracts  into  shape  from  a  legal  stand- 
point, and  my  own  impression  was  that  we  should  have  had  a  man 
familiar  with  the  ship-construction  business  as  the  contract  manager 
and  not  as  an  attorney. 

Mr.  Kelley.  During  that  time  as  secretary  of  the  board,  did  we 
ever  have  such  a  man  as  contract  manager  ? 

Mr.  SiSLER.  I  do  not  believe  we  ever  had  one  occupying  that  title 
who  had  had  previous  shipping  experience. 

Mr.  Kelley.  So  that  his  information  as  to  how  the  contracts 
should  be  awarded  to  protect  the  Government  against  one  sort  of 
practice  or  another,  which  a  practical  man  would  understand,  he 
would  have  to  get  from  somebody  else. 

Mr.  SiSLBR.  Unless  he  had  had  that  experience  in  negotiating 
contracts  prior  to  his  coming  with  the  board. 

Mr.  Kelley.  I  suppose,  as  secretary  of  the  board,  you  attended  all 
the  board  meetings? 

Mr.  SiSLER.  I  called  all  the  meetings  of  the  board. 

Mr.  Kelley.  And  was  present  at  the  discussion  of  all  matters,  and 
I  suppose  that  the  people  who  came  to  Washington  to  get  contracts 
knew  that  pretty  well? 

Mr.  SiSLER.  Yes;  because  they  would  attempt  to  interview  the 
members  of  the  board,  and  not  finding  any  members  of  the  board  in 
their  respective  offices,  they  usually  would  find  their  way  to  my 
office,  knowing  I  was  with  the  board  likewise. 

Mr.  Kelley.  And  they  would  talk  to  you  ? 

Mr.  Sisler.  They  naturally  talked  to  me,  as  they  knew  I  was  in 
daily  attendance  at  the  board  meetings. 

Mr.  Kelley.  And  sometimes  would  they  endeavor  to  get  informa- 
tion from  you  as  to  what  the  different  members  of  the  board  had 
said,  what  the  estimate  of  the  board  was  or  would  be  likely  to  be  ? 

Mr.  Sisler.  That  was  a  common  practice.  And  all  this  would  lie 
considered  confidential;  they  would  ask  me,  as  the  secretary  of 
the  board,  as  to  the  status  of  their  particular  case. 

Mr.  Kei>ley.  And  if  there  was  any  particular  one  blocking  a  set- 
tlement or  blocking  the  award  of  the  contract,  they  would  try  to 
find  out  which  one  it  was? 

Mr.  Sisler.  And  they  usually  found  out.  If  they  did  not  find 
out  through  my  office  or  through  me,  they  would  find  out  through 
a  process  of  elimination.  They  would  talk  to  four  or  five  mem- 
bers and  find  out  which  of  the  four  or  five  were  in  favor  of  their 
matter^  and  by  a  process  of  elimination  they  would  find  out  the 
stumbling  block. 

Mr.  Kelley.  Did  anybody  ever  seek  to  improperly  influence  you 
to  give  out  confidential  information? 
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Mr.  SisLER.  No;  in  no  instance. 

Mr.  Kelley.  All  the  questions  that  were  asked  were  in  the  nature 
of  such  questions  as  the  man  seelring  to  do  businesaf  with  the  Gov- 
ernment would  ask  of  a  Government  official  ? 

Mr.*  SisLER.  Information  that  I  would  feel,  usually,  absolutely  in 
order. 

Mr.  Kelley.  Yes;  and  if  it  was  not,  you  would  simply  say  you 
were  not  at  liberty  to  give  it  out. 

Mr.  SisiJ5R.  I  would  easily  tell  them  in  that  case  that  the  matter 
was  being  discussed  by  the  board,  and  that  it  was  still  before  the 
board  for  consideration,  and  that  no  decision  had  been  rendered. 

Mr.  Kelley.  You  were  not  really  what  would  be  called  an  officer 
holding  a  discretionary  position,  were  you — ^your  duties  were  mostly 
ministerial  and  clerical? 

Mr.  Sisi^R.  Only  administrative  and  executive.  The  personnel 
of  the  board  came  under  me. 

Mr.  Kelley.  You  did  not  pass  on  any  question  of  the  awarding 
of  contracts,  but  were  simply  the  custodian  of  the  documents,  were 
you,  after  they  were  signed? 

Mr.  SisLER.  I  had  to  prepare  for  presentation  to  the  board  all  of 
its  cases — all  cases  went^  over  through  my  office. 

Mr.  Keli^y.  That  is  'to  say,  any  contract  that  came  up  in  an  ir- 
regular w^ay  to  the  board. 

Mr.  Sisler.  Contracts  very  seldom  came  to  the  board.  It  was  only 
in  event  there  was  an  appeal  of  someone  as  to  the  terms  of  the  con- 
tract, and  that  was  discussed  by  the  trustees  and  not  the  board. 

Mr.  Kelley.  Some  of  the  contracts  were  not  made  by  the  contract 
division ;  is  that  right  ? 

Mr.  SisLER.  A  great  many  contracts  were  negotiated  outside  of  the 
contract  division. 

Mr.  Kelley.  Were  nearly  all  large  contracts  made  by  the  board 
and  the  more  moderate  ones  in  size  by  the  contract  division? 

Mr.  SisLER.  The  chairman  of  the  board,  or  rather  the  president  of 
the  Fleet  Corporation,  who  occupied  both  offices,  together  with  the 
general  manager,  had  the  recjuisite  authority  to.  negotiate  all  con- 
tracts. 

Mr.  Kelley.  But,  ordinarily,  you  required  them  to  come  up  to  the 
contract  division? 

Mr.  SisLER.  Ordinarilv  that  was  the  case. 

Mr.  KELiiEY.  What  would  be  the 

Mr.  Sisler  (interposing).  I  do  not  believe  Mr.  Schwab  would  have 
gone  to  Radford  or  the  contract  manager  to  discuss  the  Liberty  Yard 
contract  of  sixty  odd  million,  I  would  say.  I  imagine  that  was  dis- 
cussed bv  the  trustees. 

Mr.  Kelley.  The  contract  with  the  Bethlehem  jpeople  was  made 
directly  by  the  board? 

Mr.  Sisler.  Jilade  by  the  president  of  the  corporation  and  the 
general  manager. 

Mr.  Kelley.  Made  by  the  president  and  general  manager,  and  did 
not  come  up  to  the  contract  division? 

Mr.  Sisler.  The  contract  division  doubtless  whipped  the  contract 
into  legal  phraseology. 

Mr.  Kelley.  Yes;  but  how  about  the  credit  man,  would  he  have  to 
scrutinize  that  ? 
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Mr.  SiSLER.  I  imagine  not. 

Mr.  Kelley.  No  ;  not  in  the  case  of  a  large  concern. 

Mr.  SiSLER.  Particularly  the  Bethlehem. 

Mr.  KeijLET.  How  about  the  Skinner  &  Eddy  contracts? 

Mr.  SiSLER.  I  think  most  of  those  perhaps  were  scrutinized  at  least 
by  the  contract  board. 

Mr.  KelIiEy.  What  do  you  mean  by  that? 

Mr.  SiSLER.  They  were  perhaps  referred  by  the  general  manager  to 
the  contract  division  for  criticism,  more  particularly  from  a  legal 
phraseology  standpoint,  I  should  say. 

Mr.  Kei^lby.  After  you  had  been  going  a  little  while,  did  you  get  a 
standard  contract  which  was  entered  into  by  all  concerns,  large  and 
small  alike,  or  did  some  concerns  have  a  very  different  sort  of  con- 
tract than  others  ? 

Mr.  SiSLER.  We  attempted  to  standardize  contracts  according  to 
the  particular  construction,  whether  it  would  be  a  wooden  ship  or 
a  tug.  Tlvere  was  no  standard  phraseology  other  than  a  particular 
type  of  vessel.  In  other  words,  there  was  practically  a  standard  con- 
tract for  steel  ships,  for  wooden  ships,  for  tugs,  and  barges,  etc. 

Mr.  Kelley.  Were  there  contracts  made  simultaneously — some  of 
them  on  the  cost-plus  basis  and  others  on  the  lump-sum  l)asis? 

Mr.  SisLER.  Yes. 

Mr.  Kf:ixey.  Who  determined  which  kind  of  contract  the  corpora- 
tion would  have? 

Mr.  SisiiER.  That  was  usually  determined  upon  by  the  general 
manager  and  the  contract  department.  Some  contractors  preferred 
a  lump-sum  basis.  They  knew  and  were  assured  absolutely  what 
they  were  getting.    Others  preferred  the  cost-plus. 

Mr.  Kelley.  Then  you  think  it  "was  the  general  practice  all 
through  the  country  that  these  shipbuilding  companies  had  to  have 
money  that  they  could  not  get  in  excess  of  what  they  could  get  from 
the  Shipping  Board — that  the  practice  was  to  get  it  from  bankers 
indirectly,  and  not  directly  from  the  banks,  and  for  which  large  con- 
cessions were  paid. 

Mr.  SiRLER.  I  do  not  know  that  I  was  qualified  to  put  it  just  that 
wav. 

Mr.  Kelley.  I  wish  you  would  state  that,  now,  just  what  the  prac- 
tice was? 

Mr.  SisiaER.  My  impression  is  that  they  would  first  appeal  to  the 
bank,  and  in  the  event  the  bank  would  not  consider  the  establish- 
ment of  such  a  credit  they  would  then  appeal  to  the  financial  insti- 
tutions which  were  not  considered  under  the  national  banking  laws 
or  to  individuals  of  particular  banks,  and  it  was  in  instances,  in  my 
opinion,  where  the  credits  were  established  through  the  medium  of 
banks  that  rather  conservative  commissions  and  intere>sts  were  paid ; 
and  in  the  case  of  private  negotiations  I  am  rather  inclined  to  the 
belief  that  the  percentage  would  run  four  or  five  times  higher  than 
through  a  bank. 

Mr.  Kelley.  Where  it  was  discovered  by  the  Shipping  Board  that 
a  company  could  not  get  its  finances  through  the  regular  channels, 
through  the  banks,  but  had  to  resort  to  this  practice  which  you  speak 
of,  were  the  contracts  awarded  the  same  as  when  this  unusual 
method  prevailed? 
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Mr.  SisLER.  They  were  usually  held  in  abeyance  until  they  could 
qualify  absolutely  to  the  satisfaction  of  the  contract  department. 

Mr.  Kelley.  Although  that  imposed  upon  this  weak  concern  an 
additional  burden  and  made  their  success  much  less  likely. 

Mr.  SisLER.  Well,  it  made  their  anticipated  profits  that  much 
smaller. 

Mr.  Keljley.  It  would  make  their  success — their  successful  opera- 
tion and  the  successful  completion  of  the  contract  just  that  much  less 
likely. 

Mr.  SisijsR.  To  an  extent,  at  least,  yes. 

Mr.  Kei.ley.  Do  yon  not  think  it  would  have  been  a  better  practice 
if  the  board,  having  decided  that  it  was  a  meritorious  company,  a 
proper  company  to  have  a  contract  awarded  to  it,  to  have  given  them 
what  little  assistance  they  might  need,  rather  than  to  force  them  to 
pay  40  or  50  per  cent,  as  you  say  was  done  in  the  case  of  the  weaker 
ones,  which  could  not  go  to  a  bank  to  get  help, 

Mr.  SisLER.  Subsequent  developments  will  absolutely  substantiate 
a  contention  of  that  sort,  because  the  Shipping  Board  has  to  come  to 
the  assistance  of  all  the  weaker  contractors  eventually. 

Mr.  Kelley.  After  they  had  paid  these  enormous  commissions, 
then  they  had  to  come  to  their  rescue  nevertheless. 

Mr.  SisLER.  Nevertheless. 

Mr.  Kelley.  And  in  many  cases  when  they  did  come  to  the  rescue 
they  found  that  the  company  was  in  verv  weakened  condition  be- 
cause of  the  extortionate  commissions  whicn  had  been  paid. 

Mr.  SiSLER.  Not  only  weakened,  but  in  many  instances  beyond  re- 
pair. 

Mr.  Kelley.  So  that  the  Government  suffered  losses  there  that 
would  be  hard  to  collect? 

Mr.  SiSLER.  Unquestionably  so. 

Mr.  Kjelley.  Do  you  know  Otis  B.  Kent? 

Mr.  SiSLER.  T  am  very  well  acquainted  with  the  gentleman. 

The  CHAiRkAN.  Mr.  Sisler,  did  I  understand  you  to  say  at  the 
outset  of  your  testimony  this  morning  that  yoti  had  made  recom- 
mendations concerning  the  size  of  deposits  in  some  of  the  banks  in 
Washington  ? 

Mr.  Sisler.  No  ;  not  recommendations.  I  had  directed  to  the  at- 
tention of  the  board  communications  received  from  various  banking 
institutions  asking  that  their  bank  be  designated  as  a  depositary. 
Those  were  really  letters  of  appeal  after  they  had  used  their  best 
efforts  to  be  so  designated.  They  usually  took  those  matters  up  with 
the  financial  end  of  the  board,  and  havmg  a  banking  account  estab- 
lished with  them,  they,  as  a  last  resort,  would  appeal  to  the  board. 

The  Chairman.  You  stated  you  had  some  difficulty,  or  otherwise, 
with  Chairman  Hurley,  or  that  you  did  not  get  along  very  well. 
Was  that  so  ? 

Mr.  Sisler.  That  is  correct. 

The  Chairman.  Was  that  with  reference  to  matters  of  policy  in 
the  board  ? 

Mr.  Sisler.  Why,  both  policies  in  the  board  and  my  frankness,  1 
suppose,  in  calling  a  spade  a  spade,  and  the  fact  that  I  do  not  believe 
our  dispositions  jibed.  I  perhaps  may  have  been  just  as  conscientious 
as  Mr.  Hurley.  I  may  have  been  also  just  as  much  to  blame  in  his 
eyes  or  his  opinion  of  me  as  the  opinion  I  had  of  him. 
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The  Chairman.  Did  you  each  express  your  opinion  of  the  other? 

Mr.  SisLER.  He,  on  many  occasions,  and  myself,  at  least,  in  isolated 
cases. 

The  Chairman.  Did  the  result  of  this  friction  or  incompati- 
bility  

Mr.  SisLER  (interposing).  Of  temperament ? 

The  Chairman.  Of  temperament,  interfere  with  the  functioning 
of  the  board  in  any  way,  do  you  think  ? 

Mr.  SiSLER.  Well,  my  incompatibility  of  temperament  with  him 
may  have  not  reflected  to  the  best  interests  of  the  service.  I  was 
rather  a  hard  man  to  escape  when  I  wanted  a  board  meeting,  and  one 
of  the  most  difficult  tasks  that  I  had  as  secretary  of  the  Shipping 
Board,  after  the  reorganized  board;  that  is,  subsequent  to  the 
Denman-Goethals  regime,  was  in  getting  a  quorum  of  the  board  to 
do  business.  I  was  insistent  that  the  members  attend,  and  was  in 
many  instances  rebuffed,  of  course.  But,  considering  my  duties  as 
secretary  of  the  board,  T  usually  did  not  waver  in  getting  a  meeting. 
If  I  could  not  get  a  majority,  1  usually  went  ahead  with  two  mem- 
bers, and  subsequently 

The  Chairman  (interposing).  Were  you  there  during  the  so-called 
Denman-Goethals  controversy  ? 

Mr.  SiSLER.  Yes,  sir;  a  most  unfortunate  occurrence  for  the 
country. 

The  Chairman.  Did  that  result  in  delay  in  the  shipbuilding 
program  ? 

Mr.  SisLER.  Very  little,  I  would  say,  because  I  think  the  board 
would  have  taken  snap  judgment,  and  I  think  the  president  of  the 
fleet  would  have  taken  snap  judgment  in  signing  hundreds  of  con- 
tracts that  he  had  not  time  to  have  invevStigated,  or  at  least  i>erused^ 
himself. 

The  Chairman.  At  the  outset  of  the  program,  Mr.  Sisler,  the 
emergency  was  very  pressing,  was  it  not  ?  , 

Mr.  Sisler.  It  was,  sir. 

The  Chairman.  And  construction  work  had  to  be  gotten  under 
way? 

Mr.  Sisi^R.  Every  effort  was  being  made  to  that  end. 

The  Chairman.  And,  in  view  of  the  emergency,  decisions  were 
reached,  both  on  the  part  of  the  board  and  trustees  and  officials, 
which  perhaps  upon  more  mature  reflection  and  deliberation,  could 
not  have  been  arrived  at  ? 

Mr.  Sisler.  Yes ;  that  is  so,  because  there  were  many  sad  ocx»asions, 
and  the  board  discovered  only  too  late  that  it  had  been  perhaps  too 
hasty  in  the  award  of  certain  contracts. 

Contracts  were  awarded  to  certain  yards  where  dredging  would 
have  to  be  done.  There  was  no  possible  way  of  launching  a  ship  or 
getting  the  ship  to  the  seaboard  without  dredging.  One  little  case  in 
New  England  necessitated  tearing  down  of  a  bridge  in  order  to  get 
boats  out  to  sea,  a  little  matter  that  the  board  had  overlooked  and  1 
imagine  the  contractor  likewise  overlooked. 

The  Chairman.  And  the  })ress  of  the  country,  and  perhaps  of  other 
countries,  was  insistent  through  their  news  columns  and  editorial 
columns  that  shipbuilding  go  forward  without  delay. 

Mr.  Sisler.  And  at  any  cost. 

The  Chairman.  At  any  cost. 
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Mr.  SiSLER.  That  is  correct. 

The  Chairman.  Congress  was  urging  it  and  demanding  action? 
•  Mr.  SiSLER.  It  was,  sir. 

The  Chairman.  The  President,  through  his  official  advisers,  was 
urging  that  speed  ? 

Mr.  SisLER.  That  is  true,  of  course. 

The  Chairman.  And  people  came  to  Washington  seeking  contracts 
and  making  representations  as  to  their  ability  to  carry  out  the  con- 
tracts and  to  build  ships  who,  it  afterwards  developed  after  con- 
tracts had  been  awarded  and  the  work  had  begun,  were  not  properly 
equipped  either  by  plant  or  experience  to  undertake  the  work  ? 

Mi*.  Sisler.  That  was  so  in  many  instances. 

The  Chairman.  Of  course,  mistakes  w-ere  made  both  by  ship- 
builders and  by  officials  of  the  Shipping  Board  and  Fleet  Corpora- 
tion ? 

Mr.  Sisler.  About  an  even  break,  I  should  say. 

The  Chairman.  And  errors  of  judgment  occurred? 

Mr.  Sisler.  That  was  true. 

The  Chairman.  And  in  many  instances  carelessness  of  financing  or 
accounting  that  crept  in  ? 

Mr.  Sisler.  We  were  woefully  weak  from  the  standpoint  of  ac- 
counting. The  organization  ha^  growm  to  such  proportions  that  it 
got  away  beyond  the  financial  department,  both  in  the  construction 
and  the  operating  department. 

The  Chairman.  Of  course,  in  spite  of  the  pressure  the  emergency 
and  the  tremendous  proportions  of  the  work.it  might  have  been  pos- 
sible to  have  avoided  some  of  the  errors  and  the  mistakes  that  were 
made  and  the  lack  of  sufficient  precautions  which  existed. 

Mr.  Sisler.  As  an  apt  illustration  of  that,  I  can  best  refer  to  the 
commandeering  of  all  vessels  by  the  (Jovernment  over  2,500  tons,  when 
we  did  not  even  have  at  that  time  a  division  of  operations  to  keep 
track  of  those  vessels.  A  gentleman  was  appointed  on  or  about  that 
time  to  act  as  director  of  operations,  and  it  was  then  up  to  him  to 
formulate  his  organization.  But  in  taking  over  the  entire  fleet  of  the 
United  States  of  all  vessels  in  excess  of  2,500  tons  dead  weight  the 
board  readily  saw  within  a  month  or  six  weeks  that  it  should  have 
prepared  a  gigantic  organization  to  look  after  that  fleet  and  the 
returns  of  that  fleet  before  it  commandeered  them. 
The  Chairman.  Do  you  think  that  the  mistakes  and  lack  of  organi- 
zation and  errors  of  judgment  resulted  in  loss  to  the  Government 
financially  that  might  have  been  avoided  ? 

Mr.  Sisler.  Gigantic  losses  occurred  that  could  have  been  avoided. 

The  Chairman.  At  the  time  you  resigned,  Mr.  Sisler,  had  many  of 
these  defects  in  organization  and  in  accounting  been  cured? 

Mr.  Sisler.  Not  from  an  accounting  standpoint;  no.  We  never 
had  any  experienced  ship  accountants  to  head  our  accounting  divi- 
sion, either  from  a  construction  or  operating  standpoint.  Most  of 
those  men  were  very  reputable,  high-class  business  men,  but  were 
not  accountants  nor  were  they  familiar  with  the  character  of  organi- 
zation that  should  have  l>een  required  to  take  care  of  such  an  enor- 
mous task. 

The  Chairman.  Of  course,  there  were  not  very  many  shipbuilders 
in  the  country  at  the  beginning  of  this  progress  plan,  was  there  ? 
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Mr.  SiSLER.  Comparatively  speaking,  no. 

The  Chairman.  There  was  not  many  competent  men  qualified  in 
ship  accounting. 

Mr.  SiSLER.  There  could  have  been  secured,  unquestionably,  com- 

?etent  men  who  could  have  formulated  a  proper  accounting  system, 
'heir  subordinates,  who  likewise  would  have  been  accountants, 
though  not  necessarily  ship  accountants,  could  have  qualified  within 
a  comparatively  short  space  of  time,  with  their  former  accounting 
experience,  and  have  readily  got  on  to  this  particular  class  of  ac- 
counting. 

The  Chairman.  ^Reverting  to  the  matter  about  which  you  were  in- 
(}uired  concerning  last  evening,  do  you  recall  Mr.  Boiling  ever  hav- 
ing telephoned  to  you  about  the  bending  rolls  for  the  Downey  Ship- 
building Co.  ? 

Mr.  SisLER.  Like  Mr.  Cranor  testified  this  morning,  I  had  no  disr 
tinct  recollection  of  having  been  phoned  to  by  Mr.  tolling.  It  is 
neither  possible  that  he  may  have  phoned  my  office.  I  received  re- 
quests similar  to  that,  I  suppose,  a  dozen  or  50  times  a  day.  I  did 
not  have  time,  as  a  rule,  to  look  into  those  matters  myself,  and  usually 
turned  them  over  to  one  of  my  assistants,  who  would  get  the  informa- 
tion desired,  and  it  is  quite  possible,  as  Mr.  Boiling  has  testified,  and 
if  Mr.  Boiling  stated  that  he  did  call  my  office,  I  would  say  he  did 
and  take  his  word  for  it.  But  to  testify  under  oath  that  he  did  or  did 
not,  I  would  not  like  to  say. 

The  Chairman.  You  have  no  recollection  of  it? 

Mr.  SisLER.  No. 

The  Chairman.  And  if*  Mr.  Boiling  says  he  did  that,  you  would 
not  testify  under  oath  that  he  did  not? 

Mr.  SiSLER.  Under  no  circumstances,  because  I  would  take  Mr. 
Boiling's  word  on  this  or  any  other  matter. 

The  Chairman.  Mr.  Sisler,  did  he  frequently  telephone  you  about 
similar  matters? 

Mr.  SiSLER.  No;  I  should  say  maybe  once  or  twice  in  two  weeks. 
Maybe  once  a  week  he  might  call  me  about  some  matters.  Lots  of 
times  it  would  be  about  an  accounting  matter,  a  matter  that  might 
concern  his  department.  On  other  occasions  which  were,  I  should 
say,  very  infrequently  he  perhaps  had  occasion  to  call  me  regarding 
some  matter  that  was  not  within  the  confines  of  his  own  division.  I 
could  not  enumerate  to  you  to-day  any  specific  instances  where  he 
did  so. 

The  Chairman.  But  did  he  frequentljr  call  you  or  see  you  about 
having  something  done  to  assist  a  shipbuilder  or  a  shipbuilding  cor- 
poration ? 

Mr.  Sisler.  I  would  say  that  was  more  than  infrequent. 

The  Chairman.  More  than  infrequent  ? 

Mr.  Sisler.  Yes. 

The  Chairman.  So  that  if  he  did  it  upon  this  occasion,  and  you 
are  not  prepared  to  state  that  he  did  not,  this  might  have  been  the 
only  time  he  ever  did  it? 

ilr.  Sisler.  That  is  possible. 

The  Chairman.  You  have  no  recollection  of  other  instances? 

Mr.  Sisler.  I  state  that  because  I  could  not  give  you  specific  cases. 
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The  Chairman.  You  were  the  one  man  there  in  the  Shipping 
Board,  particularly  at  the  beginning,  that  pretty  nearly  everybody 
tried  to  see  ? 

Mr.  SiSLER.  That  is  to  say,  the  board  was  all  shot  to  pieces  for  a 
time,  and  I  was  about  the  only  one  they  could  see. 

The  Chairman.  I  mean,  alter  the  board  was  reorganized,  you  were 
the  secretary  ? 

Mr.  SiSLER.  I  was  the  secretary  of  both  organizations. 

The  Chairman.  Both  organizations;  and  pretty  much  everybody 
tried  to  see  you  that  had  business,  not  only  Members  of  Congress  and 
secretaries,  but  their  constituents,  and  also  shipbuilders  and  business 
men,  financiers,  and  even  men  within  the  Shipping  Board  organiza- 
tion— all  had,  or  thought  they  had,  occasion  to  see  you  and  made 
efforts  to  talk  with  youl 

Mr,  SiSLER.  They  usually  came  to  me  for  direction;  particularly 
they  would  come  to  the  Shipping  Board  lots  of  times  with  a  matter 
that  should  be  transferred  to  the  War  Department  or  to  the  Navy 
Department  that  had  to  do  with  boats,  and  the  War  Department  had 
boats  as  well  as  the  Navy  Department,  as  did  likewise  the  Shipping 
Board. 

They  would  usually  present  the  facts  of  their  case  to  me  and  ask 
me  for  my  suggestions,  how  it  should  be  presented  to  the  board,  or 
to  whom  it  should  be  presented,  and  what  course  it  would  take  in  the 
event  it  was  presenteu.  I  usually  in  those  instances  had  them  reduce 
to  writing  their  case,  so  that  I  could  direct  it  to  the  proper  division 
or  direct  it  to  the  board. 

The  Chairman.  There  is  no  reason,  from  any  memorandum  you 
ever  made,  or  from  any  particular  circumstances  attendant  upon  the 
incident,  why  you  should  remember  Mr.  Boiling  calling  you  up  on 
the  Downey  case,  is  there  ? 

Mr.  SisiJiR.  None  whatever. 

The  Chairman.  And  you  did  not  make  notes  of  all  these  things 
when  people  talked  with  you  on  the  telephone? 

Mr.  SiSLER.  My  secretary  usuallv  was  on  the  same  wire  with  me, 
and  in  the  event  of  a  call  she  usually  had  the  name  and  what  it  was 
about  before  I  went  on  the  wire.  That  call  was  usually  taken  down 
in  shorthand  or  a  memorandum  made  of  it.  In  the  event  that  a  par- 
ticular person  came  back,  my  secretary  would  be  familiar  with  his 
case.    But  I  never  made  notes  myself,  as  a  rule. 

The  Chairman.  I  think  that  is  all,  Mr.  Sisler,  but  the  committee 
may  possibly  return  to  New  York  within  the  next  few  weeks,  and  if 
we  do,  we  inay  desire  to  recall  you.  If  we  do  not  come  back  here,  it 
is  possible  we  might  like  you  to  come  to  AVashington  for  further 

testimonv. 

Mr.  SiSLER.  May  I  inquire  at  this  time  whether  that  will  be  in  De- 
cember or  January?  The  reason  I  ask  the  question  is,  I  am  engaged 
in  the  lumber  business  in  Newfoundland,  and  I  ought  to  be  there 
now.  I  should  have  gone  last  weekj  if  it  had  not  been  for  this  com- 
mittee meeting— I  should  have  sailed  last  week,  to  be  gone  fiv© 

weeks. 

The  Chairman.  Five  weeks? 

Mr.  SisiJiiR.  It  takes  about  that  time  to  make  the  trip. 

The  Chairman.  I  can  not  sa,y  at  present,  but  I  think  it  unlikely 
we  will  return  to  New  York  during  December. 


3166  SHIPPING  BOARD  OPERATIONS. 

Mr.  SiSLER.  Maybe  after  the  10th  of  January — ^I  will  leave  my  ad- 
dress with  you  anyway,  so  I  can  come  back  by  rail. 

The  Chairman.  Mr.  Denman,  did  you  wish  to  make  a  statement  to 
the  committee? 

Mr.  Denham.  Before  the  committee  reassembles,  I  desire  to  state 
briefly  the  constructive  suggestions  that  I  hope  to  elaborate  when 
you  hear  me  at  your  next  or  later  session. 

The  Chairman.  The  committee  would  much  prefer,  Mr.  Denman, 
for  vou  to  make  your  suggestion  when  you  are  called  to  testify. 

Air.  Denman.  The  reason  I  wanted  to  make  it  now  was,  first,  be- 
cause the  proiect  I  have  to  suggest  requires  my  attention,  immediate 
''attention,  and  second,  because  I  desire  to  have  the  outlines  made  of  it 
so  that  those  who  desire  to  criticize  it  or  ask  me  to  elaborate  on  it  will 
have  the  opportunity  before  I  come. 

The  Chairman.  How  long  would  it  take  you  to  make  a  brief  state- 
ment of  what  vou  desire? 

Mr.  Denman.  I  should  say  about  10  minutes. 

TESTIMONY  OF  MS.  WILLIAM  DENMAN,  SAN  FEANGISCO,  CAIIF. 

(The  witneiss  was  duly  sworn  by  the  chairman.) 

The  Chairman.  You  have  a  matter  which  you  desire  to  bring  to 
our  attention  briefly,  which  may  be  the  subject  of  further  inquiry  by 
the  committee,  and  we  ask  vou  to  state  that  matter  now  conciselv. 

Mr.  Denman.  I  have  assumed  from  the  discussions  that  I  have  had 
with  members  of  the  committee  privately  that  the  functions  of  the 
committee  are  divided  into  two  classes,  one  an  inspection  of  the  work 
of  the  Shipping  Board  for  the  purpose  of  discovering  such  frauds 
and  improper  practices  as  may  have  been  pursued.  That  is  inevi- 
table in  a  two-party  system  of  government.  Each  party  must  criti- 
cize the  other,  and  if  it  discovers  nothing  of  importance  it  at  least 
will  be  able  to  avoid  in  the  next  crisis  the  types  of  people  shown  here. 

But  I  take  it  from  my  conversation  with  you  that  the  major  pur- 
pose of  your  committee  is  to  reach  constructive  policies  and  to  receive 
such  constructive  suggestions  as  may  come  from  men  who  are  more 
or  less  qualified  to  give  them. 

It  is  in  the  latter  connection  that  I  desire  to  speak  at  length  at  a 
proper  time.  I  desire  also,  coincident  to  that,  to  kill  the  so-calletl 
Denman-Goethals  controversy  over  wooden  ships. 

The  Chairman.  Do  you  think  vou  can  do  that  in  10  minutes? 

Mr.  Denman.  No  :  I  am  not  going  to  do  that  in  10  minutes.  I  am 
simply  going  to  say  that  there  never  was  any  such  controversy ;  that 
Gen.  iGroethals  from  the  time  I  first  met  him  to  the  end  of  my  con- 
tact with  him  was  always  for  the  building  of  as  many  wooden  shii>s 
as  could  possibly  be  constructed,  and  at  my  last  session  with  him  he 
regretted  with  great  bitterness  the  contrary  reports  which  had  been 
attributed  to  him.  That  was  a  conversation  taken  down  by  a  stenog- 
rapher and  is  a  part  of  the  records  of  the  Shipping  Board. 

rfot  only  that,  I  was  never  in  favor  of  building  wooden  ships  at  the 
expense  of  steel,  and  I  will  show  that  my  policy  contemplated  the 
building  of  an  auxiliary  wooden  fleet,  and  that  my  major  policy, 
long  before  I  engaged  Goethals  or  caused  him  to  oe  engaged,  was 
building  a  steel  fleet. 
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I  shall  show,  when  the  time  comes,  Goethals's  enormous  accomplish- 
ment in  contracts  and  in  plans  for  contracts,  which  by  some  strange 
perversion  of  the  Shipping  Board  records  all  were  attributed  to  the 
next  administration — the  number  of  ships  signed  for  by  Goethals, 
the  number  of  ships  arranged  for  by  Goethals  in  the  brief  period  of 
two  months  was  simply  enormous.  It  exceeded  something  like  600 
vessels. 

As  a  matter  of  fact,  he  and  I  signed  in  a  i)eriod  of  60  days  con- 
tracts agg^regating  some  $300,000,000  w'ithout  the  scratch  of  pen 
or  authority  from  anybody.    They  were  afterwards  ratified. 

I  am  speaking  of  this  briefly,  because  I  think  the  country  would 
hesitate  to  accept  any  suggestion  I  have  to  make,  under  the  im- 
pression that  I  ever  advocated  building  wooden  sliips  for  anything 
but  a  war  purpose,  or  even  advocated  building  wooden  ships  for 
anything  except  as  an  auxiliary  of  our  major  steel  program. 

I'he  wooden  ship  project  was  not  mine.  The  project  that  I 
brought  to  the  board,  and  on  which  1  made  a  very  considerable 
accomplishment,  was  the  building  of  Diesel-engine  vessels,  which 
should  l)ecome  a  part  and  subsequently  a  large  part  of  American 
fleets.  I  have  been  for  many  years,  or  for  a  long  time,  the  attorney 
for  a  fleet  of  Diesel-driven  vessels  sailing  from  Copenhagen  and  the 
Baltic  ports  to  San  Francisco.  I  was  familiar  w^ith  the  Diesel 
motor  as  it  had  been  developed  at  that  time,  knew  that  it  was  en- 
tirely practical,  and  obtained  contracts  for  the  construction  of  a 
fleet  of  "24  of  such  ships,  and  those  contracts  were  to  be  finally 
signed,  or,  as  I  preferred,  the  plants  that  we  liad  arranged  for  were 
to  be  commandeered  and  taken  over  by  the  (lovernment,  and  the 
vast  project  of  building  Diesel  vessels  was  to  be  undertaken  co- 
ordinate with  and  at  a  time  subordinate  to  the  building  of  steam 
vessels  such  as  were  constructed  bv  the  Diesels. 

After  I  had  laid  the  project  before  (ioethals  we  were  in  entire 
accord  on  it.  We  had  his  assistance  in  the  original  negotiations, 
and  the  day  that  the  two  of  us  resigned  was  the  day  set  for  the 
final  discussion  for  the  determination  of  whetlier  or  not  we  would 
commandeer  or  whether  we  would  use  the  contracts  which  had 
been  tendered  to  us. 

I  intend  to  show  the  relationship  between  Diesel  and  the  supply 
of  oil,  both  in  the  United  States  and  throughout  the  world.  I 
intend  to  show  the  relaticmship  between  the  Diesel  and  the  bunker- 
ing situation  between  nations.  I  intend  to  show  how  the  bunker- 
ing privilege  was  used  during  the  war  to  coerce  our  shi])s  into  cer- 
tain lines  of  trade  for  the  purposes  of  the  Allies,  and  I  intend  to 
show"  that  the  same  thing  can  be  done  to-day  in  commercial  rivalry, 
if  these  nations  desire  to  do  so,  in  response  to  the  so-called  dis- 
criminations of  the  Jones  bill. 

I  do  not  intend  to  offer  a  criticism  of  the  polic\v  of  tliose  who  used 
their  bunkers  against  American  shipping,  because  it  was  a  war 
emergency,  but  I  intend  to  bring  out  the  exact  power  that  lies  with 
them  to-day  to  use  their  bunkers,  and  I  will  show  that  had  they 
adopted — that  is,  had  our  Government  adopted — the  project  tliat  I 
proposed  for  the  building  of  Diesel  ships,  that  we  would  to-day 
have  had  a  fleet  that  could  pass  by  any  bunker  in  the  world  with 
abundant  oil  fuel  in  its  double  bottoms,  to  go  around  the  world 
with  a  single  charge. 
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My  business  is  on  the  Pacific  coast.  I  am  at  the  present  time  the 
receiver  for  two  large  corporations,  and  I  should  be  there  now.  I 
am  quite  ready  to  stay  on  to  give  such  testimony  on  this  subject  as 
you  may  desire  to  have.  I  hope  you  can  arrange  to  hear  me  fully 
before  1  return  to  the  West. 

The  Chairman.  When  do  you  plan  to  return? 
Mr.  Denman.  I  can  stay  on.     I  have  practically  completed  my 
business  here,  so  I  can  stay  on  two  weeks  if  you  can  hear  me  within 
that  time. 

The  Chairman.  The  committee,  of  course,  will  be  in  Washington 
next  week,  coincident  with  the  reassembling  of  Congress,  and  I  can 
assure  you,  Mr.  Denman,  that  if  we  can  arrange  to  hear  you  within 
the  next  two  weeks  that  we  will  let  you  know,  but  I  can  not  give  you 
any  assurance  to-day  that  we  can  hear  you  within  the  next  two 
weeks,  so  that  you  can  arrange  to  stay.  I  think  I  might  do  that 
Monday  or  Tuesday  of  next  week. 

Mr.  Denman.  I  beg  that  you  will.  I  think  the  one  great  ques- 
tion before  the  Shipping  Board  has  been  the  procuring  and  search 
for  a-  method  to  procure  these  Diesel  ships  which  use  but  a  third  the 
fuel  that  steam-driven  vessels  do,  and  it  will  conserve  our  supply 
of  oil  so  far  as  it  is  used  on  the  sea  for  many  years  beyond  its  present 
life,  and  it  will  make  us  free  from  competition  in  that  friendly  war- 
fare of  commerce  that  we  anticipate  of  the  most  powerful  agency  of 
opposition  that  Great  Britain  has,  namely,  the  fuel  bunker. 

I  shall  show  further  the  propaganda  that  there  was  in  Washing- 
ton against  the  use  of  Diesels.  I  shall  show  how  it  has  affect^ 
subsequent  members  of  the  Shipping  Board.  I  shall  show  state- 
ments that  emanated  during  my  time  from  foreign  competitors  that 
were  repeated  by  members  of  the  Shipping  Board  almost  identi- 
cally— statements  absolutely  contrary  to  the  experience  then  in  the 
use  of  those  ships,  and  it  should  come  soon. 

Our  oil  controversy  with  Great  Britain  over  the  Mesopotamia  field 
has  a  direct  relationship  to  the  use  of  these  vessels,  and  if  you  can 
arrange  for  a  hearing  at  an  early  date  I  shall  feel  I  am  making  no 
inipact  on  the  country's  time. 

The  Chairman.  I  understand  from  your  statement  that  you  are 
prepared  to  produce  facts  to  prove  these  things  which  you  say  you 
will  show,  Mr.  Denman? 
Mr.  Denman.  Yes. 
The  Chairman.  Facts? 

Mr.  Denman.  Yes;  I  will  produce  the  facts  with  reference  to  Gen. 
(ioethals  in  regard  to  wocxlen  ships  and  the  value  of  his  position 
on  them.  I  shall  produce  the  facts  in  reference  to  the  long-estab- 
lished value  of  the  Diesel.  I  shall  produce  facts  to  show  the  con- 
tracts that  I  procured — not  advertising  or  talk  or  books  or  other 
matters  praising  the  Diesel,  but  the  actual  gathering  together  of  the 
mateiial  for  the  building  of  them.  I  shall  produce  facts  as  to  the 
method  by  which  interference  was  made  with  our  commerce  during 
the  war,  much  of  it  justifiable,  but  as  to  how  much  it  was  done 
and  how  it  can  be  done  in  the  future;  and  I  shall  show  with  refer- 
ence to  the  provisions  of  this  Jones  bill  where  we  have  a  real  con- 
test on  our  hands  if  we  intend  to  go  in  for  discrimination,  and  how 
the  country  must  be  prepared  for  that  real  contest  if  it  is  going  to 
pursue  the  policy. 
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The  Chairman;  Of  coui'se,  this  committee,  Mr.  Denman,  has  ncr 
jurisdiction  over  legislation  amending  the  Jones  bill.  Thiit  comes^ 
as  of  coui-se  vou  know,  before  the  Commerce  Committee  of  the  Sen^ 
ate  and  the  Merchant  Marine  Committee  of  the  House.  This  com- 
mittee is  investigating  the  transactions  of  every  nature  of  the  Ship- 
ping Board,  together  with  corporations  having  consti-actural  reltt" 
tions  with  it,  and  while,  as  you  have  been  assured  by  membei-s  of 
the  committee,  it  is  hoped  that  the  result  of  our  inquiry  will  be  con- 
structive in  its  character,  wc  are  not  authorized  to  hold  a  hearing 
upon  the  Jones  bill  for  the  purpose  of  reporting  proposed  ameiK^ 
ments. 

But  I  take  it  from  the  statement  you  have  already  made  that  you 
are  prepared  to  relate  what  occurred  with  reference  to  these  mat- 
ter's while  you  were  a  member  of  the  Board,  and  what  you  know 
has  happened  since,  and  what  you  are  confident  will  be  the  results 
in  the  luture  unless  some  constructive  legislation  is  enacted  by 
Congress. 

Mr.  Denman.  You  are  quite  correct,  Mr.  Chairman.  I  have  no 
desire  to  amend  the  Jones  bill.  I  desire  to  point  out  what  must 
be  done  in  the  way  of  ship  construction  to  meet  the  inevitable  com- 
mercial conflict  that  will  arise  out  of  the  Jones  bill,  and  its  possi- 
bility of  being  won  by  ourselves,  and  the  fact  that  it  can  not  be 
treated  slackly,  and  must  be  treated  both  by  men  of  resolution  and 
strength,  backed  by  the  country,  and  that  we  should  call  upon  the 
experience  of  the  country  in  shipbuihling  and  commercial  competi- 
tion if  we  are  going  to  make  the  oill  a  success. 

The  Chairman.  You  state  there  was  no  controversy  between  your- 
self and  Gen.  Goethals  over  the  wooden  shipbuilding  program? 

Mr.  Denman.  Oh,  with  reference  to  the  principles  of  the  pro- 
gram. There  was  some  disagreements  as  to  the  design,  which  were 
of  slight  importance. 

The  Chairman.  Was  there  a  controversy  between  you  about  any- 
thing? 

Mr.  Denman.  Yes. 

The  Chairaian.  And  was  that  controversy  the  reason  or  tlie  cause 
for  you  both  leaving  the  board? 

Mr.  Denman.  The  controversy  was  used  in  getting  both  of  us  out 
of  the  board,  with  the  result  that  just  at  the  time  this  great  project 
of  building  Diesel  vessels  was  about  to  be  consumated,  we  with- 
drew. 

The  Chairman.  Mr.  Denman,  you  will  be  in  New  York  Monday 
or  Tuesday  of  the  coming  week? 

Mr.  Denman.  I  can  be  reached  here.  I  shall  be  either  here  or  in 
Boston,  I  do  not  know  which. 

The  Chairman.  At  the  Biltmore  Hotel? 

Mr.  Denman.  At  the  Biltmore. 

The  Chairman.  T  will  let  you  know  definitely  on  Monday  or 
Tuesday  of  next  week,  after  I  have  an  opportunity  to  confer  with 
the  committee,  just  when  within  the  next  two  weeks  we  can  hear 
you,  if  possible ;  and  if  we  can  not  hear  you,  I  am  very  much  afraid 
that  it  will  be  necessary  for  you  to  inconvenience  yourself  to  make 
a  trip  across  the  country  to  come  to  Washington  a  little  later.  The 
committee  wants  to  hear  you  and  secure  the  information  that  you 
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desire  to  lay  before  it  on  this  matter,  and  we  feel  that  you  also  have 
some  information  upon  other  matters  which  the  committee  expects 
to  inquire  into,  and  I  will  let  you  know  Monday  or  Tuesday  defi- 
nitely with  respect  to  your  appearance  before  the  committee. 

Mr.  Denman.  Mr.  Chairman,  may  I  ask  that  you  outline  to  me 
the  matter  on  which  you  desire  me  to  bring  testimony  othe  rthan 

The  Chairman  (interposing).  It  will  be  practically  the  early 
transactions  of.  the  Shipping  Board,  what  was  done  and  the  ques- 
tion of  organization  and  the  awarding  of  contracts  and  accounting 
matters,  and  all  such  matters  as  that  during  the  early  stages.  The 
general  inquiry  such  as  you  would  naturally  expect  to  be  made  of  a 
member  of  the  board  at  that  time. 

Mr.  Denman.  I  thank  you,  sir. 

TESTIMONY  OF  MB.  MARTIIT  T.  OILLEN— Becalled. 

The  Chairman.  You  state  you  have  some  revisions  you  desire  to 
make  of  your  testimony. 

Mr.  GiLLEN.  Yes,  sir. 

The  Chairman.  Have  you  prepared  them? 

Mr.  GHiLEN.  I  have  prepared  them. 

The  Chairman.  You  have  prepared  a  list  over  your  signature? 

Mr.  GiLLEN.  Yes,  sir. 

The  Chairman.  What  do  the  revisions  consist  of,  mostly  gram- 
matical errors 

Mr.  GiLLEN.  i  will  read  it.    [Reading :] 

Acting  under  the  oath  taken  by  me  before  your  committee,  I  have  examined 
my  testimony  and  have  made  certain  chancres  to  cover  typojjraphical  and  other 
errors  in  statements,  which  in  no  case  lias  chanpeii  the  sense  of  the  testimony, 
or  any  of  the  facts  stated  therein.  These  revisions  are  set  forth  according  to 
line  and  pajre  below.  I  have  made  revisions  also  on  the  orig:inal  testimony,  and 
with  this  statement  I  herew^ith  hand  to  you  a  copy  of  the  original  testiraoaj 
with  the  changes  made  in  writing  on  the  margin. 

The  Chairman.  These  are  with  reference  to  your  own  testimony? 

Mr.  GiLLEN.  Yes,  sir. 

The  Chairman.  Have  you  a  copy  of  the  record  ? 

Mr.  GiLLEN.  I  have  the  testimony  that  was  submitted  to  me. 

The  Chahiman.  Very  well.  You  say  these  revisions  make  your 
testimony  correct? 

Mr.  GiLLEN.  Yes,  sir. 

The  Chairman.  These  revisions  will  be  entered,  Mr.  Stenographer, 
in  the  record. 

The  committee  will  adjourn,  to  resume  its  hearings  in  Washington, 
D.  C,  upon  the  call  of  the  chairman. 

(Thereupon,  at  1.06  p.  m.  the  committee  adjourned  to  meet  in 
Washington,  D.  C,  upon  the  call  of  the  chairman.) 


SHIPPING  BOARD  OPERATIONS 


HEARINGS 


BBFORB 


SELECT  COMMITTEE  ON 
U.  8.  SHIPPING  BOARD  OPERATIONS 

HOUSE  OF  REPRESENTATIVES 

SIXTY-SIXTH  0ONORB8S 

THIRD  SB8SI0N 


TESTIMONY  OF 

MR.  WILLIAM  DENMAN 


PART  8 


WASHINGTON 
GOVBBNHENT  PRINTING  OFFICE 

1920 

177068 


SELECT  COMMITTEE  ON  UNITED  STATES  SHIPPING  BOARD 

OPERATIONS. 

House  op  Represbktatives. 

JOSEPH  WALSH,  Massachusetts,  Chairman, 
PATRICK  H.  KELLEY,  Michigan.  HENRY  J.  STEELE,  PenDsylvanJa. 

LINDLEY  H.  HADLEY,  Washington.  TOM  CONNALLY,  Texas. 

ISRAEL  M.  FOSTER,  Ohio. 

Gkoroe  H.  Norton,  CflaK 
II 


CONTENTS. 


Part  8. 

rage. 
Testimony  of  Denman,  Mr.  William,  formerly  Chairman  of  the  United  States 
Shipping  Board  and  President  of  the  Emergency  Fleet  Corporation 3171 


m 


SHIPPING  BOARD  OPERATIONS. 


Select  Committee  on  United  States 

Shipping  Board  Operations, 

House  of  Representatives, 
WashiTigton,  D,  C,  Monday ,  December  IS,  1920. 

The  committee  met  in  the  caucus  room,  House  Office  Building,  at 
10  o'clock  a.  m,,  on  call  of  the  chairman,  Hon.  Joseph  Walsh,  (Chair- 
man) presiding. 

Also  present:  Representatives  Kelley,  Hadley,  Foster,  and  Con- 
nally. 

TESTIMOHT  OF  MB.  WILLIAM  DENMAN,  FORMEK  CHAIE- 
MAN  TTiriTED  STATES  SHIPPING  BOABD  AND  PBESIDENT 
OF  THE  EMEBGENCT  FLEET  COBPOBATION;  BESIBENCE, 
SAH  FBANCISCO,  CALIF.— Besnmed. 

The  Chairman.  Mr.  Denman,  when  were  you  appointed  to  the 
Shipping  Board  ? 

Mr.  Denman.  My  appointment  was  made  in  the  month  of  Novem- 
ber, 1916.  It  was  confirmed  in  January,  1917,  and  the  board  was 
organized  on  the  30th  day  of  January,  1917.  I  had  previously  been 
one  of  the  active  participants  in  the  framing  of  the  legislation,  begin- 
ning back  in  the  latter  portion  of  1915. 

The  Chairman.  When  was  the  Emergency  Fleet  Corporation  or- 
ganized first,  if  you  remember  ? 

Mr.  Denman.  The  resolution  of  the  board  authorizing  the  organi- 
zation under  the  act  was  passed  on  the  14th  of  April,  1917;  ana  the 
corporation  was  organizea  between  then  and  the  18th  of  April. 

The  Chairman.  And  were  you  the  first  chairman  of  the  Emer- 
gency Fleet  Corporation  ? 

Mr.  Denman.  I  was  the  first  chairman  of  the  Shipping  Board. 
About  that  I  would  like  to  make  a  statement:  In  the  original  group 
of  appointees  was  Mr.  Bernard  N.  Baker,  an  able  and  experienced 
slypping  man,  who  had  sought  to  organize  such  a  board  in  the  origi- 
nal bill  as  a  mere  adjunct  to  two  members  of  the  Cabinet.  I  was  one 
of  a  group  that  wanted  to  make  it  a  pure  commission,  or  a  purely 
Cabinet  administration.  We  disagreed  in  the  course  of  the  prelim- 
inary discussions,  and  Mr.  Baker  resigned.  I  was  requested  oy  the 
President,  or  rather  the  board  was  requested  by  the  President,  to 
make  me  chairman.  I  was  tendered  the  election' on  the  30th  of  Jan- 
uary but  declined  to  accept  the  chairmanship,  hoping  that  the 
vacancy  would  be  filled  by  some  shipping  man  on  the  Atlantic  coast 
who  knew  the  personnel  and  conditions  prevailing  in  Atlantic 
carriage. 

The  Chairman.  Will  you  just  give  us  the  personnel  of  the  board 
on  the  30th  of  January,  1917. 
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Mr.  Denman.  Mr.  Theodore  Brent,  Mr.  J.  B.  White,  Mr.  Donald, 
and  myself;  Mr.  Baker  having  previously  resigned.  I  did  not  accept 
the  chairmanship  of  the  board  imtil  nearly  seven  weeks  later,  after 
the  appointment  of  Mr.  Stevens,  who  had  had  no  shipping  experience, 
and  who  came  to  the  board  from  New  Hampshire,  1  oeheve,  and  did 
not  look  to  taking  a  prominent  part  in  shipping  activities.  From 
March  20  until  July  24 1  was  chairman  of  the  Shipping  Board.  Some- 
time around  the  17th  or  18th  of  April  I  was  elected  president  of  the 
Emergency  Fleet  Corporation,  and  held  that  position  until  the  24th  of 
July. 

The  Chairman.  Now,  did  you  have  the  appointment  of  the  various 
officials  of  the  board  ? 

Mr.  Denman.  No;  I  had  no  powers  as  president  of  the  corporation 
of  appointment.  I  am  speaking  now  of  the  Emergency  Fleet  Corpora- 
tion. By  a  provision  of  the  bv-laws  that  was  entirely  in  the  hands 
of  the  general  manager,  Gen.  (xoethals. 

The  Chairman.  When  was  he  appointed  ? 

Mr.  Denman.  He  was  appointed  at  the  time  of  the  organization 
of  the  corporation  or  just  before. 

The  Chairman.  Was  that  prior  to  your  being  made  president  of  it? 

Mr.  Denman.  At  the  same  time. 

The  Chairman.  Who  appointed  the  officials  of  the  Shipping  Board, 
such  as  the  treasurer  and  secretary  and  auditor  and  comptroller  \ 

Mr.  Denman.  That  was  done  by  the  board  as  a  body. 

The  Chairman.  And  how  were  those  men  selected;  how  did  their 
names  come  before  the  board  ? 

Mr.  Denman.  They  were  suggested  by  various  members  of  the 
board,  and  quite  a  number  of  them  very  largely  through  Mr.  Stevens. 
Mr.  Stevens  was  our  political  member,  and  a  very  large  portion  of  the 
patronage  was  suggested  bv  him. 

The  Chairman.  What  d^o  you  mean  by  the  statement  that  Mr. 
Stevens  was  the  ''political  member '^  of  the  board? 

Mr.  Denman.  Well,  I  think  there  was  the  feeling  that  the  chair- 
man was  markedly  lacking  in  political  instinct,  and  Mr.  Stevens,  who 
was  a  charmmg  and  very  ^le  man,  was  hoped  to  supply  the  deficiency 
of  the  chairman. 

The  Chairman.  Well,  was  that  by  general  consent  of  the  board! 

Mr.  Denman.  I  think  it  was  the  hope,  both  inside  and  outside  of 
the  board. 

The  Chairman.  Do  you  know  who  appointed  the  treasurer  of  the 
board  at  that  time  ?  *  . 

Mr.  Denman.  Oh,  it  was  by  board  action,  Mr.  Chairman. 

The  Chairman.  Were  minutes  made  of  those  various  appoint- 
ments ? 

The  Chairman.  So  the  board  records  would  show  that? 

Mr.  Denman.  I  think  the  board  records  would  show.  I  have  not 
in  mind  the  appointment  of  the  treasurer.  There  was  an  auditor  of 
the  Shipping  Board  and  the  treasurer  of  the  Emergency  Fleet  Cor- 
poration. The  secretary  of  the  board  was  not  a  permanent  secre- 
tary, was  not  elected  imtil  very  shortly  before  I  resigned.  We  had 
had  a  series  of  temporary  secretaries,  and  I  was  hoping  to  get  a 
driving  business  executive  secretary,  and  would  have  succeeded  in 
placing  one  there  had  it  not  been  for  the  atmosphere  of  controversy 
with  which  the  journalists  surrounded  us,  in.  the  press,  which  made 
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men  hesitate  to  come.     But  I  hoDed  I  had  cleared  the  atmosphere, 
and  was  going  to  brine  in  a  sizeable  man  to  take  that  position. 

The  Crairman.  Did  you  suggest  Mr.  Lester  Sisler  for  secretary  of 
the  board  ? 

Mr.  Denman.  No,  sir;  I  did  not.  I  did  not  know  Mr.  Sisler,  and 
it  was  moved  that  he  be  elected  permanent  secretary  when  he  first 
came,  but  this  was  not  done.  He  was  appointed  temporary  secre- 
tary, to  try  him  out. 

The  Chairman.  Do  you  recall  meeting  him  in  the  corridor  of  some 
government  building  and  offering  him  the  position  of  secretary  of 
the  board  ? 

Mr.  Denman.  I  do  not. 

The  Chairman.  Had  you  made  any  inquiry  of  the  Interstate  Com- 
merce Commission  as  to  his  capability? 

Mr.  Denman.  No. 

The  Chairman.  And  you  had  not  known  him  ? 

Mr.  Denman.  I  had  not  known  him. 

The  Chairman.  And  you  did  not  suggest  him  either  for  temporary 
or  permanent  secretary  of  the  board. 

Mr.  Denman.  I  tHink  when  he  was  mentioned  for  permanent 
secretary  I  proposed  him  for  temporary  secretary. 

The  CiLAiRMAN.  Do  you  recall  naving  acted  upon  the  application, 
or  of  taking  action  upon  the  suggestion  of  the  name  of  Mr.  K.  Wilmer 
Boiling  for  any  position  in  the  board  or  in  the  Fleet  Corporation 
while  you  were  there  ? 

Mr.  Deman.  There  is  a  minute  of  the  suggestion  made  to  create 
a  place  for  Mr.  Boiling,  on  the  7th  of  June. 

The  Chairman.  1917? 

Mr.  Denman.  1917;  yes,  sir.  Mr.  Stevens  proposed  Mr.  Boiling's 
name  for  some  position,  as  I  recall  it,  unnamed,  and  the  minutes  said 
^'dis<;ussion  was  had,  but  no  action  taken." 

The  Chairman.  You  do  not  know  whether  that  suggestion  was 
made  by  Mr.  Stevens  as  the  result  of  an  application  havmg  been  re- 
ceived or  whether  it  was  initiated  by  Mr.  Stevens's  suggestion  ? 

Mr.  Denman.  I  do  not  recall  whether  there  was  a  formal  applica- 
tion. I  remember  the  discussion  which  took  place,  not  only  at  the 
meeting  of  the  board  but  in  the  rooms  of  the  Doard — that  is,  in  the 
chambers  of  the  commission.  I  was  very  much  opposed  to  employ- 
ing Mr.  Boiling,  not  that  I  had  anything  against  him;  I  suppose  it 
was  nonpolitical  on  my  part,  but  I  "felt  there  would  be  grave  danger 
to  the  rresident  to  have  a  man  in  our  employ  who  was  connected 
with  the  President's  family,  as  he  would  oe  the  object  of  entice- 
ments of  desiring  persons  who  might  want  to  get  him  in  an  em- 
barrassing position  and  which  might  bring  discomfort  on  all  of  us. 

The  Chairman.  Did  it  occur  to  you  that  he  might  be  made  the 
subject  of  a  trap  or  tricks  ? 

Mr.  Denman.  Yes.  I  had  no  specific  thing  in  mind  in  the  way  of 
a  particular  trap,  but  I  simply  feared  that  having  a  member  of  the 
family  of  the  President  on  the  board  might  bring  us  embarrassment. 
The  conversation  or  conversations  covered  quite  a  period  of  time 
then. 

The  Chairman.  Mr.  Denman,  did  your  board  take  action  with 
reference  to  requisitioning  commandeered  vessels  ? 
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Mr.  Denman.  That  was  under  discussion  at  the  time  we  resigned. 
In  order  to  get  a  clear  picture  of  that,  you  must  remember  that  while 
your  legislation  giving  the  power  to  commandeer  was  passed  June 
15,  1917,  the  President,  to  whom  the  power  was  del^ated  by  the 
Congress,  did  not  allocate  the  powers  of  the  congressional  act  to  us 
until  the  10th  or  11th  of  July.  So  that  my  administration,  so  far 
as  war-created  powers  were  concerned,  had  but  13  days  of  activity. 
Now,  of  course,  we  had  been  planning  and  expecting  to  get  the  powers, 
and  the  method  of  commandeering  was  under  discussion  and  the  last 
week's  minutes,  particularly  the  minutes  of  special  sessions  that  we 
held,  which  were  taken  down  in  full  and  typewritten,  show  the  pen- 
dency of  discussion  as  to  the  methods  of  commandeering. 

Gen.  Goethals  had  been  so  completely  engaged  in  letting  contracts 
for  ships,  and  a  very  large  fleet  was  contracted  for  by  Gen.  Goethals 
in  that  time;  I  say,  he  had  been  so  completely  occupied  in  that  that 
he  had  not  procured  the  preexisting  contracts  for  ships  that  were 
under  construction  on  our  stocks  when  we  got  the  commandeering 
power.  We  requested  those  and  they  were  being  gotten  together  for 
us  so  that  we  could  formulate  finally  our  method  of  commandeering. 
Almost  the  last  minute  in  the  board  before  our  resignation  had  refer- 
ence to  procuring  a  complete  list  and  outline  of  existing  contracts  for 
ships.  1  want  later  to  pay  a  tribute  to  Gen.  Goethals's  real  accom- 
plishment there;  it  was  a  very  remarkable  achievement.  Unfortu- 
nately it -•has  not  been  mentioned  in  the  publicity  given  out  by  our 
successors.  All  of  Gen.  Goethals's  contracts  were  merged  in  a  group  of 
contracts  claimed  by  the  next  administration.  This  is  in  their  publi- 
cation late  in  1918  of  a  statement  called  ''Shipping  facts."  Only 
by  digging  in  the  elaborate  annual  reports  could  Gen.  Goethab^s 
achievements  be  worked  out  into  a  statement. 

The  press  relied  on  the  summary  of  Shipping  facts,  which  at  pages 
12  and  13  omit  the  contracts  reported  in  Gen.  Goethals's  admiiustra- 
tion  and  lumped  them  in  the  report  of  March  30,  1918,  under  the  head- 
ing of  Organization  of  present  Shipping  Board.  I  think  at  some 
time  during  the  course  of  this  session  I  should  be  permitted  to  fully 
show  what  he  accomplished. 

The  Chairman.  Those  contracts  that  were  awarded  all  had  to  be 
later  ratified  by  l^islation,  did  they  not? 

Mr.  Denman.  I  think  not.  We  began  letting  contracts  and 
signing  them  before  we  had  authority,  but  they  were  later  adopted. 
They  were  made  by  Gen.  Goethals  and  his  staff,  but  as  president 
of  the  corporation  I  signed  the  contracts  when  they  came  over  with 
Gen.  Goethals's  O.  K.  on  them.  The  only  participancj  I  had  in 
connection  with  the  making  of  contracts  was  in  the  laying  down  of 
general  policies,  particularly  with  regard  to  the  scheme  of  fabrication 
of  ships,  such  as  was  worked  out  at  Hog  Island;  the  scheme  and  the 
project  of  assemblage  of  plant  for  the  manufacture  of  Diesel  engine 
vessels;  and  the  question  of  the  size  of  appropriations  to  covjer  the 
entire  scheme.  In  this  connection  I  desire  to  file  before  the  board  a 
statement  which  is  the  purpose  of  my  wishing  to  appear  before  vou. 

The  Chairman.  No;  we  will  take  your  testimony.  I  do  not  think 
we  care  to  have  statements  put  in  in  waiting.  I  understood  that  you 
brought  to  the  attention  of  the  committee  the  purpose  of  desiring  to 
be  heard,  at  New  York,  recently,  when  you  were  asked  about  the 
matter.  Is  this  statement  which  you  ask  leave  to  submit  along  that 
line? 
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Mr.  Denman.  It  is  a  condensed  statement  of  the  Diesel  motor  ship 
proiect. 

The  Chairman.  And  tliat  is  what  we  desire  to  inquire  about  as  we 
go  aloi^. 

Mr.  Denman.  I  desire  to  have  it  considered  as  offered  as  it  has 
been  released  to  the  press. 

The  Chairman.  We  prefer  to  have  you  testify.  You  have  said 
that  you  had  only  about  13  days  after  the  requisitioning  and  com- 
mandeering powers  were  transferred  by  the  President  to  tlie  board. 
During  that  period  of  13  days  was  anvthing  done  that  you  know  of 
to  set  up  an  accounting  department  of  the  board  or  the  Fleet  Corpo- 
ration in  order  to  take  care  of  this  particular  activit}'  ? 

Mr.  Denman.  That  brings  up  tne  whole  question  of  division  of 
board  operations.     My  plan  for  the  division  ot  board  operations 

The  Chairman  (interposing).  Well,  I  did  not  know  but  what  you 
could  say  that  there  was  some  effort  made  to  do  that  or  that  there 
was  not. 

Mr.  Denman.  I  am  going  to  outline  what  we  wanted  to  do  and 
how  we  shaped  it  and  what liappened. 

The  Chairman.  Is  this  what  was  done  that  you  are  going  to  tell 
us  about? 

Mr.  Denman.  I  am  going  to  tell  you  what  was  done. 

The  Chairman.  All  right. 

Mr.  Denman.  And  I  am  going  to  tell  you  what  was  not  done. 
I  am  going  to  teU  you  what  was  recommenced  and  was  not  adopted. 
When  I  proposed  to  the  President  the  method  of  division  of  the 
powers  conferred  on  him  by  the  Congress  in  the  act  of  June  15,  1917, 
the  Executive  orders  that  I  outlined  and  suggested  made  a  com- 
plete division  between  the  operation  of  ships  as  commercial  agents 
and  the  construction  of  ships;  and  the  Executive  order  that  was  sent 
to  us  by  the  President,  following  the  outline  that  I  had  submitted 
to  him,  divided  the  functions  of  the  Shipping  Board  into  two,  (1)  the 
construction  of  ships,  and  (2)  the  operation  of  ships.  The  manufac- 
ture or  construction  of  ships  was  to  be  in  the  Emergency  Fleet  Cor- 
poration  

The  Chairman  (interposing).  Pardon  me,  but  was  that  possibly  in 
contemplation  when  the  title  ''Emergency  Fleet  Corporation'*  was 
adopted  ? 

Mr.  Denman.  I  put  the  word  ''emergency '*  into  that  title  to  indi- 
cate the  emereency  character  of  oil-fuel  steam  engines  and  wooden 
hulls.  One  of  them  was  obsolete;  that  is,  wooden  hulls  were  obso- 
lete as  a  commercial  type  when  we  adopted  them.  The  oil-burning 
steam  engine  had  its  oosolescence  already  forecast  by  the  leading 
shipping  men  of  the  world,  including  Admiral  Lord  Fisher.  The 
purpose  of  the  Emergency  Fleet  Corporation  was  to  build  ships.  At 
that  time  there  were  no  powers  delegated  to  us  to  enter  into  general 
shipping  operations  or  to  control  maritime  tonnage.  Now,  to  come 
back  to  this  Executive  order,  Mr.  Chairman,  because  the  separate 
devolution  of  power  was  expressed  in  the  order — the  construction  of 
ships  was  to  be  in  the  Emergency  Fleet  Corporation,  and  the  opera- 
tion of  shii>s  was  to  be  in  any  one  of  the  tnree  following  agencies: 
(1)  The  Shipping  Board,  (2)  the  Emergency  Fleet  Corporation,  or 
(3)  in  any  other  corporation  to  be  formed  by  us. 

The  Chairman.  By  the  word  ''us"  you  mean  to  be  formed  by  the 
board? 
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Mr.  Denman.  Yes.  The  purpose  of  mentioning  the  Emergency 
Fleet  as, one  of  the  places  where  the  operating  power  might  be  exer- 
cised was  this:  We  wanted  a  separate  corporation  for  operations, 
but  there  is  a  certain  portion  of  operation,  in  taking  the  hulls  from 
the  point  where  they  are  constructed  to  the  place  where  the  engines 
are  installed,  in  which  cargoes  are  often  carried  in  the  hulls,  so  that 
there  might  be  a  minute  portion  of  operation  in  the  constructing  end. 
But  our  plan,  and  the  nlan  I  outlined  to  Mr.  Hurley,  was  to  confine 
the  Emergency  Fleet  Corporation  to  the  building  of  ships  and  to  a 
new  corporation  the  operation  of  ships.  My  reason  for  wanting  a 
corporation  for  the  operation  of  ships  was  that  we  could  create  a 
corporation  that,  as  I  believed,  was  oi  a  private  as  distinguished  from 
a  governmental  character.  In  handling  business  on  me  seas  you 
have  got  to  have  the  kind  of  direct  executive  efficiency  that  I  have 
found  can  not  be  gotten  bv  governmental  action.  If  my  plan  had 
been  carried  out  we  would  nave  had  two  corporations,  (1)  the  Emer- 
gency Fleet  Corporation  for  the  manufactute  of  these  emei^ency 
ships  and  (2)  some  other  corporation  for  the  business  operation  of 
ships  and  transportation. 

Now,  when  1  sat  down,  with  Mr.  Hurley — after  I  resigned — the 
first  thing  I  did  was  to  give  him,  or  to  outline  to  him,  a  project  for 
dividing  the  two  functions  of  the  board,  and  pointed  out  to  him  that 
the  Executive  order  contemplated  a  division  of  the  functions,  and 
I  thought  I  had  a  complete  understanding  ^vith  him  as  to  the  ad- 
visability of  following  that  course.  Unfortunately,  it  was  not  done. 
The  operating  funds  and  the  shipbuilding  funds  were  commingled, 
and  great  and  extraordinary  accounting  dmiculties  arose,  so  mucn  so 
that  when  Mr.  Kosseter  came  on  here,  instead  of  having  his  energies 
free  for  a  real  constructive  program  of  operations  he  was  very  largely 
occupied  in  untangling  the  shipping  accounts. 

The  Cii AIRMAN.  That  is  something,  of  course,  that  you  have  no 
direct  knowledge  of? 

Mr.  Denman.  No;  except  the  knowledge  of  the  shipping  world. 
Every  man  who  has  any  contact  with  a  shipping  company  knows 
that  the  auditing  of  shipping  accounts,  for  a  long  time  after  I4eft  the 
Shipping  Board,  was  almost  nonexistent.  I  am  speaking  now  of  the 
operating  accounts. 

The  Chairman.  What  experience  had  you  had  in  shipping,  either  in 
building  or  in  operating  or  supervising,  prior  to  your  appointment  on 
the  board  ? 

Mr.  Dknman.  Oh,  I  have  been  connected  with  maritime  matters 
since  1898.  The  first  case  I  had  took  me  down  the  Pacific  coast  to 
Central  i\jnerica  to  get  the  property  of  Madame  Barrios,  the  property 
of  the  widow  of  the  murdered  president.  In  the  course  of  the  pro- 
<5eedings  with  President  Cabrero,  I  received  considerable  assistance 
from  the  Pacific  Mail  Steamship  Route,  which  was  influential  in 
Guatemala  at  that  time. 

The  Chairman.  You  were  counsel  for  her  ? 

Mr.  Denman.  Yes,  sir.  While  I  was  counsel  for  her  I  established 
friendships  with  the  leaders  of  the  Pacific  Mail  Steamship  Co.,  Mr. 
Schwerin,  Mr.  Fry,  and  others,  and  I  have  been  at  some  times  attomev 
for  the  Pacific  Mail  and  at  many  other  times  against  them,  and  through 
them  I  have  had  familiaritv  with  many  shipping  matters.  I  have 
supervised  contracts  for  the  building  of  snips.     I  was  attorney  for  one 
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of  the  shipbuilding  yards  on  the  coast  there  that  originally  built  wooden 
shi^s  but  that  had  ceased  to  build  them  before  the»war  and  built  none 
during  the  war.  It  had  become  a  steelyard.  I  came  in  contact  with 
the  ou  situation  as  Assistant  Attorney  General  of  the  United  States 
in  control  of  oil  litigation  at  its  beginning,  and  there  made  a  study 
of  oil  conditions.  J  was  attorney  for  Fred.  Olsen's  fleet  of  Diesel 
motor  ships,  which  for  a  long  time  before  I  went  on  the  Shipping 
Board  han  been  operating  those  ships  between  Scandinavia  and  the 
United  States.  I  nave  operated  ships  myself;  in  fact,  I  have  sailed 
two  wooden  Huff  ships  during  the  last  two  years  over  120,000  miles 
on  the  Pacific,  and  have  carried  over  200,0()0,000  feet  of  lumber,  t 
know  something  about  the  wooden  ship  and  its  obsolescence  and  its 
small  remaining  usefulness. 

The  Chairman.  Who  fixed  the  function  of  division  of  the  various 
<5ontracts  you  signed  and  which  had  the  approval  of  the  board  ? 

Mr.  Denman.  Gen.  Goethals  and  his  staff.     He  had  one  able  ne- 

fotiator ;  several  in  fact,  but  one  I  came  in  contact  with,  by  the  name  of 
Ir.  Fuller  ot  New  York 

The  Chairman  (interposing).  What  were  his  initials;  do  you  re- 
member ? 

Mr.  Denman.  I  have  forgotten  his  initials. 

The  Chairman.  Is  he  of  the  George  A.  Fuller  Construction  Co.  ? 

Mr.  Denman.  No;  of  an  entirely  different  group.  The  Fuller  I 
have  m  mind  was  a  banker  but  an  extremely  sharp  business  man. 
I  judge  so  from  the  wails  that  came  in  from  contractors  about  him, 
and  from  the  fact  that  he  always  closed  his  bargain,  got  what  he 
went  after,  which  meant  a  great  deal.  Gen.  Goethals  in  about  40 
davs'  time  contracted  for  525  vessels,  and  had  the  Hog  Island  project 
fairly  well  worked  out.  You  will  recall  that  the  press  and  the  public 
have  stated  ever  since  we  left  the  Board  that  Gen.  Goethals  resigned 
and  that  I  resigned  because  of  a  conflict  over  wooden  ships.  That 
is  absolutely  false.  There  was  no  dispute  between  Gon.  Goethals 
and  myself  over  the  general  wooden  ship  project,  and  the  general 
disagreements  between  us,  which  were  slight,  came  up  in  the  month 
of  May,  and  were  all  solved  by  the  month  of  June;  and  the  last 
thi}ig  he  did  on  the  Board  was  to  declare  his  allegiance  to  the  wooden 
ship  project  and  his  desire  to  build  all  that  he  could.  And  he  depre- 
cated these  statements  in  the  press,  and  said  he  had  been  repeatedly 
misrepresented  by  the  journalists. 

The  Chairman.  That  was  when  he  resigned.  Neither  vou  nor 
Gen.  Goethals  made  any  statement  while  you  were  on  the  Board  to 
the  effect  that  there  was  no  controversy  between  you  about  wooden 
shins,  did  you  ? 

Mr.  Denman.  Yes,  sir;  I  made  a  good  many. 

The  Chairman.  To  the  press? 

Mr.  Denman.  Yes,  sir. 

The  Chairman.  Official  statements  ? 

Mr.  Denman.  Yes,  sir;  official  statements.  The  fact  was  that 
nobody  would  believe  it.  It  was  one  of  the  most  extraordinary 
things  imagijiable,  the  fact  that  nobody  seemed  willing  to  believe 
that  statement.  I  asked  Gen.  Goethals,  at  this  last  meeting — and 
we  had  no  idea  we  were  going  to  resign  then 

The  Chairman  (interposing).  What  was  that  statement  ? 
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Mr.  Denman.  We  had  no  idea  we  were  going  to  resign  then,  neither 
of  us.  I  asked  Gen.  Goethals  would  he  put  out  a  statement,  which 
he  did,  and  I  have  it  here. 

The  Chairman.  Just  before  you  allude  to  that,  I  do  not  quit* 
understand  what  you  mean,  lou  say  that  you  had  no  idea  that 
you  were  going  to  resi^  at  that  last  meeting  ? 

Mr.  Denman.  Yes,  sir;  that  was  my  statement. 

The  Chairman.  Do  you  mean  to  say  that  when  this  meeting  was 
held  you  had  no  idea  it  would  be  your  last  meeting  ? 
^  Mr.  Denman.  I  had  not  the  faintest  idea  in  the  world  that  it  was. 

The  Chairman.  This  meeting  was  held  while  this  alleged  wooden 
ship  controversy  was  raging,  was  it  not  ? 

Mr.  Denman.  Yes;  but  tlie  real  controversy  was  over  Hog  Island. 
I  will  read  you  the  record  of  a  statement  on  wooden  ships  signed  by 
Gen.  Goethals  and  published  in  The  Simset  Magazine — ^but  he  did 
not  write  the  first  paragraph;  it  is  not  his  style: 

On  the  building  of  ships  to  carry  the  sinews  of  war  may  rest  the  hope  of  democracy- 
Activities  on  the  Pacific  coast  have  not  been  confined  to  a  particular  class  of  vessels. 
They  are  constructing  ships  of  both  steel  and  wood;  large  steel  cargo  ships,  wooden 
ships  complete,  and  wooden  hulls,  for  which  the  machinery  will  be  furnished  by  the 
Emergnecy  Fleet  Corporation.  The  readv  response  of  the  Pacific  coast  to  the  countrj-'s 
emergency  has  been  very  impressive.  The  people  of  that  section  have  seemed  to  be 
fully  alive  to  the  situation  since  the  Government  undertook  this  shipbuilding  program. 
Notwithstanding  the  contracts  which  have  been  awarded,  many  additional  ships 
must  be  constructed,  and  I  confidently  expect  that  the  Pacific  coast  will  do  its  full 
share.  We  must  have  all  the  ships  it  is  possible  to  secure,  both  wood  and  steel,  on 
contracts  satisfactory  to  the  interest  of  the  Government  and  fair  to  the  contractor. 

George  W.  Goethals. 

Now,  his  other  statement  at  this  last  meeting,  on  wooden  ships,  is 
as  follows 

The  Chairman  (interposing).  What  is  the  date? 

Mr.  Denman.  This  i^  on  July  18  and  19,  1917.  It  is  from  the 
minutes  of  a  special  meeting  of  the  United  States  Shipping  Board, 
pages  276-277: 

As  an  emergency  measiu'e  wooden  construction  assisted  in  the  program  for  tonnage, 
so  that  the  idea  that  I  always  had  was  to  go  to  the  production  of  both  steel  and  wooden 
ships.  I  know  that  I  have  been  misquoted  as  saying  I  was  against  wooden  tannage, 
but  there  is  no  basis  for  that,  and  my  actions  so  far  in  the  making  of  contracts  have 
fully  demonstrated  this. 

The  conference  continued  to  the  next  day,  when  he  added : 

As  I  said  on  yesterday,  I  have  not  been  opposed  to  the  wooden  ships  as  I  have  been 
reported.  I  never  made  that  statement.  1  advocated  the  use  of  steel  and  wood, 
going  to  as  much  of  both  as  we  could  get.    That  has  been  my  position  all  along. 

Then  I  said: 

The  Chairman.  I  know  the  impression  created  in  the  minds  of  men  who  went  out 
was  that  you  did  not  want  to  build  them? 

Gen.  Goethals.  I  am  sorry  that  impression  was  created.  I  do  not  know  how 
it  got  out.     ' 

The  Chairman.  I  think  from  your  speech  in  New  York. 

Gen.  Goethals.  Unfortunately  the  speech  was  not  correctly  quoted  or  was  mis- 
quoted. 

Following  that  he  put  out  the  statement  I  have  just  read,  which 
appeared  in  the  Sunset  Magazine,  after  we  had  resigned. 

Mr.  CoNNALLY.  You  put  into  the  record  a  moment  ago  thatGen^ 
Goethals  did  not  write  the  first  paragraph  of  that  statement.  Did 
vou  mean  it  ? 
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Mr.  Denman.  I  say  it  was  not  his  style,  but  he  adopted  it. 

Mr.  CoNNALLY.  Didn't  you  say  he  did  not  write  it,  and  that  it 
was  not  his  style  ? 

Mr.  Denhan    It  was  not  his  style. 

Mr,  Conn  ALLY.  I  think  you  ought  to  change  your  statement,  in 
the  record,  because  I  understood  you  to  say  that  he  did  not  write  it 
and  added  because -it  was  not  his  style.  I  think  it  would  be  a  little 
unfair  to  put  into  the  record  a  statement  as  coming  from  a  man  and 
then-  say  it  was  not  his  style. 

Mr.  Denman.  Well,  the  composition  was  not  his  stjrle.  It  was  a 
florid  appeal  and  contrary  to  and  unlike  his  nature,  which  is  to  get  a 
thing  done  without  any  unnecessary  verbii^e.  I  was  attempting  to 
free  Gen.  Goethals  from .  the  charge  of  journalistic  construction, 
which  I  think  has  been  one  of  the  features  that  some  of  the  war  in- 
strumentalities suffered  from. 

Mr.  CoNNALLY.  It  occurred  to  me  that  you  quoted  it  with  approval 
as  to  a  part  of  the  statement  and  then  said  a  part  was  not  his. 

Mr.  Denman.  Well,  I  refer  to  the  part  as  to  wooden  ships. 

Mr.  Connally.  I  do  not  think  it  fair  to  take  the  part  of  a  state- 
ment that  is  favorable  and  then  deny  the  rest. 

Mr.  Denman.  I  do  not  want  to  be  unfair  to  Gen.  Goethals.  The 
public  has  treated  him  unfairly  enough  in  connection  with  this  matter, 
and  I  shall  not  add  to  it.  His  accomplishments  were  great,  but 
they  were  not  in  the  nature  of  journalistic  shipbuilding;  they  were  in 
the  nature  of  actual  production  of  ships. 

The  Chairman.  You  say  that  in  40  days  Gen.  Goethals  let  large 
numbers  of  contracts  for  both  wood  and  steel  ships  ? 

Mr.  Denman.  Yes. 

The  Chairman.  Do  you  know  how  large  a  portion  of  those  contracts 
was  completed  within  the  time  fixed  in  the  contracts  ? 

Mr.  Denman.  I  can  not  tell  you  as  to  that,  but  I  should  be  able  to 
get  it  for  you  if  you  would  like  to  have  it.  But  I  desire  to  say  this, 
that  both  in  regard  to  the  Hog  Island  scheme  and  the  wooden  and 
steel  tonnage.  Gen.  Goethals  did  not  have  the  carrying  out  of  his 
plan,  either  for  wooden  ships  or  his  plan  for  Hog  Island,  and  if  there 
were  deficiencies  in  the  ultimate  output  they  cannotbe  attributable 
to  him — except  insofar  as  the  original  scheme  may  have  been  the 
cause  of  it. 

The  Chairman.  Do  you  recall  whether  or  not  you  had  some  con- 
troversy with  Gen.  Goethals  or  anybody  else  with  reference  to  a  con- 
tract to  be  awarded  to  the  Downey  Shipbuilding  Corporation  ? 

Mr.  Denman.  No;  there  was  no  conflict  over  the  awarding  of  the 
Downey  contract. 

The  Chairman.  Well,  over  its  terms? 

Mr.  Denman.  The  Downey  contract  was  but  one  of  a  group  of 
contracts  in  which  the  tentative  basic  price  for  steel  plate  was  placed 
at  four  and  one-quarter  cents.  I  had  made  some  investigation  of  the 
price  of  steel  plate^  through  experts,  whose  communications  were 
confidential  because  the  steel  manufacturers  as  a  whole  were  seeking 
a  very  much  higher  price  than  I  thought  they  should  have,  and  a  much 
higher  price  that  they  ultimately  received — and  from  an  examina- 
tion of  these  sheets  furnished  by  these  experts  I  concluded  that  the 
E roper  price  for  steel  plates  was  somewhere  between  two  and  one- 
ali  cents  and  three  cents  for  American  construction  in  the  Govern- 
ment programs  for  the  Army  and  the  Navy  and  the  Shipping  Board. 
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Gen.  Goethals  had  had  a  conference  with  Mr.  Farreli,  of  the  Steel 
Corporation,  earl^  in  May  or  late  in  April,  and  as  the  result  of  that 
conference  the  price  of  steel  plate  was  tentatively  fixed  at  4 J  cents. 
I  acquiesced  in  that  price  at  that  time.  This  information  I  obtained 
from  those  experts  came  after  I  accepted  Gen.  Groethals's  tentative 
price  of  4^  cents.  I  later  thought  we  both  were  going  too  hi^h,  and 
decided  that  I  would  urge  a  lower  price.  I  imderstood  that  ne  wd 
I  were  in  accord  on  the  lower  price.  Later  we  had  a  meeting  with 
the  shipbuilders,  not  the  steel  manufacturers  but  the  shipbiulders^ 
in  the  hrst  week  in  June,  and  the  question  was  put  to  him  as  to  the 
basic  price  for  steel  plate,  and  he  said  it  would  be  4i  cents.  Shortly 
afterwards  several  contracts,  including  the  Downey  contract,  were 

Presented  with  the  price  of  4^  cents,  the  tentative  price,  in  them. 
Tow,  as  to  this  Downey  contract,  I  requested  that  the  price  be 
changed  to  2^  cents,  which  the  general  did  immediately.  So  the 
Downey  contract  was  signed  wim  the  amount  changed  from  4^ 
cents  to  2i  cents.  But  this  was  not  the  Downey  contract  about 
which  the  dispute  arose  as  to  Mr.  Boiling's  participancy  in  it ;  that 
was  a  contract  of  the  following  spring  for  the  construction  of  tiigs. 
I  have  never  heard  of  any  controversy  over  the  first  Downey  con- 
tract that  involved  the  Downeys.  Now,  the  basic  price  for  steel 
plate  was  something  that  did  not  concern  the  Downeys  or  the  par- 
ties to  the  contract,  because  it  was  provided  in  the  contract  that  if 
the  steel  plate  cost  more  we  absoroed  the  increased  cost,  and  if 
it  cost  less  we  got  the  benefit  thereof .  The  point  that  I  made  with 
Gen.  Goethals  was  that  4^  cents  appearing  as  the  tentative  basis 
was  a  very  bad  bargaining  point  for  us  when  we  sat  down  with  the 
steel  manufacturers. 

Mr.  Gary  later  offered  me  all  the  plate  we  needed  at  3  cents  a 
pound. 

The  Chairman.  Does  that  appear  to  be  a  photostat  of  your  signa- 
ture, Mr.  Denman  [showing  to  jMr.  Denman  the  photostat  of  some 
paper]  ? 

Mr.  Denman.    Yes,  sir;  that  is  mine. 

The  Chairman.  You  do  not  know  why  the  date  of  this  contract 
was  changed  from  the  3d  of  June  to  the  3d  of  July,  do  you,  unless 
it  was  a  typographical  error — ^it  was  the  first  Downey  contract. 

Mr.  Denman.  1  can  not  recall,  Mr.  Chairman. 

The  Chairman.  Did  you,  while  you  were  chairman  of  the  board,, 
make  any  contracts  for  Diesel  engines? 

Mr.  Denman.  The  Diesel  p>roject  I  brought  to  the  board  as  my 
contribution  to  the  commercial  future  of  the  American  merchant 
marine.  The  Diesel  motor  ship  has  been  used  on  the  seas  from 
1904,  very  largely  in  the  Baltic  and  Black  Sea  trades,  and 

The  Chairman  (interposing).  Perhaps  you  can  answer  this  ques- 
tion: Did  you  make  any  contracts  for  the  Diesel  engine  while  you 
were  chairman  of  the  lioard;  and  then  we  will  ask  you  with  refer- 
ence to  the  matter  over  there  ?  7 

Mr.  Denman.  I  procured  a  plant,  the  license  for  the  Burmeister 
and  Wain  Diesel,  the  standard  Diesels  of  the  world  then,  and  which 
since  have  been  adopted^by  Lord  Perry  and  others  for  use  in  Diesel 
manufacturing  plants  in  Great  Britain 

The  Chairman  (interposing).  Can't  you  tell  us  whether  you  made 
any  contracts  for  Diesel  engme  ships? 
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Mr.  Dbnman.  Oh,  yes.  We  did  not  get  further  than  the  presenta- 
tion of  the  contract  for  our  signature;  it  was  not  signea  by  the 
board. 

The  Chairman.  Will  you  give  us  the  reason  why  the  contract 
was  not  signed  ? 

Mr.  Denman.  Because  were  were  debating  as  to  whether  or  not 
we  would  accept  the  contract  or  would  commandeer  the  plant  and 
run  the  plant  as  a  national  project.  That  was  to  be  settled  on 
July  24,  the  date  that  we  both  resigned. 

The  Chairman.  Before  I  ask  you  with  reference  to  this  Diesel 
proposition,  when  first  did  you  know  that  you  were  to  resign  ? 

Mr.  Denman.  On  the  24th  of  July,  1917. 

The  Chairman.  And  who  asked  you  to  resign? 

Mr.  Denman.  It  was  contained  in  a  communication  from  Mr.  Wilson. 

The  Chairman.  President  Wilson  ? 

Mr.  Denman.  Yes. 

The  Chairman.  While  you  were  on  the  board  did  your  board  have 
charge  of  reconditioning  some  of  the  former  German  ships  ? 

Mr.  Denman.  Quite  a  number. 

The  Chairman.  And  had  any  of  them  been  transferred  to  the 
Navy  prior  to  your  resignation  ? 

Mr.  Denman.  Yes;  a  great  many  were  transferred  to  the  Navy 
as  soon  as  formal  sei^nire  was  made.  That  is,  those  ships  that  were 
cargo  carrying  ships;  that  type  we  kept — and  some  were  of  the  pas- 
senger carrying  type — and  1  think  in  the  month  of  May  some  of  the 
latter  went  over  and  some  in  the  month  of  June.  You  will  remember 
that  the  German  ships  were  injured  as  to  their  engines  by  their  engi- 
neers; and  the  Austrian  ships  also,  but  not  so  badly. 

The  Chairman.  Were  there  any  ships  upon  which  the  Shippmg 
Board  was  at  work  reconditioning  which  were  transferred  to  the 
Navy  Department  or  the  War  Department  while  you  were  the  chair- 
man of  the  board  ? 

Mr.  Denman.  I  think  the  work  of  reconditioning  of  some  of  these 

{Passenger  ships  had  started.  Whether  we  began  the  organization 
or  the  reconditioning  of  those  ships — and  I  can  no  doubt  give  you 
the  date  here  [looking  among  his  papers] — ^no;  I  have  not  the  date, 
but  it  was  just  after  we  declared  war,  in  the  month  of  April,  1917, 
that  we  appointed  a  committee  in  New  York  for  the  purpose  of  imder- 
taking  the  repair  of  these  vessels  and  their  operation — and  we  had 
nearly  all  the  repair  facilities  on  the  Atlantic  coast  tied  up  and  en- 

faged  in  their  reconditioning  by  the  1st  of  May  or  thereabouts,  long 
eiore  the  actual  allocation  was  made  to  the  Shipping  Board.  You 
will  remember  that  in  those  days  we  were  doing  things  regardless  of 
authority.  When  I  got  above  $100,000,000  in  contracts  that  I  had 
illegally  signed  I  felt  safe;  and  Mr.  Hoover,  just  after  that,  got  up  to 
over  $50,000,000,  and  both  of  us  congratulated  ourselves  that  we 
were  beyond  the  point  of  suit,  as  neither  of  us  could  meet  judgment. 
The  Chairman.  Now,  then,  returning  to  the  matter  of  the  Diesel 
engine:  Were  there  any  plants  in  the  United  States  manufacturing 
Diesel  engines  ? 
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Mr.  Denman.  The   following  plants  were  manufacturing  Diesel 

engines: 

1.  Nordbeig  Manufacturing  Co.,  Milwaukee,  Wis. 

2.  Mcintosh  &  Seymour,  Auburn,  N.  Y. 

3.  Skordie-Paciific  Oil  En^e  Co.,  San  Francisco,  Calif. 

4.  Dov  Pump  &  Diesel  Works,  Alameda,  Calif. 

5.  Worthington  &  Holly  Works,  Buffalo,  N.  Y. 

6.  Fulton  Iron  Works,  St.  Louis,  Mo. 

7.  James  Craig  Diesel  Works,  Jersey  City,  N.J. 

9.  Midwest  Engine  Works,  Indianapolis,  Ind. 

10.  Winton  Engine  Works,  Cleveland,  Ohio. 

11.  New  London  Ship  &  Engine  Co.,  Groton,  Conn. 

12.  Burch  Sulzer  Diesel  Works,  St.  Louis,  Mo. 

The  last  two  were  manufacturing  for  the  Navy.  You  will  recall 
that  the  Navy  made  very  large  use  of  Diesels  before  anybody  else 
did  in  this  coimtry. 

Now,  these  companies  were  manufacturing  land  Diesels,  and  some 
small  marine  Diesels,  but  the  standard  Diesel  license  at  that  time 
was  not  being  utilized  in  the  United  States.  All  of  these  factories 
could  have  manufactured  standard  Diesels  of  the  type  used  in  the 
Danish  East  Asiatic  fleet  for  many  yeras  before  I  went  on  the  Ship- 
ping Board. 

'Hie  Chairman.  Had  the  manufacture  of  Diesel  engines  at  the  time 
you  were  chairman  of  the  Shipping  Board  progressed  beyond  the  ex- 
perimental stage  ? 

Mr.  Denman.  I  hand  you,  sir,  a  photograph  of  21  ocean-going 
Wiesel  ships,  then  sailing  the  seas,  ana  of  tonnage  running  from  6,500 
tons  -dead  weight  to  10,000  tons  deadweight.  This  is  a  single  fleet, 
the  output  of  a  single  y«ard.  Nearly  all  these  ships  were  operate  bv 
the  Danish  East  Asiatic  Co.,  which  sailed  from  (Jopenhagan  through 
the  Mediterranean  to  the  East  Indies,  up  the  China  coast,  across  to 
San  Francisco,  and  around  through  Magellan,  and  then  to  Europe. 
Many  of  these  vessels  were  for  over  a  year  at  sea  and  no  engme 
troubles  developed  that  at  any  time  intenerred  with  their  operation. 
They  consumed  about  one-third  the  amount  of  fuel  that  our  oil- 
burning  turbine  engines  consume;  and  because  they  have  no  boilers 
and  no  condensers,  and  because  th^y  only  have  to  carry  one-third  of 
the  amount  of  fuel,  which  is  carried  in  then-  ballast  tank,  they  have  an 
increase  of  12  per  cent  in  cargo  capacity  over  the  ordinary  commercial 
types  of  tramp  steam  vessels.  It  was  this  denomstration,  these  years 
of  use  of  these  vessels,  that  had  satisfied  every  man  who  knew  the 
world  game  of  shipping  that  these  were  the  only  type  to  be  used  by  a 
nation  naving  a  fuel  oil  supply,  long  voyage  commerce,  and  bulk  car- 
goes to  be  carries. 

The  Chairman.  How  many  contracts  had  you  made  and  that  you 
had  not  signed;  or,  for  how  many  ships,  as  nearly  as  you  can  recall. 

Mr.  Denman.  My  recollection  is  that  I  had  signed' for  as  many  as 
over  400  ships,  and  that  on  my  desk  were,  awaiting  my  signature  when 
I  resigned,  or  when  I  received  the  suggestion  of  my  retirement, 
some  70  or  80  ships  more.     These  figures  are  approximate. 

The  Chairman.  All  of  those  to  be  with  Diesel  engines  I 

Mr.  Denman.  Oh  no;  I  am  referring  now  to  aU  ships.  I  thought 
you  meant  contracts  generally  for  ships. 

The  Chairman.  No;  I  asked  you  how  many  contracts  you  had 
signed  for  Diesel  engines ;  or,  how  many  ships  had  you  negotiated  con- 
tracts for  that  were  to  be  equipped  with  Diesel  engines. 
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Mr.  Denman.  The  project  which  we  had  was  primarily  for  the 
manufacture  of  en^nes;  to  get  estabilshed  in  this  country 

The  Chairman  (interposing).    For  how  many? 

Mr.  Denman.  They  were  to  turn  out  in  the  Cramps  organization  24 
Diesel  motor  ships  of  9,600  tons  deadweight  capacity,  with  a  gain  of 
12  per  cent  over  the  other  types.  That  is  to  say,  they  would  have 
been  12  per  cent  over  the  9,600  deadweight  capacity,  and  of  1 1 .6  knots 
speed  on  trial  trip.  Now,  this  limitation  of  24  ships  was  a  limitation 
of  the  yard's  capacity,  of  theCramps  yard,  and  contemplated  two  years' 
construction.  The  engines  and  the  engine  plant  could  be  tremen- 
dously expanded,  from  the  license  used  in  other  Diesel  engine  plants, 
which  I  have  described  here,  and  a  vast  fleet  of  them  could  have  been 
prepared  for. 

The  Diesel  engine  consists  of  some  four  to  six  units  arranged  along 
a  shaft  in  very  much  the  same  way  as  the  cylinders  are  arranged  in 
an  automobile.  The  consumption  of  oil,  however,  or  rather  the 
burning  of  oil,  is  entirely  different  from  that  in  the  case*  of  the  auto- 
mobile, as  it  is  not  by  explosion  in  the  cylinders  of  gas  as  in  the  case 
of  the  automobile  b\it  consumption  or  burning  of  oil  in  the  cylinders 
of  the  Diesel  engine.  These  six  units  would  be  smaller  in  size  and 
have  smaller  "parts,  but  of  similar  power  to  steam  reciprocating 
engines,  and  the  multiplication  of  parts  by  the  process  we  Americans 
are  familiar  with  would  have  enabled  us  to  turn  out  very  large  num- 
bers of  Diesels,  probably  as  rapidly  as  we  did  our  steam  engines. 

The  Chairman.  If  I  understand  your  testimony  correctly  it  is 
that  while  these  various  firms  vou  have  enumerated  were  making 
Diesel  land  engines  and  small  l!)iesel  marine  engines,  none  of  them 
had  manufactured  Diesel  engines  of  sufficient  size  and  power  to  be 
installed  in  these  ocean-going  steamers,  not  until  the  time  that  you 
had  laid  out  this  program. 

Mr.  Denman.  Tiiey  had  built  many  engines  Of  size  and  power,  but 
they  were  not  marine  engines.  In  other  words,  they  were  equipped 
to  build  marine  engines  provided  licenses  and  drawings  were  furnished 
to  them. 

The  Chairman.  Was  there  a  single  steamship  company  operating, 
a  United  States  corporation,  an  American  steamship  company,  that 
had  any  ship  constructed  in  which  had  been  placed  tne  Diesel  engine, 
at  the  time  you  were  chairman  of  the  board  ? 

Jtfr.  Denman.  The  United  Fruit  Co.  I  believe  had  a  Diesel 
engine  ship,  but  you  will  remember  that  our  American  merchant 
marine  was  not  particularly  prosperous  up  to  the  war,  and  that 
during  the  earlier  years  of  the  European  war  there  was  very  little 
stimulation  of  it. 

The  Chairman.  Do  you  mean  prior  to  the  war  in  1914  ? 

Mr.  Denman.  Yes,  sir. 

The  Chairman.  But  were  there  lines  operating  ships  in  which 
were  Diesel  engines  that  visited  American  ports? 

Mr.  Denman.  Yes;  the  Danish  East  Asiatic  Co.,  the  Swedish  East 
Asiatic  Co.,  Fred.  Olsen's  line,  and  others.  The  first  Diesel  to 
come  into  the  port  of  San  Francisco  was  the  Siam,  a  10-000- 
tonner,  which  arrived  there  in  the  year  1913^  I  remember  that  the 
entire  water-front  group,  thfe  shipping  group,  went  down  and  visited 
her.     There  had  been  a  number  built  before  ner.     She  made  a  voy  age 
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around  the  world,  and  I  think  one  or  two  voyages,  with  this  consmnp- 
tion  of  oil  I  have  described. 

Among  the  ships  coming  in,  of  the  fleet  that  I  represented,  Oiaea 
Fleet,  there  was  a  9,600-ton  Diesel  engine  ship,  the  George  Wctshing- 
ton,  which  I,  as  his  broker  or  agent,  chartered  to  the  Navj^  in  the 
fall  of  1916.  She  carried  coals  from  the  Delaware  Capes  to  the  San 
Francisco  Bay,  and  made  the  voyage  with  her  usual  economy  and 
efficiency.  T'lie  George  Wa^sJdnrfton  was  one  of  the  later  built  vessels, 
before  I  went  on  the  board,  but  the  designs  were  very  little  different 
from  the  Selandia,  which  was  of  the  first  group  built  in  1912,  and 
started  on  her  first  trip  in  February,  1912.  The  George  Washington 
was  afterwards  chartered  by  the  Shipping  Board,  in  the  fall  of  1917^ 
and  the  Shipping  Board  experts  made  a  voyage  on  her.  I  have 
seen  their  report.  In  every  respect  it  confirms  the  statements  I 
have  made  here  concerning  the  efficiency  of  these  vessels,  and  that 
was  a  Shipping  Board  voyage  and  the  least  expensive  and  one  of 
the  most  profitable  voyages  made  bv  any  Shippmg  Board  ship. 

The  Chairman.  Were  there  any  plants  in  this  country  that  were 
sufficiently  well  equipped  to  have  undertaken  the  construction  of 
marine  Diesel  engines  for  these  other  ships  which  were  contracted 
for  as  the  result  of  the  war  emergency,  on  a  large  scale? 

Mr.  Denman.  Yes;  this  list  I  have  ^ven  you,  all  of  them  have 
been  completed  in  plants  manufacturing  these  lai^e  size  Diesel 
engines.  It  was  a  question  of  design  of  engine  and  of  license  to  use 
them ;  we  built  and  expanded  a  very  large  number  of  steam  engine 
plants,  built  new  ones  and  expanded  them,  and  the  parts  to  be  made 
m  a  steam-engine  plant  are  very  much  larger  than  the  parts  to  be 
made  in  these  plants.  The  metallurgical  ddects  in  the  Diesel  which 
bothered  the  Diesel  manufacturers  in  1904,  1905,  and  1906,  had  aU 
been  solved.  Our  me.chanics,  men  who  turned  out  automobiles  and 
the  Diesel  engines  for  submarines,  our  mechanics  in  this  country  are 
as  skilled  in  construction  and  even  more  so  than  mechanics  in  Europe* 
It  is  all  hocus  pocus  and  a  defeatist  policy  to  talk  about  the  supenor 
ability  of  Danish  and  Swedish  and  other  European  mechanics.  They 
have  not  come  up  to  us  in  the  matter  of  motor  vehicles  in  any  kind  of 
mass  production. 

The  Chairman.  Had  anv  policy  been  adopted  in  the  Board  prior 
to  your  resignation  for  the  construction  of  any  large  number  of 
Diesel  ships,  outside  of  these  24  that  had  been  arranged  for?         • 

Mr.  Denman.  Outside  of  the  24  arranged  for  ? 

The  Chairman.  Yes. 

Mr.  Denman.  Yes;  the  policy  of  developing  a  plant  for  the  con- 
struction of  engines  beyond  the  hull  capacity  of  the  Cramps  yard. 

The  Chairman.  But,  Mr.  Denman,  you  had  already  signed  con- 
tracts for  some  400  ships,  and  there  were  some  70  or  80  other  con- 
tracts on  your  desk  awaiting  signature. 

Mr.  Denman.  For  70  or  80  ships  % 

The  Chairman.  Yes;  contracts  for  70  or  80  ships  on  your  desk 
awaiting  signature  at  the  time  you  resigned.  Those  contemplated 
puttingin  me  steam  marine  engines,  did  they  not  ? 

Mr.  Denman.  Oh  ye8.  We  had  the  plants.  We  had  to  get  the 
tonnage.  The  sinkings  by  submarines  in  the  months  of  Febniaiy, 
March,  April  and  May,  in  which  we  developed  our  program,  were  at 
the  rate  of  13,000,000  dead-weight  tons  per  annum.     Smkings  in  the 
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months  of  May  and  June  would  have  equaled  all  the  wooden  ships 
at  our  highest  estimate  of  production  in  two  years;  just  two  months 
of  sinking  would  have  equaled  that  production,  and  a  shade  over. 
"We  had  tnese  large  steam-engine  plants  in  the  country,  and  of  course 
the  only  thing  to  do  was  to  huild  every  steamship  we  could.  The 
idea  I  had  was  that  when  we  came  to  expanding  any  then  existing 
steam  plants  and  building  new  steam  plants,  that  some  of  this  billion 
dollars  we  were  spending  should  go  in  for  these  matured  types  of 
Diesel  engine — not  that  the  whole  thing  should  be  steam  production, 
because  we  could  not  hctve  gotten  that,  but  that  carefully  we  should 
insert  in  the  American  fleets  this  type  of  engine. 

The  Chairman.  Do  you  know  of  your  own  knowledge  whether  "or 
yiot  those  contracts  were  signed  by  your  successors  ? 

Mr.  Denman.  They  were  not. 

The  Chairman.  Do  you  know  of  your  own  knowledge  whether  any 
Diesel-propelled  ships  were  contracted  for  by  the  Shipping  Board 
after  you  resigned  ? 

Mr."  Denman.  Not  one.  In  all  the  8,000,000  tons  that  we  had 
contracted  for  there  was  but  one  motor  ship,  which  has  not  yet 
reached  her  trial  trip.  The  engines  in  that  ship  were  procured  from 
Burmeister  &  Wain,  in  Copenhagan,  and  sent  over  here,  and  they 
waited  here  for  nearly  a  year  before  they  installed  them.  And  the 
vessel  has  not  yet  been  tried  out.  The  dispute  that  the  fleet  of 
ships — and  three  times  as  many  are  on  the  sea,  with  Burmeister  & 
Wain  engines — the  dispute  that  they  are  talking  about,  that  this  ship 
is  of  an  experimental  type,  and  that  they  are  experimenting  with  the 
Diesel  engine,  which  for  eight  years  has  been  sailing  the  seas  every- 
where,  and  for  whose  efficiency  reports  are  available,  the  Danish  East 
Asiatic  Co.  puts  out  its  statements — and  they  will  give  any  informa- 
tion that  we  want — I  say,  there  seems  to  be  that  dispute,  and  we  are 
talking  about  experimenting  with  a  Diesel  engine  ship  some  time 
within  the  next  eight  montM,  and  it  is  all  in  the  face  oi  this  experi- 
ence that  I  tell  you  about. 

The  Chairman.  We  have  had  some  testimony  to  the  effect  that 
some  Diesel  engines  were  being  constructed  in  a  certain  plant,  and 
which  engines  had  been  tried  out  and  proved  to  be  failures.  Do  you 
know  of  any  such  pngines  having  been  made  for  the  Shipping  Board, 
of  your  own  knowledge? 

Mr.  Denman.  Well,  of  my  own  knowledge  it  only  goes  to  points  I 
have  read  in  the  technical  journals.  No  contracts  have  been  let  for 
Diesel  engine  units  of  sufficient  size  to  propel  a  10,000  ton  or  8,000 
ton  vessel  at  proper  speed  for  modem  commerce.  Some  small 
engines  were  ordered  to  be  constructed  in  several  plants,  but  none 
of  them  would  have  been  commercially  available  in  competition  on 
the  sea.  Whether  or  not  they  were  a  success  I  do  not  know.  But  I 
do  know  that  not  a  dollar  of  these  billions  of  dollars  that  have  been 
spent  has  been  spent  for  the  construction  of  a  Diesel  engine  of  suf- 
ficient size  to  drive  anv  10,000-ton  ship  at  a  speed  of  10  knots. 

The  Chairman.  Did  you  procure  tnese  licenses  in  your  oflScial 
capacitv  as  chairman  of  the  Shipping  Board  ? 

Mr.  Denman.  They  were  procured  through  the  Cramps  who  oper- 
ated on  an  American  license,  but  they  did  not  have  the  drawmgs 
that  they  wanted  and  through  Frank  PV)lk  correspondence  was  taken 
up 

The  Chairman  (interposing).    Through  whom? 
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Mr.  Denman.  Frank  Polk,  Assistant  Secretary  of  Stat«.  Cor- 
respondence was  taken  up  with  the  Danes,  and  the  equipment  that 
the  Cramps  people  desired,  or  the  information  they  desired,  was 
secured. 

The  Chairman.  Were  thev  in  any  position  to  have  undertaken  the 
construction  of  these  Diesel  engines  had  the  contract  been  signed  ? 

Mr.  Denman.  Beyond  any  question. 

The  Chairman.  Why  didn't  you  sign  the  contract? 

Mr.  Denman.  These  contracts  were  presented  to  us  two  days 
before  our  resignation.  We  were  discussing  whether  or  not  we  would 
commandeer  the  plant  and  make  it  a  national  scheme,  like  the  Hog 
Island  scheme,  and  we  were  considering  whether  we  would  sign  the 
contracts,  and,  as  I  say,  the  request  for  our  resignations  came  at  this 
time.  The  first  thing  I  did  was  to  take  the  matter  up  with  Mr! 
Hurley.  I  told  him  of  these  other  contracts  in  contract  form,  ready 
for  signature,  that  they  were  in  the  files  of  the  Shipping  Board.  1 
told  him  of  the  experience  of  the  Danish  East  Asiatic  Co.,  and  of  the 
Norwegian  and  Swedish  fleets,  and  urged  him  to  take  up  the  project. 
I  then  went  to  New  York,  where  I  met  Mr.  Fritz  Olsen,  a  son  of  Mr. 
Fred.  Olsen,  and  told  him  what  I  was  trying  to  do,  and  he  suggested 
that  the  George  WasThingtoUj  a  10,000  tonner,  should  be  put  under 
the  American  flag,  so  that  the  Shipping  Board  could  have  a  direct 
and  practical  trial  with  it,  and  study  its  workings,  if  they  were  not 
satisfied  with  the  innumerable  trip  reports  of  all  these  various  owners. 
I  rang  up  Washington  to  see  if  I  could  get  hold  of  Mr.  Huriey,  and 
found  he  was  in  Chicago. 

As  I  went  west  I  stopped  off  and  spent  half  a  day  with  him  at 
Chicago,  and  asked  him  to  enter  into  negotiations  with  the  Olsens 
for  putting  the  George  Washington  under  the  American  flag.  That 
would  have  to  be  a  matter  of  bargaining  with  them,  because  they 
would  want  to  have  a  certain  number  of  free  trips,  as  they  were  free 
when  they  remained  outside  of  us.  I  wired  Mr.  Huriey  afterwards 
about  it,  and  he  wired  back  that  they  were  not  going  ahead  on  it. 
I  came  on  again  in  the  following  January,  and  again  urged  him,  and 
he  seemed  to  be  very  much  interested,  but  besides  writing  some 
magazine  articles  we  have  gotten  on  nowhere. 

The  Chairman.  Were  you  the  representative  of  any  firm  or  ship 
operator  prior  to  your  appointment  as  chairman  ? 

Mr.  Denman.  Oh,  of  a  great  many.  I  had  had  general  maritime 
practice. 

The  Chairman.  Did  jo  represent  any  Diesel  engine  manufacturer? 

Mr.  Denman.  No;  neither  before  nor  since.  As  a  matter  of  fact, 
I  have  talked  with  no  Diesel  engine  manufacturer  in  the  last  year 
and  a  haK  about  Diesels,  have  not  talked  with  one.  I  do  not  fiave 
my  memorandum  here,  but  I  came  on  to  try  some  cases  here  in  the 
east,  and  heard  that  you  were  going  to  call  me,  and  I  have  availed 
myself  of  the  library  of  the  Motor  Ship,  a  publication  in  New  York. 
I  nad  some  discussion  there  with  some  men  disconnected  from  my 
plant. 

The  Chairman.  Did  you  represent  some  steamship  line  thai 
operated  Diesel  engine  property,  shipping  ? 

Mr.  Denman.  Yes,  sir;  I  represented  the  Olsen  line,  and  it  was  the 
Olsen  people  that  offered  to  put  the  George  Wdshirhgton  under  the 
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American  flag,  so  that  the  Shipping  Board  could  have  it  directly 
under  its  inspection. 

The  Chairman.  Was  that  done? 

Mr.  Denman.  It  was  not  done,  but  the  Oeorge  Washington  was 
chartered  by  them  as  I  have  described,  late  in  1917. 

The  Chairman.  Did  you  usuallv  take  two  days  with  contracts 
coming  to  you,  to  decide  whether  they  would  be  signed  or  not  ? 

Mr.  Denman.  Oh,  it  depended  on  the  questions  involved.  I 
might  take  a  week.  But  there  was  no  delay  in  the  signing  of  con- 
tracts. But  if  you  take  a  pile  of  contracts  that  high  [indicating 
about  a  foot]  with  the  other  administrative  duties  of  your  office,  it 
cap  not  be  done  in  the  wink  of  an  eye. 

The  Chairman.  Did  you  inaugurate  any  policy  whereby  this  vast 
number  of  contracts  for  the  construction  of  ships,  steel  shipfe  and 
wooden  ships  and  certain  specified  classes  of  tonnage,  was  to  be 
constructed  under  a  uniform  form  of  contract,  the  main  conditions 
of  which  were  to  be  uniform  in  all  cases;  or  did  you  make  the  best 
bargain  you  could  with  the  various  contractors  ? 

Mr.  Denman.  Our  contracts  were  fairly  uniform,  up  to  the  time 
when  I  left  the  Board.  There  was,  of  course,  a  great  deal  of  discus- 
sion as  to  what  was  the  best  tyi>e  of  contract  to  be  used.  There 
had  been  four  methods  of  making  contracts  usually  with  shipyards 
ever  since  T  have  been  practicing  law  and  perhaps  for  a  hundrea  years 
before  that:  (1)  There  is  the  pure  lump-sum  contract,  in  which  the 
completed  ship  is  to  be  furnished  for  a  definite  amount,  and  the  risk 
is  taken  by  the  manufacturer;  (2)  there  is  the  lump-sum  contract 
with  variaTble  on  certain  items  about  which  there  may  be  doubt; 
the  lump-sum  figure  remaining,  but  there  being  added  to  it  or  sub- 
tracted from  it  a  certain  amount  as  the  items  of  cost  may  be  more  or 
less;  (3)  there  is  the  cost  plus  a  fixed  fee  plan.  These  are  all  old 
shipping  methods  of  contracting.  In  the  cost  plus  a  fixed  fee  the 
owner  pays  the  entire  cost  but  the  contractor  gets  a  fixed  fee,  which 
does  not  increase  or  decrease  with  the  actual  cost  of  the  vessel. 
(4)  Then  there  is  the  pure  cost-plus  plan,  which  was  for  many  years 
used  by  the  Navy,  surrounded  by  certain  restrictions  as  to  inspection, 
in  which  the  United  States  or  the  other  party  having  a  ship  construct- 
ed, pays  all  the  cost  plus  a  percentage  which  is  fixed  on  the  total  cost 
of  tne  vessel. 

We  verv  early  gave  up  the  idea  of  having  a  lump-sum  contract  pure 
and  simple,  because  of  the  vicissitudes  of  labor  and  material  facing 
us;  they  were  so  great  that  nobody  would  take  a  contract  of  that  kind. 
Nearly  all  contracts  I  signed  were  for  lump  sum  with  variable  allow- 
ance for  additional  in  the  case  of  material  and  in  the  labor  scale. 
By  this  method  the  profit  of  the  manufacturer  was  not  increased  by 
the  increased  cost  of  the  vessel,  so  that  he  would  be  tempted  to  run 
up  prices  on  us,  but  he  was  protected  with  regard  to  certain  items 
about  which  future  prices  were  doubtful. 

The  Chairman.  Did  you  sign  any  contracts  for  cost  plus  ? 

Mr.  Denman.  Not  one.     There  were  some  cost  plus  a  fixed  fee, 
perhaps,  but  I  do  not  recall  whether  I  signed  them  or  not.     Frankly 
at  this  moment  I  can  not  recall.     But  tnere  were  no  cost-plus  con- 
tracts by  which  the  contractor  by  increasing  the  cost  of  the  vessel 
could  increase  the  amount  of  his  compensation. 
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The  Chairman.  Well,  did  you  sign  any  contracts  under  the  cost- 
plus  plan,  either  cost  plus  a  fixed  fee  or  cost  plus  a  percentage,  m  which 
the  contractor  was  permitted  to  charge  a  percentage  upon  the  in- 
crease in  materials  or  increase  of  wages,  both  of  whic^  were  made  by 
the  Shipping  Board  or  Emergency  Fleet  Corporation  i 

Mr.  Denman.  Not  one.  Both  Gen.  Goethals  and  I  were  strongly 
opposed  to  that  system. 

The  Chairman.  Now,  with  reference  to  the  steel  and  wood  ship 
program.  What  was  the  policy  fixed  by  the  Board  while  you  were 
chairman,  Mr.  Denman,  as  to  the  relative  number  of  wootf  ships  to 
be  constructed  as  an  auxiliary,  if  that  is  a  proper  term,  to  the  stoel 
fleet  ? 

Mr.  Denman.  The  policy  that  was  adopted  was  the  outgrowth  of 
our  early  experiences  with  the  manufacturers  and  our  foreign  boats 
when  I  first  came  to  the  board.  Answering  your  question  directly, 
the  policy  that  was  adopted — as  annoimced  by  me  two  weeks  brfore 
we  engaged  Gen.  Groethals,  and  afterwards  announced  to  the  Congress 
in  a  letter  the  board  wrote  on  the  fifth  of  May,  1917 — was  substan- 
tially this:  That  we  should  obtain  legislation  which  would  enable  tis 
to  shut  down  high  building  construction  and  bridge  construction 
and  all  other  forms  of  nonwar  steel  manufacture,  and  drive  into 
munitions  and  ships  all  that  material;  expand  the  steel  plat«  rolling 
business  as  far  as  we  could  go  to  the  building  of  fabricated  ships  in 
several  plants;  and  to  build  as  many  wood  ships  as  we  could  without 
disturbing  the  steel  pro-am. 

The  woodeti  ship  project  was  brought  to  us  by  Mr.  F.  A.  Eustis, 
a  well-known  yachtsman  and  manufacturing  metallurgist.  He  came 
to  me  in  the  latter  part  of  February,  1917,  and  urged  us  to  build  as 
many  wooden  ships  as  we  could  on  account  of  the  sinkings  in  the 
north  Atlantic,  then  becoming  very  large.  I  knew  about  the  wooden 
ship,  because  as  I  say,  I  was  attorney  for  a  wooden  ship  plant,  and 
had  litigated  many  ships  of  wood  construction,  and  was  familiar 
with  their  hulls,  and  particularly  with  that  type  of  large  wooden 
steamer  that  was  used  in  the  coastwise  trade  on  the  Pacinc.  I  told 
Eustis  that  I  did  not  think  we  could  get  the  engines  but  I  knew  we 
could  build  the  hulls.  lie  said  there  was  a  large  number  of  factories 
in  the  Ohio  and  Mississippi  Valleys  that  could  build  engines  sizable 
for  these  wooden  ships. 

I  then  said  I  did  not  believe  we  could  persuade  the  Congress  to 
accept  such  a  program;  that  as  the  ships  were  commercially  obsolete 
there  would  be  such  an  outcry  against  them  that  the  Congress  would 
not  go  on  the  venture.  He  said  to  me  ''Well,  if  you  can  get  behind 
you  some  of  the  biggest  men  in  the  country  do  you  think  the  Congress 
would  accept?"  I  said,  '^Yes,  but  where  are  your  men,  who  are 
your  men?  He  mentioned  a  group  of  men,  and  I  think  Gen. 
Goethals.  I  said,  *'If  you  can  get  that  group,  or  the  General  himself, 
to  advocate  the  building  of  wooden  ships  I  think  the  Congress  would 
be  willing  to  accept  the  project,  always  as  a  supplemental  fleet  to 
steel."  About  a  week  aiter  that  Eustice  came  into  me  and  said 
Gen.  Goethals  was  in  our  drafting  room.  I  went  in  and  met  him. 
During  that  conversation  he  had  on  his  lap  plans  of  these  two  wooden 
Huff  slups  that  I  have  operated  myself. 

The  Chairman.  The  Huff  type. 
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Mr.  Denman.  Yes,  sir;  the  wooden  Huff  type  of  ship.  They  were 
smaller  than  the  ships  we  afterwards  constructed,  but  they  were 
stronger  and  were  successful,  as  were  both  types.  Gen.  Groethals 
said,  *' Denman,  this  is  what  you  want  to  do.  Sinkings  are  so  great 
in  the  Channel  and  in  the  North  Sea  that  you  ought  to  build  as  many 
as  you  can.''  The  discussion  lasted  some  time,  and  Mr.  White  and 
Mr.  Brent  and  a  number  of  others  I  recall  were  there.  He  left, 
and  as  he  left  he  said,  '*Now,  anything  I  can  do  to  help  you  out 
on  this  I  will  be  glad  to  do."  I  thmk  wnat  the  General  had  m  mind 
at  that  time  was  if  we  wanted  to  call  him  before  a  Congressional 
Committee  he  would  be  riad  to  offer  his  services.  But  1  took  it 
to  mean  that  if  we  wantea  to  call  upon  him  as  constructor  to  assist 
us  he  would  be  glad  to  do  it. 

Gen.  Goethals  was  not  seeking  a  job,  and  I  did  not  have  that  in 
mind,  but  I  offered  him  $50,000  a  year,  or  suggested  that  as  an 
amount,  and  he  laughed  and  said,  *'No;  I  will  take  my  Army  pay." 
There  was  never  any  question  of  pay  about  the  General.  He  is  a 
mighty  good  American.  About  ten  days  after  that  I  went  to  New 
York  and  announced  our  steel  major  program  and  described  in  detail 
at  a  meeting  in  New  York  at  the  Chamber  of  Commerce  our  wooden 
pro-am.  This  was  the  day  before  war  was  declared.  The  countrv 
was  in  a  state  of  hysteria,  and  over  night  the  journalists  of  New  York 
built  me  a  bridge  of  wooden  ships  from  New  York  to  Liverpool,  over 
which  the  victorious  army  oi  American  people  and  the  sutlers' 
wagons  were  going  over  to  succor  Europe.  It  was  absurd.  In  those 
reports  there  was  nothing  said  about  our  major  scheme  of  building 
steel  ships;  but,  fortunately  for  the  record  of  the  thing,  my  speech  was 
taken  down  and  afterwards  published. 

About  a  week  after  that  I  went  to  the  President  and  asked  him  to 
call  General  Goethals  to  assist  us  in  the  building  of  our  war  tonnage. 
And  the  President  did  call  him,  and  General  Goethals  did  come  to  us, 
and  he  did  build  all  the  steel,  or  started,  initiated  the  building  of  all 
the  steel  and  all  the  wooden  ships  that  could  be  built.  Where  the 
controversy  story  came  out  about  wooden  ships 

The  Chairman  (interposing).  Did  I  understand  you  to  say  that 
Gen.  Goethals  started  the  construction  of  all  the  steel  and  all  the 
wooden  ships  that  could  be  built  ? 

Mr.  Denman.  Started  with  that  plan  in  view,  yes. 

The  Chairman.  But  he  did  not  sign  all  the  contracts  that  the 
Shipping  Board  awarded  for  ship  construction  ? 

Mr.  Denman.  No.     He  started  with  the  campaign  of  building  all 
he  could,  and  during  his  limited  time  we  signed  all  contracts  for  both 
tvpes  of  ships,  he  could  get.     We  both  detested  the  idea  of  wooden 
snips.     We  Knew  they  were  obsolete.     Gen.  Goethals — and  I  think  I 
will  not  hurt  his  feelings  in  saying  it-r-is  not  a  diplomat,  and  he  ex- 
pressed his  disgust,  as  I  did  on  many  occasions,  and  certain  of  the 
ournalists  I  think  received  the  impression  that  his  dislike  for  that 
;ype  of  ship  for  commercial  purposes  was  addressed  to  the  project  of 
building  them  for  the  war  emergency.     As  a  matter  of  fact,  I  was 
under  the  impression  that  he  had  said  to  various  men  that  he  did  not 
want  to  buila  wooden  ships,  and  later,  after  I  left  the  board,  the  ex- 
planation came  out  that  he  had  said  that,  but  that  he  was  referring  to 
the  fact  that  he  did  not  want  to  build  them  with  commercial  use  in 
view.     But  from  the  first  of  June  until  we  loft  there  was  never  the 
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slightest  flicker  of  difference  between  Gen.  Goethals  and  myself  on 
theproject  of  building  as  many  wooden  ships  as  we  could. 

The  Chairman.  Did  you  have  any  controversies  with  him  over  the 
matters  which  may  have  been  the  cause  for  his  resignation  ? 

Mr.  Denman.  The  real  difficulty  that  arose  between  the  general 
manager  and  the  board — and  it  was  not  between  Gen.  Goethab  and 
me,  but  between  Gen.  Goethals  and  the  Shipping  Board — an^e  out 
of  the  division  of  authority  that  was  made  by  the  President.  In  the 
month  of  June  there  was  the  Question  in  the  President's  mind  as  to 
whether  or  not  the  entire  builaing  proOTam  should  be  given  over  to 
Gen.  Goethals  as  general  manager,  or  wiether  it  should  rest  with  the 
Fleet  Corporation — that  is,  witn  Gen.  Goethals  as  general  manager  or 
any  successor  to  the  general  as  general  manager.  The  President 
decided,  in  accordance  with  the  suggestions  of  the  Shipping  Board, 
that  the  power  should  rest  in  the  Emergency  Fleet  Coiporation  as  a 
corporation  and  not  in  the  general  manager  as  an  individual.  Gai. 
Goethals,  despite  this,  assumed  that  as  to  the  responsibility  for  the 
program  of  building  ships  it  was  upon  him,  and  tne  board  as  cfirec- 
tors  of  the  Emergency  Fleet  Corporation  knew  that  by  the  terms  of 
the  order  they  were  responsible  to  the  Congress,  and  that  they  would 
have  to  account  for  their  expenditures,  and  also  make  the  applica- 
tions for  money. 

The  Hog  Island  enterprise  was  then  bemg  drawn  together  by  Gen. 
Goethals  and  the  board  insisted  that  the  general  take  the  matter  up 
with  them  and  explain  with  some  outline  that  would  be  comprehen- 
sive, just  what  the  Hog  Island  project  was,  so  that  we  could  outline 
to  the  Congress  and  appear  before  your  committees  here  and  get  our 
appropriations.  Now,  Gen.  Goethals  did  not  want  to  waste  the  time 
oi  talking  with  us — and  I  can  sympathize  with  him,  because,  gentle- 
men of  the  committee,  board  management  is  not  efficient  for  rapid 
business,  and  we  were  debating  during  the  period  of  a  week  prior  to 
our  resignations  the  provisions  of  the  proposed  Hog  Island  contract. 
That  was  the  dispute,  if  you  may  call  it  that,  that  was  the  immediate 
preceding  hicident  to  the  request  for  resignations.  There  was  noth- 
mg  about  wooden  ships  in  it.  " 

The  Chairman.  Did  any  controversy  which  arose  between  you 
and  Gen.  Goethals,  or  between  Gen.  Goethals  and  the  Shipping  Board, 
or  between  the  general  manager  of  the  Fleet  Corporation  and  the 
Shippmg  Board,  result  in  delay  in  the  awarding  of  contracts  or  nego- 
tiations for  contracts  or  in  the  beginning  of  the  actual  construction 
of  ships  ? 

Mr.  Denman.  Not  one.  There  was  no  delay  other  than  the  move 
arising  from  my  suggestion  as  to  the  cost  or  the  price  of  steel.  Of 
course,  those  things  are  essential  in  the  beginning  oi  a  project.  There 
were  no  delays  that  I  know  of.  He  certainly  did  not  hamper  me, 
and  I  am  certain  that  I  did  not  hamper  him.  And  the  matter  was 
practically,  all  of  it,  newspaper  matter. 

The  Chaiiiman.  Do  you  recall  having  awarded  a  contract  for  the 
construction  of  ships  to  the  Sloan  Shipbuilding  Corporation,  or  some 
concern  of  similar  name,  on  the  Pacific  coast,  and  the  making  of  a 
payment  of  $830,000,  or  some  such  amount,  approximately  that  sum, 
as  an  advance  payment  on  one  check,  for  the  construction  of  ships 
in  a  yard  where  there  was  no  way  or  other  plant  equipment  ? 
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Mr.  Denman.  I  do  not  know  anything  about  that,  Mr.  Chairman. 
It  happened  entirely  on  the  manageriaT  side,  although  I  may  have 
signed  the  Sloan  contract. 

The  Chairman.  Did  you  know  that  it  provided  for  an  advance 
payment  for  that  amount  at  the  time  ymi  signed  it  ? 

Mr.  Denman.  I  know  with  regard  to  stimulating  new  yards,  that 
I  took  the  recommendations  or  arrangements  of  Gen.  Goethals  with- 
out comment.  In  each  case  judgment  had  to  be  made  as  to  whether 
or  not  the  tremendous  need  for  vessels  required  Gen.  Goethals  to  take 
a  chance  as  to  the  solvency  or  efficiency  of  the  contractor,  and  I  did 
not  feel  that  it  was  up  to  me,  on  the  operating  and  planning  end 
with  all  the  other  things  I  had,  to  interfere  with  the  decisions  he 
made.  If  I  had,  the  g:eneral  would  have  had  the  right,  in  my  opin- 
ion, to  make  the  criticism  that  has  been  made  from  time  to  time  on 
the  board,  on  us,  that  we  were  falling  over  one  another. 

The  Chairman,  You  had  to  sign  those  contracts,  didn't  yoa'f 

Mr.  Denman.  Yes,  sir;  I  did. 

The  Chairman.  When  you  had  a  pile  of  contracts  such  as  you 
indicated  a  while  ago,  about  a  foot  high  on  your  desk,  didn't  you 
have  a  brief  or  a  summary  of  what  the  contracts  contained  ? 

Mr.  Denman.  No;  they  were  nearly  aU  of  uniform  form. 

The  Chairman.  But  this  one  was  not. 

Mr.  Denman.  I  do  not  recall  the  terms  of  the  Sloan  contract. 
But  the  understanding  was  from  the  beginning  that  Gen.  Goethals 
from  the  time  of  his  arrival  there  until  his  departure,  should  be 
supreme  in  his  contact  with  thx5  contractors  and  that  I  was  not  to 
interfere.  It  was  only  in  the  Question  of  type^  and  the  general 
fundamental  policy  that  the  board  over  him  was  to  participate  in  the 
shipbuilding  program. 

The  Chairman.  Well,  was  he  to  be  supreme  in  the  location  of  new 
plants? 

Mr.  Denman.  Exactly. 

The  Chairman.  And  the  number  of  ships  that  were  to  be  built  ? 

Mr.  Denman.  Well,  there  was  no  limit  to  the  number.  It  was 
something  along  this  line,  as  many  as  they  could  build.  But  you  can 
see  with  the  mass  of  contracts  that  were  let,  decisions  had  to  be 
made  very  rapidly  and  that  was  his  job. 

The  Chairman.  Was  he  to  be  supreme  in  the  number  of  ships  the 
new  plants  were  to  build  ? 

Mr.  Denman.  He  was. 

The  Chairman.  Was  he  to  be  supreme  in  the  matter  of  the  price 
they  were  to  receive  ? 

Mr.  Denman.  He  was,  barring  the  questions  of  such  raw  material 
as  steel. 

The  Chairman.  Was  he  to  be  supreme  in  the  matter  of  estimates 
upon  which  advances  were  to  be  made? 

Mr.  Denman.  He  was. 

The  Chairman.  Was  he  to  be  supreme  in  the  matter  of  the  share 
which  the  Government  should  pay  in  the  construction  of  new  yards, 
installation  of  shipbuilding  equipment? 

Mr.  Denman.  He  was. 

The  Chairman.  And  all  those  matters  and  many  others  of  similar 
character  were  toiyou,  as  chairman  of  the  board,  matters  of  detail,  I 
assume,  over  which  you  exercised  no  supervision. 
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Mr.  Denmax.  That  is  correct,  nor  could  I  have  done  it. 

The  Chairman.  And  the  only  thing  you  did  as  chairman  of  the 
board  was  to  sign  contracts  whenever  they  came  up  bearing  Gen. 
Goethals'  approval. 

Mr.  Denman.  And  to  endeavor  by  a  study  of  them  to  keep  the 
contract  and  what  was  going  on  in  mind  and  be  in  a  position  to  defend 
the  general  program  when  called  before  the  committees  of  the  Con- 
gress. 

The  Chairman.  Assuming  that  a  shipbuilding  concern,  on  the 
Pacific  coast  had  one  yard,  say  at  Olympia,  of  limited  capacity,  not 
exceeding  four  ways;  that  they  desired  to  secure  a  contract  from 
the  Shipping  Board  for  the  construction  of  ships,  and  had  in  mind 
establishmg  a  plant  at  Anacortes,  State  of  Washington,  at  which 
point  there  was  no  way  or  yard  or  equipment  or  any  facilities  for  build- 
mg  ships 

Mr.  Denman  (interposing).  Wood  or  steel? 

The  Chairman.  Either,  but  these  were  wooden  ships.  Do  you 
know  of  any  reason  why  such  a  concern  should  receive  a  contract 
for  building  ships  at  their  Olympia  plant  and  also  for  the  establish- 
ment of  a  plant  at  Anacortes,  and  be  given  a  check  for  some  eight 
hundred  and  odd  thousand  dollars,  with  a  provision  in  the  contract 
that  future  payments  wore  to  be  made  when  they  could  satisfy  the 
Shipping  Board  that  they  had  ordered  material  or  created  liabUitv  ? 

Mr.  Denman.  W^ell,  Inave 

The  Chairman  (interposing) .  Assuming  those  facts  to  have  existed 
at  the  time  you  signed  this  contract,  I  mean. 

Mr.  Dexman.  I  can  give  a  number  of  suggestions  regarding  that 
situation:  In  the  first  place,  was  the  plant  they  had  coupled  with  the 
material  they  would  buy  with  the  S800,000,  security  for  that 
$800,000  ?  I  do  not  know  that.  wSecond,  were  the  housing  and  labor 
conditions  at  the  second  location  such  as  to  make  it  desirable  to  have 
a  now  plant  established  there,  for  the  loggers  and  bridge  builders  and 
lumbermen  of  various  types,  at  the  second  place  that  were  not  at  the 
first,  for  the  convenient  building  of  ships  there  ?  I  do  not  know  that. 
I  do  know  this,  that  in  my  logging  operations — and  I  am  logging  in 
a  forest  some  eight  billion  feet  of  fir — ^we  scatter  our  operations  there 
so  as  to  bring  the  chief  operations  of  the  forest  near  villages  and 
towns,  where  we  can  get  our  labor  from  the  villages  and  towns  to  do 
the  work.  I  do  not  know  about  the  Anacortes  matter.  I  could  not 
help  you  on  that.  It  may  have  been  a  break.  They  were  going 
very  fast. 

The  Chairman.  Mr.  Denman,  isn't  it  your  judgment  now  that  a 
good  deal  of  the  haste  which  was  shown  in  the  executing  of  con- 
tracts in  those  early  days,  with  the  hope  and  expectation  oi  securing 
ships  within  a  reasonably  short  time,  was  not  well  founded,  and  that 
unusual  delay  resulted  in  the  delivery  of  ships  because  of  the  haste 
in  executing  contracts  ? 

Mr.  Denman.  There  was  that  element  in  it,  Mr.  Chairman.  But  I 
want  to  say  this  about  it;  we  were  not  building  any  ships  in  this 
country,  and  we  had  to  get  the  minds  of  men  riveted  on  the  creation 
of  specific  plans.  Now,  until  you  had  hooked  a  man  by  contract, 
had  nailed  nim  down  by  an  obligation  to  build,  you  did  not  get  any 
constructive  results  in  these  new  building  entities.  Our  scheme  was 
to  hook  as  many  as  we  could;  get  them  nailed  down  and  get  them 
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going.  Some  would  fail,  but  the  most  of  them  we  hoped  would  suc- 
ceed. And  we  contemplated  that  there  would  be  great  waste.  We 
were  very  glad  that  it  was  not  as  bad  as  it  was  with  airplanes.  We 
were  certain  that  by  this  process  we  would  get  men  to  do  something 
thQv  had  never  done  before,  and  that  we  would,  first,  have  to  overpay 
them  to  get  them  going;  and,  second,  that  we  would  have  to  antici- 
pate that  a  number  would  not  be  successful.  Now,  if  I  were  going 
through  the  same  thing  a^ain,  and  were  in  charge,  as  I  was  not,  ot 
building  ships,  I  would  do  just  as  Gen.  Goethals  and  Mr.  Schwab  did. 
Mr.  Schwab,  I  think,  made  the  greatest  contribution  of  anybody, 
of  all  of  us,  to  the  shipbuilding  program.  Mr.  Schwab  is  not  a  detail 
man,  and  he  is  not  a  detail  executive.  But  Mr.  Schwab  would  take 
a  fellow  and  by  some  almost  mystic  process  that  he  had,  would  take 
A  fellow  who  wanted  to  build  2  ships  and  nail  him  down  for  10;  and 
by  the  time  the  fellow  had  gotten  out  of  the  office,  and  he  was  signed 
up  for  10,  he  was  getting  his  men,  superintendents  and  organization, 
for  the  building  of  10  ships  and  possioly  out  of  it  we  wouul  get  5. 

The  Chairman.  Possibly  you  would  get  five  what? 

Mr.  Denman.  Five  vessels. 

The  Chairman.  Delivered? 

Mr.  Denman.  Delivered;  yes.  I  mean  to  say  that  we  had  to  take 
fellows,  many  of  whom  had  never  built  ships — and  as  I  remember 
the  Skinner  &  Eddy  group,  who  made  such  a  marvelous  success,  had 
never  been  in  the  shipbuilding  business,  in  a  large  way  at  least. 
And  when  I  say  a  marvelous  success,  I  mean  in  rapid  construction 
of  tonnage.  You  will  remember  that  they  took  a  sand  "spit,  with 
brush  on  it,  and  in  10  months  had  a  trial  trip  of  an  8, 000- ton  ship. 
And  that  was  done  on  what  had  been  10  months  before  a  sand  spit. 

The  Chairman.  And  they  took  over  a  yard  next  to  them? 

Mr.  Denman.  Yes,  sir;  and  they  drained  existing  yards  of  work- 
men, up  and  down  the  coast. 

The  Chairman.  The  Macey  award  did  not  bother  the  Skinner  & 
Eddy  contract  very  much  i 

Mr.  Denman.  Oh,  no.  I  am  not  defending  the  methods  pursued, 
but  what  they  did  was  a  marvelous  accomplishment  in  gettmg  ships 
out.  The  great  trouble  we  had  all  over  the  United  States  was  m 
adjusting  all  these  different  fellows,  their  individual  demands  for 
labor  and  supplies.  But  you  can  not  get  me  to  defend  the  theory, 
or  hope  for  me  to  defend  the  shipbuilding  program  of  ourselves  or 
any  of  our  successors  on  the  ground  that  it  was  not  wasteful;  the 
very  method  involved  the  certainty  that  a  number  of  the  men  we 
got  would  be  very  wasteful  indeed. 

Mr.  Foster.  Did  you  sign  the  Skinner  &  Eddy  contract  ? 

Mr.  Denman.  I  do  not  recall.  It  was  under  consideration  when 
I  was  there  and  I  think  I  did. 

Mr.  Foster.  Do  you  remember  that  there  was  some  feature  of 
that  contract  providing  that  a  government  auditor  would  not  be 
allowed  to  go  in  and  take  charge  there  ? 

Mr.  Denman.  No;  I  do  not  recall  that. 

Mr.  Foster.  Do  you  remember  any  of  the  features  of  that  contract 
at  all  ? 

Mr.  Denman.  I  am  not  familiar  with  the  plant  at  all,  except  that 
the  first  ship 

Mr.  Foster  (interposing).     I  mean  the  contract. 
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Mr.  Denman.  I  am  not  familiar  with  the  terms  of  the  contract  or 
with  the  plant. 

Mr.  Foster.  You  do  nqt  know  of  an  reason  why  any  such  feature 
should  have  been  in  there  ? 

Mr.  Denman.  Why  an  auditor  should  go  there  and  not  to  other 
plants  ? 

Mr.  Foster.  No;  just  the  other  way,  why  an  auditor  should  not 
be  allowed  to  go  there?    They  are  up  at  Seattle,  aren't  they? 

Mr.  Denman.  Yes,  sir.  Really  I  can  not  tell  you.  I  presume  it 
it  was  a  break. 

Mr.  Foster.  You  do  not  remember  that  you  signed  any  contract 
with  them,  whether  you  did  or  not  ? 

Mr.  Denman.  I  ao  not  recall.  I  know  that  Skinner  &  Eddy 
were  under  discussion  at  the  time,  and  they  were  building  a  very  large 
number  of  ships  when  we  organized  the  board. 

The  Chairman.  You  stated  in  reply  to  my  last  question  that 
waste  did  result  from  the  shipbuilding  program. 

Mr.  Denman.  Yes,  sir;  an  enormous  waste. 

The  Chairman.  Do  you  think  that  as  it  has  turned  out  that  the 
particular  contribution  Mr.  Schwab  made,  which  you  have  indicated, 
of  getting  men  who  wanted  to  build  2  ships  make  a  contract  for 
10  and  wno  delivered  6,  and  then  filing  claims  for  the  remaining  5, 
which  called  for  large  expenditures  of  money,  is  really  a  commend- 
able contribution  to  the  shipbuilding  program. 

Mr.  Denman.  No;  I  did  not  mention  the  latter  portion. 

The  Chairman.  But  I  did. 

Mr.  Denman.  We  are  now  talking  about  paying  for  the  dead 
horse. 

The  Chairman.  As  the  result  of  creating  enthusiasm  of  the  builder 
to  take  10  ships  when  he  was  only  able  to  take  2,  and  bringing  about 
this  result,  do  you  think  that  a  good  thing? 

Mr.  Denman.  Mr.  Schwab  is  the  best  man  to  defend  that  policy. 

The  Chairman.  I  am  not  asking  you  to  defend  it,  but  you  spote  of 
that  as  being  a  contribution  to  this  work. 

Mr.  Denman.  I  am  not  attempting  to  defend  it.  But  you  are  ask- 
ing my  opinion,  and  I  want  to  state  what  tjie  facts  are. 

The  Cpiairman.  I  wanted  to  get  what  you  thought  of  that. 

Mr.  Denman.  I  want  to  tell  you  what  the  facts  are,  no  matter 
whether  it  hits  me  or  whom  it  strikes.  This  thing  is  sometimes  over- 
looked: The  Army  asked  us  to  prepare  for  a  four-year  war.  You 
know  you  have  to  have  a  program,  huge  in  general  outline,  and  Secre- 
tary Baker,  and  I  think  it  was  Admiral  Benson  or  Secretary  Daniels, 
advised  us  that  as  things  looked  in  1917,  even  if  we  might  be  able  to 
shorten  the  war,  that  we  should  make  preparations  on  the  theory  of 
a  four-year  conflict.  Now,  those  deliveries  that  my  administration 
would  have  been  responsible  for  had  we  carried  out  our  original  con- 
tracts contemplated  about  a  two-and-a-half -year  to  a  three-year  pro- 
gram.    What  Mr.  Schwab  had  in  his  mind  at  this  time  I  do  not  know. 

The  Chairman.  What  were  you  doing,  Mr.  Denman?  You  said 
you  had  no  time  to  examine  tnose  contracts,  to  examine  what  the 
particular  features  of  them  were;  what  were  you  occupied  with  ? 

Mr.  Denman.  I  do  not  think  I  quite  said  that,  Mr.  Chairman.  I 
said  I  had  to  wait  sometimes  before  I  could  make  an  examination  of 
contracts.     I  attempted  to  go  through  them,  and  there  were  many 
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of  them  identical  except  as  to  minor  provisions  of  price.  I  was  doing 
many  things.  It  is  very  hard  to  draw  a  picture  of  the  war  activities 
there,  and  a  discussion  of  that  kind  w^oula  involve  the  whole  (question 
of  board  management,  on  which  I  have  very  definite  opinions.  I 
agree  with  Gen.  Goethals,  though  not  in  the  phraseology  used,  that 
board  management  can  not  successfully  conduct  large  vital  enter- 
prises where  the  results  must  be  produced  either  in  competition  with 
national  competitors  or  to  meet  an  emei^encr^  quickly.  And,  as  a 
matter  of  fact,  the  work  that  was  done  by  all  the  administrators  in 
Washington  was  very  largely  done  on  their  own  initiative  with  com- 
paratively little  board  concurrence  in  the  projects  that  each  under- 
took. For  a  period  of  between  four  and  nve  weeks  I  scarcely  ever 
appeared  at  the  meetings  of  the  Shipping  Board.  I  arranged  with 
Mr.  Brent,  vice  chairman,  the  detail  ousiness  of  the  day,  days  filled 
with  little  questions  as  to  whether  or  not  we  would  let  a  tug  go  over 
to  Canada,  or  a  ship  go  to  Cuba,  or  a!i  ice  breaker  go  to  the  White 
Sea — things  that  had  to  be  done  but  ttiat  had  nothing  to  do  with  the 
fundamental  policies  or  with  obtaining  legislation.  And  the  board 
bore  with  my  absence  with  some  degree  of  kindness.  During  that 
time  I  was  mainly  with  the  Congress. 

I  was  also  one  of  three  conferees  that  sat  with  the  British  Commis- 
sion in  the  harmonization  of  the  administration  of  ships  between  the 
Interallied  Charter  Commission  and  the  AUias.  There  were  many 
things  to  be  harmonized  in  Washington,  and  there  were  grave  diffi- 
culties there  because  of  the  very  strong  and  almost  hysterical  senti- 
ment that  caused  the  British  and  others  to  have  the  idea  that  on 
account  of  their  prior  supremacy  in  ships  they  should  be  permitted 
to  dominate  in  the  administration  of  shipping  affairs  in  Washington. 
And  a  good  argument  could  be  made  on  that  side  of  the  question, 
and  many  gentelmen  seemed  to  favor  it.  The  (^unard  ship  transac- 
tion is  an  excellent  illustration  of  that:  When  I  first  came  to  Wash- 
ington I  had  a  discussion  with  Sir  Richard  Crawford.  Sir  Richard 
was  the  minister  of  Great  Britain  in  Washington  while  Spring-Rice 
was  the  ambassador.  The  commission  to  Sir  Richard  was  a  commis- 
sion concerning  ships  and  commerce.  Early  after  my  arrival  here 
I  told  him  that  we  wanted  to  build,  with  our  $50,000,000,  which  wjis 
our  first  appropriation  from  the  Congress  before  the  war,  a  number  of 
steel  cargo  ships  at  various  American  yards.  Between  that  con- 
versation and  tne  third  or  fourth  week  in  April  the  Cunard  Steamship 
Co.,  apparently  as  a  private  corporation  but  as  it  turned  out  with  the 
funds  of  the  British  Empire,  placed  orders  for  1,025,000  tons  of  steel 
ships  of  the  type  that  I  desired,  with  American  shipbuilders,  filling 
up  everybody,  the  remaining  stockage  of  the  then  existing  yards. 

One  of  the  reasons  why  the  wooden  ship  matter  came  up  was 
because  when  we  attempted  to  obtain  contracts  for  steel  ships  we 
could  not  get  any  contracts  from  the  American  builders;  they  were 


tracting  for  ships 
said  to  him  that  we  hoped  all  of  the  facilities  of  the  American  yards 
would  be  reserved  for  American  ships,  and  that  I  was  going  to  ask  for 
legislation  that  would  make  this  possible. 
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Now,  see  the  absurdity  of  that  position — that  we  Americans 
should  be  building  wooden  tubs  for  tne  supplying  of  our  Allies,  or 
nations  who  afterwards  became  our  allies,  and  Great  Britain,  while 
they  were  using  our  steel  shipyard  facilities  for  constructing  steel 
ship^  on  their  account.  And  those  steel  contracts  of  the  Cunard 
line  were  not  hurry-up  contracts;  they  were  single  shift  contracts, 
getting  the  minimum  of  efficiency  out  of  the  yards. 

The  negotiations  that  I  conducted  w^th  Mr.  Balfour  regarding 
these  ships  occupied  considerable  of  my  time  and  a  great  deal  of  my 
thought.  I  was  embarrassed  there  because  there  swept  over  Wash- 
ington a  propaganda  that  Denman  was  anti-British;  that  in  attempt- 
ing to  get  back  these  million  tons  into  American  contracts  I  was  in 
some  way  hostile  to  Great  Britain.  I  got  it  from  the  tea  tbales,  and 
at  dinner,  and  very  often  from  my  friends,  and  from  various  sources 
in  the  administration.  Now,  it  was  not  true  that  I  was  anti-British. 
Our  program  contemplated  stopping  the  building  of  high  buildings 
and  bridges  and  of  American  nonwar  construction  for  the  purpose  of 
hurrying  up  these  ships.  We  were  going  to  turn  courselves  commer- 
cially inside  out  to  build  the  very  ships,  to  conserve  and  bring  in 
the  steel  for  the  very  1,025,000  tons  that  the  Cunard  line  had  contrac- 
ted for;  and  to  insist  that  when  the  ships  came  out  as  the  result  of 
that  complete  revolution  and  reversal  of  the  American  policv  of 
steel  construction,  they  should  be  under  the  American  flag,  is  Ameri- 
can, but  it  is  not  anti-British. 

When  the  case  was  finally  presented,  Mr.  Balfour,  after  some  two 
or  throe  weeks  of  negotiation  with  other  members  of  the  commission 
as  well  as  with  Mr.  Balfour  himself,  he  wrote  a  letter  to  me  which 
olBFered  to  tiuii  over  the  contracts  to  us,  and  that  letter  was  the  basis 
ultimately  of  the  settlement  between  ourselves  and  Great  Britain  as 
to  those  contracts. 

That  was  one  of  the  activities  that  I  was  engaged  m.  I  was  also 
engaged  m  combating  the  continued  statements  that  the  Diesel 
engine  was  not  successful  and  was  in  an  experimental  stage.  One 
of  the  leading  British  ship  engineers  in  Washington  attempted  to 
tell  me  that  the  thing  was  experimental,  but  he  very  quickly  changed 
his  tone  when  I  told  him  I  had  been  attorney  for  Fred.  Olsen's  fleet, 
and  knew  all  about  the  East  Asiatic  Fleet,  and  the  35  odd  large  size 
vessels  that  then  were  sailing  on  the  sea.  Josephus  Daniels  him- 
self said  to  me  *' Your  English  friends  do  not  seem  to  think  much  of 
the  Diesel."  The  same  remark  was  made  to  me  by  Mr.  Brent,  my 
associate  on  the  board.  Everywhere  was  the  ui^ing,  not  the  direct 
statement,  that  there  was  not  confidence  in  the  Diesel  ships. 

The  Chairman.  Mr.  Denman,  it  is  now  12.15  o'clock  p.  m.,  and  the 
House  is  in  session,  and  inasmuch  as  there  may  be  a  number  of  im« 
portant  matters  considered  and  some  votes  taken,  we  will  be  unable 
to  sit  this  afternoon,  but  we  will  hear  you  agam  in  the  morning  at 
9.45. 

Mr.  Denman.  I  will  continue  the  accoimt  of  the  difficulties  I  had 
in  the  adjustments  with  our  Allies,  when  I  come  on  to-morrow  morning. 

(Thereupon,  at  12  o'clock  and  15  minutes  p.  m.  the  committee 
adjourned  until  to-morrow,  Tuesday  morning,  December  14,  1920^ 
at  9.45  oclock.) 
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Select  Committee  on  United  States 

Shipping  Board  Operations, 

House  of  Representatives, 
*Wa^hin^07ij  D,  C,  Tuesday ^  December  14j  1920. 

The  cominittce  met  in  the  caucus  room,  House  Office  Building,  at 
9.45  a.  m.  pursuant  to  adjournment  on  yesterday,  Hon.  Joseph 
Walsh  (chairman)  presiding. 

Also  present:  Representatives  Kelley,  Hadley,  Foster,  Steele,  and 
Connally,  the  other  members  of  the  committee. 

The  Chairman.  The  committee  will  come  to  order.  The  chair- 
man has  received  a  statement  from  Mr.  Gillen,  in  response  to  questions 
propounded  at  one  of  the  previous  hearings,  I  think  by  Mr.  Steele, 
which  he  has  reduced  to  writing,  and  about  wliich  he  has  stated  to 
the  chairman  he  will  be  prepared  to  be  examined  later.  If  there  is 
no  objection  this  statement  can  be  put  into  the  record,  and  Mr.  Gillen 
will  be  heard  later  when  there  is  an  opportunity  for  him  to  be  examined 

(The  statement  referred  to  is  here  prmted  hi  full  in  the  record, 
as  follows :) 

New  York,  N.  Y.,  December  9,  1920. 

Select  Committee  on  United  States  Shipping  Board  Operations, 

House  of  Representatives f  Washington ,  D.  C. 
Attentdon  Hon.  Joseph  Walsh,  chairman. 

Honorable  Sirs:  At  the  close  of  my  testimony  before  your  committee,  it  was 
requested  that  constructive  suggestions  to  correct  the  conditions  and  evils  surrounding 
the  Shipping  Board  and  the  Emergency  Fleet  Corporation  be  submitted.  Permit  me 
to  say,  as  an  opening  word,  that  the  testimony  adduced  on  my  examination  by  your 
honorable  committee  was  arranged  in  an  analytical  manner,  as  one  would  analyze  the 
afifairs  of  any  laxve  corporation  for  a  banking  house — the  corporate  property,  the  hand- 
ling of  it,  and  the  difficulties  surrounding  its  functions  are  set  forth  therein.  That 
testimony  and  the  discussion  of  fact  and  remedies,  which  I  will  now  present  pursuant 
to  >^our  reauest,  have  not  been  made  in  a  spirit  otherwise  than  that  of  constructive 
criticism  oi  the  Jones  bill;  for  I  hold  that  piece  of  pioneer  shipping  legislation  in  high 
regard. 

discussion  and  remedies. 

The  Emergency  Fleet  Corporation,  with  all  its  activities,  should  be  completely 
eliminated  from  any  connection  with  the  Shipping  Board.  The  Shipping  Board  has 
ultimately  to  do  with  matters  of  commerce  and  welfare  of  the  nation,  wnile  the  Emer- 
gency Fleet  Corporation  is  fundamentally  a  liquidation  affair  involving  Government 
finance  and  appropriation.  Any  reorganization  at  this  time  must  keep  clear  this 
separation,  not  only  between  the  Shipping  Board  and  the  Emergency  Fleet  Corpora- 
tion but  in  the  committee  control  of  tne  House  and  Senate  as  well. 

separate  and  distinct  functions  op  the  shipping  board  and  emergency  fleet 

OOBFORAnON. 

The  Shipping  Board  has  charge  of  the  operation  of  some  1.400  ships  on  the  seas  o 
the  world.  It  is  confronted  with  present  problems  arising  out  of  freight,  supplies 
wharfage,  stevedoring,  operating  companies,  trade  routes,  and  ultimately,  when  the 
fleet  has  been  liquidated,  its  duties  will  be  confined  to  the  Federal  regulation  of  our 
privately  owned  merchant  marine  for  the  national  welfare,  as  set  forth  in  the  Jones 
bill  and  future  amendments. 

The  Emergency  Fleet  Corporation  was  created  to  build  the  above  fleet.  It  built 
shipyard  plants,  let  many  great  contracts,  purchased  large  quantities  of  material, 
and  created  vast  liabilities. 

The  function,  activities,  and  liabDitiesof  these  two  corporations  are  entirely  different 
and  distinct.  There  are  great  problems  before  each  of  those  bodies.  The  commis- 
sioners of  the  Shipping  Board  are,  and  act  to  day  as,  the  trustees  and  officers  of  the 
Emergency  Fleet  Corporation,  trying  in  a  dual  capacity  to  manage  and  solve  the 
gigantic  problems  of  both  institutions.  The  chairman  of  the  Shipping  Board  is  also 
the  president  of  the  Emeigency  Fleet  Corporation.  The  Senate  Commerce  Com- 
mittee and  the  Merchant  Marine  and  Fisheries  Committee,  in  the  formation  of  the 
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Jones  bill,  have  been  working  with  the  great  fundamental  laws  of  shippiii|^,  in  a 
pioneer  field,  and  thus  have  not  had  an  onportunity  to  come  in  contact  with  and 
solve  the  great  problems  arising  out  of  the  liquidation  of  the  Emergency  Fleet  Cor- 
poration. 

There  are  no  practical  difficulties  attendant  upon  the  separation  of  these  two  bodiec;— 
each  has  today  a  separate  organization  as  to  accounting  and  managerial  force,  as  dis- 
tinct and  separate,  one  from  the  other,  as  are  their  duties  and  functions. 

SHIPPINO  BOARD. 

The  Shipping  Board  should  have  full  control  of — 

(a)  The  management  of  the  1,400  Government-owned  ships. 

(b)  The  interpretation  and  enforcement  of  the  laws  and  r^ulations  laid  down  under 
the  Jones  bill  and  its  necessary  amendments — an  overwhelming  piece  of  managerial 
and  regulatory  work. 

It  should  consist  of  seven  members,  selected  for  their  known  experience  and  quali- 
fications to  handle  the  large  problems  arising  out  of  the  management  of  this  great  prop- 
erty; to  wit:  The  176  ship  operating  corporations  that  directly  manage  the  physical 
and  commercial  operation  of  the  ships.  The  primary  qualifications  for  the  appoint- 
ment of  these  men  should  be  their  general,  known  business  ability  and  experience. 
Each  should  be  selected  for  a  special  ability,  so  that  when  the  Board  is  complete  it  will 
include — 

A  member  experienced  in  large  executive  and  corporate  work,  as  chairman. 

A  member  experienced  in  accounting  and  finance,  of  the  banker  or  large  business 
type. 

A  member  experienced  in  shipping. 

A  member  experienced  in  ship  construction. 

A  member  experienced  in  railroad  transportation. 

A  member  experienced  in  admiralty  law. 

A  member  experienced  in  railroad  or  commercial  legal  affairs. 

The  salary  of  the  chairman  should  be  $18^000  a  year,  and  of  the  other  members  of  the 
board,  $15,000  a  year. 

Each  of  the  members  should  have  charge  of  one  of  the  departments  of  the  Shipping 
Board  and  should  have  as  an  assistant  an  analyst  who  can  prepare  and  chart  the  records 
of  the  department  that  his  superior  controls,  so  that  when  the  Board  meets  in  session, 
each  member  will  bring  to  the  board,  at  all  times,  the  actual  facts  siuroundiii^  his 
department.    The  salary  of  the  analyst  should  be  from  $7,500  to  $10,  000  a  year. 

A  skilled,  executive  managing  operator  should  be  selected  for  the  fleet.  There  are 
at  least  10  steamship  companies  in  New  York  city  that  are  compelled  to  pay  their 
managing  operators  salaries  around  $50,000  a  year  or  more.  A  practical  operating 
manager  should  be  employed.  The  Shipping  Board  would  then  be  able  to  take  charse 
of  the  biggest  piece  of  corporate  work  in  America;  to  wit,  managing  approximately 
1,400  ships  worth  $1,500,000,000,  a  corporate  management  equal  in  si/^  to  that  of  the 
United  States  Steel  Corporation. 

The  Shipping  Board,  from  time  to  time,  should  prepare  a  list  of  the  vessels  that  it 
has  for  sale  and  submit  that  list  to  the  Emergency  Fleet  Corporation.  This  will  en- 
able it  to  protect  trade  routes  while  the  liquidation  of  the  fleet  is  going  on.  As  the 
Shipping  Board,  from  time  to  time,  withdraws  boats  from  trade  routes^  or  withholds 
them  from  the  liquidation  corporation  for  sale  purposes,  in  just  so  far  will  liquidation 
of  the  fleet  be  retarded  and  the  Government's  investment  tied  up.  The  Commerce 
Committee  of  the  Senate  and  the  Merchant  Marine  and  Fisheries  Committee  of  the 
House  are  directly  concerned  if  a  too  rapid  witlidrawal  occurs,  for  they  are  interested 
in  the  establishment  of  trade  routes.  The  Finance  and  Appropriation  Committees 
of  the  Senate  and  House,  on  the  other  hand,  will  be  directly  interested,  by  the  failure 
on  the  part  of  the  Shipping  Board  to  wisely  and  promptly  make  deliveries  of  boats 
to  the  liquidating  corporation.  The  time  within  and  the  prices  at  which  these  assets 
are  disposed  of  should  be  ever  under  the  watchful  eye  of  the  Finance  and  Appropria- 
tion (^ommittees.  Congress  should  compel  the  Shipping  Board  and  the  Em^'gency 
Fleet  Corporation,  by  law,  to  make  semiannual  reports  to  it  of  their  activities— one 
as  of  May  1,  filed  on  June  1;  and  the  other  as  of  November  1,  filed  on  December  1. 
Thus  the  responsibilitv  for  action  can  easily  be  placed  by  the  American  people  either 
on  the  Shipping  Board  or  the  liquidating  corporation. 
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EMERGENCT  FLEET  CORPORATION. 

The  Emergency  Fleet  Corporation  should  consist  of  seven  members  who  are  ex- 
perienced business  men.  It  should  function  as  a  liquidating  corporation.  It- should 
be  charted  with — 

(a)  The  sale  of  approximately  1,400  ships,  which  at  present  values  are  worth  about 
a  billion  and  a  half  aollars. 

(h)  The  sale  of  surplus  material — valued  at  about  $400,000,000. 

(c)  The  sale  of  housing  projects— About  $60,000,000. 

(d)  The  sale  of  yards  and  equipment. 

(e)  The  completion  of  ships  still  imder  construction  and  contract. 

(J)  The  settlement  of  claims  against  the  Fleet  Corporation;  the  collection  of  claims 
in  favor  of  the  Fleet  Corporation:  suits  for  restitution  and  prosecution  for  violations. 

(g)  All  the  accounting  of  the  Shipping  Board  and  Emergency  Corporation,  except 
the  accounting  for  the  operation  of  tlie  fleet  from  and  after  March  1,  1920 — the  date 
the  present  operating  agency  agreement  wavS  put  into  effect. 

This  will  relieve  the  Shipping  Board  of  the  tangle  of  problems  unrelated  to  ship 
operation  that  have  clogged  its  efficiency,  and  permit  it  to  function  as  a  great  mana- 
gerial shipping  institution. 

The  chairman  of  the  liquidating  corporation  should  receive  a  salary  of  $18,000  a 
year,  and  the  other  trustees  $15,000  each.  The  board  when  completed  should  consist 
of — 

A  member  of  outstanding  executive  business  ability,  who  should  be  chairman. 

A  member  with  sales  knowledge  gained  in  handling  large  units,  for  the  sale  of  ships. 

A  member  with  sales  knowledge  of  handling  salvage  materials — if  possible  secure 
the  services  of  one  of  the  salvage  sales  managers  from  one  of  the  big  railroads  of  the 
country. 

A  member  with  sales  knowledge  of  real  estate — a  man  who  has  had  experience  in 
selling  homestead  projects. 

A  member  with  knowledge  of  ship  construction  to  assume  charge  of  the  completion 
of  ships  yet  to  be  finished. 

A  member  with  known  accounting  and  financial  ability. 

A  member  with  commercial  legal  experience,  gained  in  large  affairs — to  handle 
settlements. 

Each  member  of  this  board  also  should  have  as  an  assistant  an  analyst,  who  can  pre- 
pare and  chart  the  records  of  the  department  which  his  superior  controls. 

A  sales  organization  for  the  sale  of  ships  should  be  created  with  an  appraisal  and 
financial  bureau.  Sufficient  legal  machinery  now  exists  for  carrying  out  tne  terms  of 
ship  sales. 

A  legal  department  should  be  organized  for  the  collection  of  claims  in  favor  of  the 
Government;  and  a  staff  of  15  prosecuting  attorneys  should  be  created — men  selected 
for  their  experience  as  public  prosecutors,  at  a  salary  of  $7,500  a  year — to  prosecute 
the  frauds  in  the  several  districts  of  the  United  States  which  have  occurred  in  the 
operation  of  the  Shipping  Board  and  the  Emergency  Fleet  Corporation  contracts  and 
property.    They  should  be  detailed  and  specialize  as  follows: 

Two  on  supply  companies. 

Three  on  operating  companies. 

Two  on  ship  repairs. 

Two  on  shipyard  cases. 

Two  on  officers  of  ships. 

One  on  stevedoring  charges. 

One  on  docks. 

Two  on  brokerage  and  commissions. 

A  staff  of  five  commercial  trial  lawyers  should  be  employed  for  restitution  cases. 
They  should  all  be  deputized  by  the*  Department  of  Justice  under  law,  but  should 
be  a'ppointeti  bv.  and  be  absolutely  under  the  control  of,  the  Emergency  Fleet  Cor- 
poration. The  ^Department  of  Justice  is  so  loaded  with  work  created  out  of  the  war 
that  it  is  impossible  for  effective  results  to  be  gained  unless  this  li([uidating  corporation 
is  given  proper  control  to  push  its  cases,  by  and  ^\ith  the  consent  of  the  Department 
of  Justice. 

Again,  the  Shipping  Board,  under  law,  should  have  full  charge  of  the  prosecution 
and  settlement  ot  its  admiralty  cases. 

No  other  department  of  the  Government  possesses  the  liquidating  problems — either 
as  to  the  time  or  extent — as  confront  the  Shipping  Board  and  Emergency  Fleet  Cor- 
poration. It  should  be  accomplished  in  four  years  if  business  men  do  the  job,  but  if 
S)litic8  intervene  and  soft  berths  are  found  for  men  of  either  the  Republican  or  the 
emocratic  party,  on  these  two  boards,  then  a  continuing  loss  to  the  taxpayer  will 
ensue. 
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OFFICES  FOR  SHIPPING   BOARD  AND   EMERGENCY  FLEET  CORPORATION. 

Prior  to  the  war  the  Navy  Department  was  housed  in  the  State,  War,  and  Navy 
Buildiag.  A  new  building  of  900,000  square  feet  of  space  was  built  during  the  war 
for  the  Navy  Department.  Their  needs  and  acti%'itie8  in  time  of  peace  are  not  equal 
to  those  of  the  Snipping  Board  and  Emergency  Fleet  Corporation.  The  needs  of  the 
two  latter  named  institutions  will  require  from  350,000  to  400,000  square  feet  of  floor 
space.  They  should  be  housed  within  60  days  in  the  Navy  Building.  One  section 
of  the  building  should  be  set  off  for  both,  but  they  should  be  kept  entirelv  separate 
and  function  as  separate  corporations.  To-day  the  Shipping  Board  and  fimereency 
Fleet  Corporation  have  their  executive  offices  on  F  Street  in  Washington,  while  the 
supply  and  sales,  accounting  department  for  ship  operation  and  construction,  and  the 
pay-roll  examiners'  force  are  housed  at  Sixth  and  B  Streets,  a  mile  distant.  This  htm 
always  resulted  in  lack  of  control  and  confusion. 

CONTROL  OF  FUNDS. 

The  Shipping  Board  should  be  given  a  base  appropriation  as  a  reserve  fund  for  ship 
operation,  if  needed,  when  the  law  is  changed,  and  if  any  deficit  occurs,  from  time  to 
time,  it  can  be  met  by  a  new  appropriation,  so  that  the  American  people  will  know 
what  it  costs  to  operate  its  fleet. 

The  liquidating  corporation  should  be  reauired  to  submit  to  Coi^fress: 

(a)  Its  budget  of  administration  expense  lor  the  ensuing  twelve  months; 

(6)  Its  estimated  cost  for  the  completion  of  construction  now  in  progress: 

(c)  The  estimated  cost  of  the  settlement  of  claims  against  the  Government,  for  a 
period  of  twelve  months. 

It  should  receive  an  appropriation  on  this  basis. 

All  funds  received  by  the  liquidating  corporation  should  be  paid  into  the  General 
Treasury  of  the  United  States  to  the  credit  of  miscellaneous  receipts,  so  that  Congress 
will  have  knowledge  of  the  liquidations  and  thereby  control  the  activities  of  the 
liquidating  corporation. 

TBDBRAL  REGULATION  AND  LICENSE  BY  THE  SHIPPING  BOARD  OF^COHPANIES  AK]> 
PBRSONS  ENGAGED  IN  WAREHOUSING,  DOCKS,  STEVEDORING,  8UPPUB8,  SHIP 
REPAIRS,  LIGHTERAGE,  TOWING,  AND  BROKERAGE. 

The  national  surplus  created  by  the  American  manufacturers  and  labor,  wheresoever 
located,  and  more  especially  that  created  by  the  wheat  farmers  of  the  Missaasippi 
Valley  and  the  cotton  farmers  of  the  South,  vitally  needs  a  clean,  effective  merchant 
marine,  with  American  sales  agents  in  foreign  fields — and  thus  must  that  merchant 
marine  be  kept  clean  and  effective.    All  the  evils  practically  occur  at  the  pierheads 
in  our  coast  ports.    The  short  experience  of  two  years  now  points  out  that,  as  in  the 
case  of  the  early  history  of  the  railroads  and  the  public  utilities  of  this  country,  so 
there  must  come  to  shipping  a  stronger  Federal  regulation  than  is  'contained  in  the 
present  law.    There  must  come  Federal  regulation  over  the  warehouses,  docks,  steve- 
dore companies,  supply  houses,  repair  yards,  lighterage,  towing  companies,  and  com- 
mission houses  furnishing  freight.    The  regulation  must  be  a  fair  and  just  one.     Fair 
valuation  of  asset  values  and  services  should  afford  fair  returns  to  these  subsidiary 
activiti&s.    Officers  and  directors  of  privately  owned  steamship  companies  and   of 
Shipping  Board  operating  companies  are  directly  interested,  in  a  large  way,  in  the 
subsidiary  shipping  activities.    The  evils  that  have^wn  up  through  the  destructive 
charges  created  by  these  subsidiary  shipping  activities  will  destroy,  at  its  source,  the 
maintenance  of  our  merchant  marine  and  the  value  of  steamship  securities.    Therefore, 
they  must  be  brought  under  the  control  of  the  Shipping  Board  by  Federal  enactment. 
The  railroads,  with  265,000  miles  of  transportation  facilities,  were  cleansed  with  one 
stroke  by  the  Clayton  Act  and  the  Interstate  Commerce  Act  as  amended.    Similar 
legislation  is  immediately  necessary  for  the  protection  and  growth  of  our  merchant 
marine.    Thus,  this  project — national  in  scope  and  usefulness — ^is  freed  and  emanci- 
pated at  the  pierheads,  trom  local  conditions,  political  and  otherwise,  which  throttle 
the  commerce  and  welfare  of  the  Nation  and  exact  secret  tribute  from  the  great 
producing  interior  of  the  Nation.    For  the  first  time,  then,  will  we  have  a  free  and  clean 
outlet  from  our  shores  into  the  seven  seas,  where  no  monopoly  can  exist,  to  face 
intense  world  competition,  carrying  the  surplus  of  our  products  from  factory,  farm, 
and  mine. 

All  the  above  subsidiary  activities  shjjmld  be  permitted  to  operate  only  on  license 
granted  by  the  Shipping  Board.  They  shou Id  be  compelled  to  ke^  standfluni  or  uniform 
Dooks  of  account,  such  as  the  Interstate  Commerce  Commission  requires  of  the  rail- 
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roads' open  at  all  times  to  the  inspection  of  the  Shipping  Board  ^  and  r^ulated  not 
only  as  to  domestic  business,  but  also  foreign  business  done  within  our  borders.  An 
expert  firm  of  accountants  should  draft  the  different  standard  forms  of  accounting  for 
adoption  by  the  board.  Failure  to  observe  the  rules  of  the  Shipping  Board  should 
result  in  severe  penalties  or  revocation  of  licenses  upon  due  hearings  being  had. 

The  Treasury  act  should  be  amended  so  that  the  Shipping  Board  and  the  Depart- 
ment of  Justice  may  have  access  to  the  Federal  income  tax  statements — past  and 
future — of  corporations  with  which  the  Shipping  Board  has  and  does  business.  All 
business  done  with  the  Shipping  Board  by  th^ee  engaged  in  subsidiary  shipping 
activities,  should  be  verified  twice  a  year  under  oath  of  their  president,  treasurer,  and 
general  manager.  These  subsidiary  activities  have  failed  to  operate  in  a  wise  manner, 
and  the  answer  is  not  Government  ownship  or  the  abandonment  of  the  effort  to 
maintain  a  merchant  marine,  but  Government  regulation.  The  masters  and  all 
officers  aboard  Shipping  Board  boats  who  piu*chase  supplies  or  create  liabilities 
a^inst  the  Government  at  home  or  abroad  snould  be  compelled  to  make  oath  at  the 
time  of  receiving  their  salaries  that  they  have  not  accepted  rebates,  bonuses,  or  bribes. 
The  president,  treasurer,  and  general  manager  of  all  the  operating  companies  at  the 
time  of  pavment  to  them  of  the  commissions  earned  for  handling  Shipping  Board 
boats  should  be  compelled  to  make  oath  that  they  have  neither  given  nor  received 
nor  have  knowledge  of  the  payment,  directly  or  indirectly,  of  rebates,  bonuses,  or 
bribes.  Criminal  statutes  should  be  enacted  striking  at  crimes  committed  against 
shipping  within  our  borders. 

EXCESS-PROFITS  TAX. 

The  Jones  bill  pro\ides,  section  23:  "That  the  owner  of  a  vessel  documented  under 
the  laws  of  the  United  States  and  operated  in  foreign  trade  shall,  for  each  of  the  10 
taxable  years  while  so  operated,  beginning  with  the  first  taxable  year  ending  after  the 
enactment  of  this  act,  be  allowed  as  a  deduction  for  the  purpose  of  ascertaining  his 
net  income  subject  to  the  war-profits  and  excess-profits  taxes  imposed  by  Title  III  of 
the  revenue  act  of  1918  an  amount  equivalent  to  the  net  earnings  of  such  vessel  during 
such  taxable  year,  determined  in  accordance  with  rules  and  regulations  to  be  made 
by  the  board:  Provided,  That  such  owner  shall  not  be  entitled  to  such  deduction  unless 
during  such  taxable  year  he  invested,  or  set  aside  under  niles  and  regulations  to  be 
made  t)y  the  board  in  a  tnist  fund  for  investment  in  the  building  in  shipyards  in  the 
United  States  of  new  vessels  of  a  type  and  kind  approved  bv  the  board,  an  amount, 
to  be  determined  by  the  Secretary  of  the  Treasury  and  certified  by  him  to  the  board, 
equivalent  to  the  war-profits  and  excess-profits  taxes  that  would  have  been  payable 
bv  such  owner  on  account  of  the  net  earnings  of  such  vessels  but  for  the  deduction 
allowed  under  the  provisions  of  this  section:  Provided  further,  That  at  least  two-thirds 
of  the  cost  of  any  vessel  constructed  under  this  paragraph  shall  be  paid  for  out  of  the 
ordinary  funds  or  capital  of  the  person  having  such  vessel  constructed. 

That  during  the  period  of  10  years  from  the  enactment  of  this  act  any  person  a 
citizen  of  the  United  States  who  may  sell  a  vessel  documented  under  the  laws  of  the 
United  States  and  built  prior  to  January  1,  1914,  shall  be  exempt  from  all  income 
taxes  that  would  be  payable  upon  any  of  the  proceeds  of  such  sale  under  Title  I, 
Title  II,  and  Title  III  of  the  revenue  act  of  1918,  if  the  entire  proceeds  thereof  shall 
be  invested  in  the  building  of  new  ships  in  American  shipyards,  such  ships  to  be 
documented  under  the  laws  of  the  United  States  and  to  be  oi  a  type  approved  by  the 
board. 

The  Government  is  the  biggest  owner  of  shipping  property  in  America,  and  the 
mandate  of  the  people  is  to  sell  that  property.  Therefore,  the  law  should  provide  a 
protection  for  tne  Government  as  well  as  one  for  the  shipbuilding  owners  of  this 
country.  As  the  Jones  bill  now  stands,  all  ship  owners  can  keep  their  excess  profits 
if  they  put  the  excess  profit  tax  in  new  ships.  The  exemption  feature  of  the  law 
should  be  extended  so  tnat  if  a  ship  owner  has  purchased  a  Shipping  Board  boat  and 
is  indebted  to  the  Government  on  that  boat,  the  excess  profits  cnarged  to  the  profits 
on  that  boat,  shall  be  applied  on  the  debt  against  the  ooat.  As  the  law  stands  it 
works  a  manifest  injustice  on  the  Government. 

CONVERaiON    OP    ABMV    PORT    TERMINALS    AND    WAREHOUSE    FACILITIES    PROM    ARMY 

PURPOSES  TO  SHIPPING  PURPOSES. 

When  the  Nation  went  to  war  it  had  a  small  Army  and  small  facilities  for  handling 
the  Army.  It  increased  the  Army  and  the  Army  facilities  during  the  war.  It  built 
great  terminal  warehouses  at  the  several  ports  of  the  United  States,  which  were  used 
to  take  care  of  the  supplies  to  the  Allies  and  to  the  9,000,000  men  which  we  expected 
eventually  to  put  across  the  seas.    Capital  of  the  Nation  was  taken  out  of  active 
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business  and  put  into  these  properties  to  an  extent  of  $175,000,000 — almost  the  cost 
of  the  Panama  Canal.  These  huge  port  terminal  facilities  are  no  longer  of  iise  to  the 
Nation  for  war  purpoeea,  and  should  be  put  back  into  active  commercial  life.  They 
should  be  rented  on  a  low  basis  to  the  several  municipalities  or  States  within  whici 
they  are  located,  for  shipping  and  commercial  purposes,  under  regulations  of  the 
Shipping  Board,  thus  building  up  commercial  activities  at  our  coast  ports  for  fore^n 
business. 

CURTAILMENT   OF   SHIPPING   ACTIVITIES   OP  THE   ARMY. 

When  the  United  States  built  the  Panama  Canal  it  became  necessarv'  to  build  a 
railroad  running  parallel  to  the  canal,  which  at  present  is  being  operated  by  the  War 
Department.  Shortly  thereafter  it  became  necessarv  to  purchase  a  few  l)oat8  to 
take  care  of  the  employees,  troops,  and  supplies  of  the (Jovemment  while  building  the 
canal,  and  to-day  out  of  this  small  beginning  we  have  a  second  merchant  marine  in 
operation  and  under  the  control  of  the  War  Department.  An  investigation  should 
be  made  of  the  extent  of  the  Army  shipping  activities,  and  all  boats  now  operatlnir 
and  used  in  commercial  business  should  be  taken  away  from  the  Army  ana  turned 
over  to  the  Shipping  Board.  The  Government  has  the  power,  in  event  of  war,  to 
commandeer  all  privately  owned  American  ships.  This  small  Army  merchant  marine, 
of  some  25  or  30  ships,  which  they  are  now  operating  and  increasing  in  size  and  com- 
mercial acti\itie8.  is  only  an  experiment.  The  operation  of  these  boats  by  the  Army, 
independent  of  and  in  competition  with  the  Shipping  Board  boats,  is  already* 
menace  to  the  shipping  interests  of  the  southern  j)orts  and  the  southern  trade  routes 
of  the  United  States — the  protection  of  which  is  \ital  to  the  future  shipping  pros- 
perity of  the  South. 

ADJUST  CONTRACTS   OP   SALE   OP   SHIPS  ALREADY  MADE. 

The  Shipping  Board  has  thus  far  sold  about  185  ships,  some  of  them  of  the  new, 
large  tonnage,  but  many  of  them  are  of  the  small  tonnage.  They  are  out  on  different 
terms  of  payment.  The  prices  for  the  new  tonnage  range  from  $225  per  dead- weight 
ton  down  to  $150.  A  record  of  all  the  sales,  with  the  names  of  the  buyers,  and  first 
payment,  together  with  the  original  agreement  and  the  supplemental  agreement  of 
of  sale,  is,  as  of  November  1,  1920,  submitted  herewith.  These  buvers  wore  the 
pioneer  purchasers  of  Shipping  Board  boats,  and  nearly  every  one  of  those  who  pur- 
chased tnese  boats  is  destined  to  be  financially  destroyed  at  an  early  date,  and  the 
American  investment  market,  into  which  the  Shipping  Board  must  go  to  dispose  of 
the  balance  of  its  1,400  ships,  has  already  been  shot  to  pieces.  Shipping  securities 
are  well  known  in  England;  they  are  owned  by  trust  companies,  farmers,  widows, 
and  general  inveators.  Shipping  securities  are  well-nigh  unknown  in  America — 
except  with  a  present  bad  character;  and  if  the  Government  intends  to  sell  it*  1,400 
boats  it  will  have  to  courageously  adjust  these  contracts  with  the  pioneer  purchasers. 
Already  the  Government  has  taken  back  some  61  or  more  of  those  which  it  sold,  eitheT 
by  direct  receipt  or  by  way  of  receivership — a  partial  list  is  herewith  submitted — ^and 
many  of  the  remaining  pioneer  purchasers  are  on  the  verge  of  bankruptcy. 

There  is  no  investment  market  in  America  for  shipping  securities  to-day  because 
of  the  prices  at  which  these  ships  were  sold.  The  contracts  should  be  taken  back, 
whatever  profit  has  been  made  bv  the  owners  should  be  taken  by  the  Government,  a 
commission  for  the  operation  of  tlie  ships  should  be  allowed  the  owner  for  the  period 
of  operation,  and  the  contract  rewritten  at  the  new  prices  when  established. 

War  amortization  belongs  to  the  Nation.  While  with  the  Shipping  Board  the 
above  was  ever  my  position,  and  now  is,  that  the  pioneer  purchasers  of  Shipping 
Board  boats  should  be  given  every  protection  by  the  Shipping  Board,  so  as  to  keep 
clean  the  ship  securities  market.  The  tomporaiy  remedy  suggested  to  the  board 
at  that  time  was  to  extend  time  of  payment  of  mortgage;  extend  interest;  take  back 
ships  where  the  company  had  over-purchased — for  1  ever  looked  forward  to  the  day 
when  Congress  and  the  Shipping  Board  would  do  what  is  recommended  above.  The 
toll  of  receiverships  that  has  occurred  since  last  August,  set  forth  in  the  submitt-ed 
list,  indicates  the  wisdom  of  that  policy,  and  points  out  the  immediate  relief  now 
needed  for  the  balance  of  the  pioneer  purchasers.  While  not  a  member  of  the  Ship- 
ping Board,  permit  mo  to  point  out  that  the  Board,  in  so  far  as  it  was  empowered, 
endeavored  to  work  in  harmony  with  that  suggestion.  Then,  too,  the  present  policy 
of  the  Shipping  Board  in  holding  pioneer  shipping  companies  intact  by  receivership, 
until  Congress  acts,  is  indeed  wise. 
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BSTABLISHMENT   OP   SALES   PRICE    OP   PLEET   SHOULD   BE   IN    EMERGENCY   PLEET   COR- 
PORATION  RATHER  THAN   IN   CONGRESS. 

The  Jones  bill  provides  that  the  Shipping  Board  boats  shall  be  sold  at  reproduc- 
tion prices  less  depreciation.  This  method  will  permit  of  the  sale  of  the  tankers, 
but  01  all  the  other  1,300  boats  belonging  to  the  Government  there  will  be  no  material 
Bale,  unless  the  liquidating  corporation,  if  created,  has  the  power  to  place  those  cargo 
boats  on  the  market  at  from  $100  to  $125  a  dead- weight  ton  except  tankers  and  cargo 

1>assen£:er  boats.  For,  the  longer  they  are  in  the  hands  of  inefficient  operators,  the 
ess  valuable  will  becomes  the  property.  It  is  my  judgment  that  firmly  and  courage- 
ously, the  power  to  establish  tne  price  should  be  placed  in  the  liquidating  corpora- 
tion. It  is  a  commercial  and  not  a  legislative  proposition,  and  should  be  determined 
by  business  men  selected  to  handle  it.  Congress  should  indicate  the  policy  it  desires 
in  this  regard,  but  should  not  destroy  the  power  of  decision  in  the  liquidating  corpora- 
tion to  fix  the  sales  price.  Arbitrary  pro\'isions  of  this  sort  made  by  Congress  in  the 
past  have  always  defeated  the  wise  pro\d3ions  of  Congress  and  complete  paralysis  as 
to  desired  relief  has  ensued. 

SALE   OF   EXCESS  TANKERS. 

The  Shipping  Board  on  November  1,  1920,  had  84  tankers  in  operation.  51  wore 
in  the  direct  Shipping  Board  fuel  oil  service;  8  in  the  |oint  Shipping  Board  and 
private  fuel  oil  service;  12  in  the  Government  fuel  oil  service;  12  in  private  account, 
and  1  unassigned.  It  had.  inaddition,  14  tankers  under  construction  and  under 
contract — a  total  of  98.  At  least  20  of  these  84  tankers  now  in  operation  should  be 
sold  and  the  sale  should  be  made  of  the  14  tankers  under  construction.  There  was  a 
terrific  national  and  international  shortage  of  tankers  from  January  1  to  November 
1, 1920,  and  there  still  is  a  shortage  of  tankers,  but  there  is  being  built,  I  am  infonned, 
about  900,000  tons  of  tankers  in  American  yards  to-day  for  private  delivery,  at  prices 
ranging  from  $180  to  $195  a  dead- weight  ton.  Shortly  there  will  be  an  excess  of 
tankers  and  when  that  occurs,  it  is  questionable  whether  jthe  Shipping  Board  will 
be  able  to  sell  its  tankers  at  reproductive  prices.  It  will  not  be  in  as  bad  a  position 
as  it  is  witli  its  cargo  boats,  but  it  will  be  in  a  comparatively  little  better  position 
as  to  sales.  Before  any  more  private  companies  make  further  contracts  for  tankers 
in  the  private  yards  of  America,  the  Government  should  sell  the  tankers  and  tanker 
contracts  which  it  does  not  need  for  its  own  service. 

SHIP  OPER.\TING  COMPANIES  SHOULD  BE  REDUCED  FROM  176   TO    ABOUT  50   COMPANIES. 

The  Shipping  Board  boats  are  managed  by  about  176  operating  companies  located 
at  the  several  ports  of  the  United  States.  A  great  number  are  inefficient  managers 
and  ships  should  be  taken  away  from  them.  In  some  cases  there  are  as  high  as  five 
operating  companies  handling  one  berth  or  trade,  each  of  the  five  competing  for 
tne  same  business.  Again,  in  many  of  the  ports,  the  operating  companies  could  be 
reduced  50  per  cent  by  mergers — concentration  is  vitally  neetled  and  must  be  firmly 
made.  It  will  materially  cut  the  overhead  expense  in  the  field  and  at  Washington 
and  at  the  same  time  stop  Shipping  Board  boats  from  competing  with  each  other  at  a 
material  loss  to  the  Government. 

EXECUTIVE   PERSONNEL. 

No  form  of  organization  or  legislation  can  accomplish  the  great  beneficial  results, 
in  maintaining  our  merchant  marine,  which  the  American  people  fondly  hope  for, 
without  there  being  the  proper  kind  and  character  of  men  to  manage  the  Shipping 
Board  and  Emergency  Fleet  Corporation  and  translate  the  Jones  bill  into  deeds  of 
micceps. 

The  salaries  which  are  offered  in  the  GovemiH^nt  ser\'ice  can  not  alone  be  deemed 
sufficient  to  attract  men  of  high  ability  and  character  to  that  service.  Yet  there  are 
outstanding  American  citizens,  strong  and  successful  in  private  enterprise— and  the 
war  prove<l  it — who  have  as  high  and  as  lofty  a  pur[)ose  for  the  national  welfare  as  the 
most  humble  citizen  of  the  land,  and  who  are  willing  to  devote  their  time  and  services 
unselfishly  to  the  Government. 

It  is  unfortunate  that  unnecessary  and  unwarranted  supercriticism  should  have 
driven  from  public  service  that  class  of  men.  There  are  many  men  in  the  noonday 
of  their  life,  who  have  accumulated  competences  and  much  valuable  commercial 
experience,  who  are  willing  to  serve  their  Government.  But  we  must  grant  to  them  in 
the  future  at  least  as  fair  and  honorable  motives  as  those  who  criticise.    If  men  do 
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wrong  in  public  service  they  should  be  driven  from  the  society  of  decent  men.  Busi- 
ness men  can  not  be  obtainea  to  fill  important  poets  of  large  responsibility  if  the  public 
permits  political  footballs  to  be  made  of  their  efforts  and  reputations.  The  Govern- 
ment now  needs  strong  men  to  handle  the  Shipping  Board  and  Emergency  Fleet 
Corporation.     It  is  no  politician's  job. 

CONCLUSION. 

There  now  stands  forth,  sun  clear,  six  great  outstanding:  f&cis — 

First.  That  the  responsibilities  and  duties  of  the  Shipping  Board  are  vast  and 
comprehensive. 

Second.  That  the  responsibilities  and  duties  of  the  liquidating  corporation  are 
equally  asgreat,  though  different  and  distinct  in  nature  and  functions. 

Third.  T^at  the  Shipping  Board  should  be  freed  so  that  it  can  function  as  a  mana- 
gerial ship  operating  and  re^ulatoiy  institution. 

Fourth.  Tnat  the  same  distinction  of  separate,  supervisory  legislation  should  be 
recognized  in  the  control  committees  of  the  House  and  Senate. 

Fifth.  That  Federal  regulation  must  come  to  subsidiary  shipping  activities. 

Sixth.  That  the  price  of  the  Shipping  Board  boats  sold  and  to  be  sold  must  be 
readjusted. 

With  the  above  facts  in  mind,  I  am  of  the  firm  opinion  that  an  American  merchant 
marine  can  be  maintained.  For  midst  all  the  trials  and  tribulations  that  now  sur- 
round our  Government  in  shipping  as  a  national  industry,  there  comes  to  my  mind 
the  record  of  the  pioneer  spirit  of  our  forefathers — a  recora  of  vision,  hope,  persever- 
ance, and  courage,  which  m  the  past  has  conquered  and  overcome  every  obstacle  in 
the  path  of  our  national  progress.  Behind  our  merchant  marine  still  stands  that 
pioneer  spirit  of  our  people,  unbroken  and  undismayed,  relying  and  knowing  that  the 
brains  of  American  industry  can  and  will  win  for  them  in  competition  with  the  world. 
Then,  too,  I  have  an  abiding  faith  in  the  common  sense  and  determination  of  the 
American  people,  that  when  aroused,  they  will  demand  of  our  President  and  Con- 
gress, that  our  merchant  marine  shall  be  placed  in  the  control  of  strong  hands, 
made  and  kept  .clean;  and  that  it  shall  be  unshackled  from  the  evils  wmch  now 
threaten  to  choke  its  very  existence.  Our  people  have  made  sacrifices  in  money  and 
pride  to  establish  a  clean  and  effective  mercnant  marine.  They  will  make  more 
sacrifices,  but  they  will  demand  results. 

Respectfully  submitted. 

Martin  J.  Gillbn. 


Name  of  vessel. 


RBCEIVCRSHIP. 


Atlir.tle  Adriitk  Steamship  Co.  (7  vessels). 
Anialusia Steel 


Arcadia . 
As?iitney . . 
I  n  lie  wood. 
O  alesburg. . 

Pawnee 

Pequot 


.d(y. 
.do. 
.do. 
.do. 
.do. 
.do. 


Kind. 


French' American  Line  (Inc.)  (17  vessels). 

Casco Steel 

Wachusett do. .. . 

Wabash do 

Sh  oters  Lsland do. ... 

Bremerton , do. ... 

Wisconsin  (bridge '  Steel  (oil) . 

Yucca Steel 

Demorracy do. ... 

Ice  King do 

Ma'iQefs  Harl)or do 

Rajah d?. . . . 


Tnni'  a do . 

YuJcon do. 

Faith 


D«a<!- 

weiidit 

tons. 


7,475 
6,«S 
6.450 
7,323 
7,323 
7.200 
8,900 


7.900 
6.160 
6,775 
7.240 
7.3TO 
5,100 
4.630 
7.323 
6.103 
3.535 
3,250 
7,653 
7,523 


Bark 'Gratia Stpel(sail). 

Bark  Ph -His ,  Wocd(oU). 

Schooner  S{>endrlft , . 
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Name  Of  vessel. 


Oreen  Star  Steanuhip  Corporation  (5  ce9»el»). 
(Taken  back  new  at  $165  per  dead-weight  ton). 


Apus 

Aquarius. 
Argus — 
A  returns. 
Antinous. 


Kind. 


Intfrnaiional  MarUimt  Corporation  (o  vessels) . 


Lake  Fatonia . 
Lake  Fest.is... 
LakeFizhting 
Lake  G  alien... 
Eastern  Maid . 


Seelt . . 

do. 

do. 

do. 

do. 


Steel  (oil). 

do.... 

do.... 


Italian  Star  Steamship  Line  (1  vessel).  ' 

X,lbertyLand '  Steel 


Standard  Steamship  Co.  (4  vessels). 


I 


Eastern  Star. 

Bannock 

Western  Ally. 
West  Mead... 


St'ites  Steamship  Co.  (8  vessels). 


Balosaro... 

Clio 

Fort  Logan. 
Hyannia . . . 
Morganza.. 
Moosabee. . 

Oyake 

Quinnes^eoo. 


American  Merchant  Mariners  (f  vessels). 


Blran.... 
Hatteras. 


Steel... 

do. 

do. 

do. 


Wood 

do 

do 

do 

(imposition  and  concrete . . . 

Wood 

O>mposition  and  concrete . . . 


Steel.. 
do. 


Victor  S.  Fox  &  Co.{li  vessels).  , 

ChlUicothe I  Steel  (sail). 

Monongahela do , 


Mosbutu do 

Muscoota do 

Arapahoe do 

Tonawanda do 

Oastlewood Steel  (coal) 

Coosa do 

In.sonomia do 

Armenia do 

Jeannette  Skinner '  Steel  (oil) . . 

Mount  Shasta ' do 

Yellowstone  (returned  to  board,  paid  to  board  by  Fox  &  Co.) do 


Dead- 
weight 
tons. 


9,500 
9,500 
9,500 
9,500 
9,500 


4,050 
4,050 
4,050 


4,  w» 


7,825 


6,699 
7,388 
K,314 
8,541 


3,425 
3,425 
3,425 
3.42fr 
3,425 
3,425 
3,425 
3,425 


5,025 
7,467 


3,500 
4,150 
4,950 
3,750 
3,000 
2,700 
3,141 
2,625 
6,020 
6,982 
8,660 
7,242 
9,410 


:8TATEMENT    SHOWING    NUMBER    OF    VESSELS    SOLD    UNDER    VARIOUS    TERMS    OF    PAY- 
MENT. 

United  States  Shipping  Board  Emergency  Fleet  Coreoration. 

General  Comptroller's  Department. 

December  2,  1920. 
Prom:  J.  H.  White,  chief  accountant  Ship  Sales  division. 
To:  General  comptroller. 
Subject:  Statement  showing  niunber  of  vessels  sold  under  various  terms  of  payment. 

1 .  Inclosed  herewith  is  a  statement  showing  the  terms  of  payment  and  the  vessels 
4old  under  each  classification. 

2.  This  statement  includes  all  sales  recorded  in  the  accounts  of  the  Ship  Sales 
•division  with  the  exception  of  vessels  fully  paid  for  and  requisitioned  vessels  recon- 
veyed  to  former  owners. 

J.  H.  White, 
CkieJ  Accountant  Ship  Sales  Division, 
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Summcay  of  stateTnent  of  vessels  sold  to  Dec.  t,  1920 ^  in  which  the  Shipping  Board  retains 

an  interest. 


Num- 

Installments. 

ber 
of 

First 
pay- 

1 

j 

ves- 

ment. 

Per 

Period  cover- ' 

sels. 

cent. 

ed. 

Original    agree- 

ment  still   in 

effect 

22 
5 

...... 

100 
100 

3i  years. 
10  years. 

.5 

2 

100 

12  years. 

23 

24 

97J 

Charter  pur- 
chase.          1 

1 

8 

92- 

5  years.           i 

5 

10 

90 

3  years. 

1 

10 

90 

^  years. 

1 

10 

90 

5  years. 

1 

10 

90 

10  years. 

30 

10 

90 

12  years. 

1 

15 

85 

5i  years. 

1 

20 

80 

3  years. 

2 

25 

T.-) 

li  years. 

12 

25 

75 

2  years. 

25 

25 

75 

3  years. 

1 

25 

75 

4  years. 

28 

25 

75 

5  years. 

4 

95 

75 

7.\  years. 

1 

30 

70 

3  years. 

1 

30 

70 

5  years. 

1 

31 

69 

5  years. 

1 

40 

60 

4  years. 

Original  agree- 
ment still  in 
effect 

Total 

S  u  p  p  1  emental 
agreement 


Total. 


Num- 
ber 
of 
ves- 
sels. 


First 
pay- 
ment. 


1 

1 

24 


198 


1 

13 
1 
6 

3 
2 
20 
6 
3 
1 
1 
1 
1 


59 


50 
50 

0) 


^ 

10 
10 
10 

10 
25 
25 
25 
25 
25 
25 
32 
65 


Installmets. 


Per 
cent. 


50 


Period  cover- 
ed. 


6  months. 
5  years. 


94}     3  years. 
90    I  6  years. 
90    I  74  years. 
90      1  per  cent  per 

,     month. 
90    •  12  years. 
50    '  5  years. 
75      74  years. 
624     74  years. 
75    I  8  years. 
50    I  8  vears. 
62k  I  8  years. 
68      5  years. 
35    I  9  months. 


>  Brooks  Steamship  Co. 

s  Represents  percentage  unpaid  when  supplemental  agreement  was  signed. 
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TESTIMONT  OF  MB.  WILLIAM  DENMAN— Eesnmed. 

The  Chairman.  Mr.  Denman,  you  may  proceed  if  you  have  left 
unsaid  something  you  had  in  mind. 

Mr.  Denman.  Now,  Mr.  Chairman,  I  desire  to  oflFer  a  statement 
on  the  matter  of  Diesels,  which  I  can  be  examined  upon,  as  Mr.  Gillen 
is  to  be.  The  reason  I  ask  to  have  it  placed  in  the  record  is  because 
I  have  drawn  together  in  one  place  tne  matters  that  are  scattered 
throughout  my  testimony,  ana  so  that  anybody  looking  over  my 
policy  on  Diesels,  or  what  I  recommend  as  the  future  policy  of  the 
Shipping  Board,  may  find  it  in  compact  form. 

The  CiiAiKMAN.  Does  it  contain  anything  that  you  have  not  already 
said  ? 

Mr.  Denman.  It  contains  certain  matters  which  I  have  already 
stated,  on  which  you  can  examine  me,  but  I  wish  to  bring  it  together, 
as  Mr.  Gillen  has  brought  his  testimony  together,  in  a  compact  state- 
ment.    It  is  not  very  long. 

The  Chaiuman.  Perhaps  if  you  will  read  it,  it  will  put  it  in  shape 
before  the  committee  so  that  the  members  of  the  committee  can 
examine  you  on  it  if  they  so  desire. 

Mr.  Denman.  All  right.  The  purpose  of  my  appearance  before 
this  committee  is  to  urge  the  revival  of  my  project  as  chairman  of  the 
Shipping  Board  to  bund  a  large  fleet  of  Diesel  motor  ships. 

The  rejection  was  the  climax  in  the  tragedy  of  misfortunes  of  the 
Hurley  administration.  Despite  its  notable  accomplishments,  he 
has  unconsciously  contributed  more  to  the  success  of  our  Scandinavian 
and  British  competitors  on  the  sea  than  the  most  ardent  of  our  few 
Anglo -un-American  administration  during  the  war. 

When  I  put  the  word  ** emergency"  into  the  title  of  the  Fleet 
Corporation,  it  was  to  indicate  the  war  emergency  which  compelled  us 
to  build  so  many  oil-fuel  steam  engines,  as  well  as  our  wooden  hulls. 

The  obsolete  character  of  the  wooden  hull  required  no  explanation. 
The  wasteful  use  of  oil  under  the  steam  boilers,  consuming  nearly 
three  times  the  fuel  of  the  many  existing  motorships  of  the  Danisn 
East  Asiatic  and  other  fleets,  was  well  known.  For  years  these  large 
motorships  had  sailed  under  my  windows  over  the  Golden  Gate. 
Admiral  Lord  Fisher  had  already  pointed  out  the  approaching  obsoles- 
cence of  the  marine  steam  engine. 

When  I  became  chairman  of  the  Shipping  Board,  the  East  Asiatic 
Co.  and  other  Scandinavian  owners,  in  scores  of  voyages,  some  over 
a  year  in  length  and  all  around  the  world,  had  established  the  para- 
mount commercial  value  of  the  Diesel  motorship.  It  was  then  be- 
yond either  practical  or  scientific  question  or  doubt. 

I  hand  the  committee  the  photograph  of  21  of  these  vessels, 
aU  then  in  successful  commercial  use,  some  for  years  before  that 
time.  They  range  from  6,500  to  10,000  tons  carrying  capacity  at 
over  10  knots  speed,  and  some  are  over  11  knots  speed.  There  were 
many  more  besides  those  of  the  design  of  these  engines  and  of  other 
designs. 

The  project  for  building  them,  the  necessary  license,  the  plant, 
the  Ci-amps  shipyard  and  the  skilled  workmen  were  all  procured 
under  my  admmistration.  There  were  many  other  Diesel  plants 
available  for  their  construction,  a  list  of  which  I  put  in  the  record 
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on  yesterday.  A  contract  was  offered  us,  and  we  were  debating 
whether  we  would  commandeer  and  make  it  a  national  project  or 
accept  the  contract.  It  was  my  administration's  contribution  to  the 
■commercial  future  of  the  American  mercantile  marine.  It  would 
have  taken  no  more  time  for  the  Cramps  to  complete  the  Diesel  plant 
than  to  establish  any  one  of  the  new  plants  for  steam  engines.  The 
•contract  was  for  9,600  deadweight  toimers  at  11.6  knots  speed. 

During  the  war  Great  Britain,  which  had  many  Diesel  plants,  some 
making  marine  and  some  making  other  engines,  was  compelled  to 
turn  to  the  building  of  submarine  Diesels.  The  submarine  Diesel  is 
a  more  complicated  and  finer  mechanism  than  these  commercial  ma- 
rine Diesels,  but  vast  quantities  were  turned  out  in  the  British  yards, 
in  those  Diesel  factories  in  Great  Britain,  durmg  the  activities  of  the 
war,  and  while  we  were  building  none  with  the  Government  money. 
Lord  Pirrie's  plant,  the  Harlan  &  Wolff  yard,  was  using  the  same 
license  that  I  procured,  and  actually  constructed  the  largest  com- 
mercial marine  Diesel  sliip  at  any  time  built.  This  was  m  war  time. 
This  ship  was  the  Glenapp,  a  marine  Diesel  cargo  and  passenger  ship 
of  upward  of  15,000  tons  dead- weight  capacity  and  of  more  than  14 
knots  speed. 

At  the  present  rate  of  consumption  it  has  been  estimated  by  geolo- 
gists and  practical  oil  men  that  the  American  oil  supply  will  be  con- 
sumed inside  25  years.  This  is  the  occasion  of  Secretary  Colby's 
note  to  the  British  on  their  mandate  over  the  Mesopotamian  oil 
fields.  Can  wo  waste  two-thirds  of  our  fuel  oil,  through  steam  boiler 
tubes  and  up  the  smokestack,  in  view  of  this  world  on  condition  ? 

Georee  Otis  Smith,  Director,  United  States  Geological  Survey,  on 
November  17,  1920,  at  a  meeting  of  the  American  Petroleum  Insti- 
tute, said: 

In  acknowledging  the  superior  claim  of  the  marine  use  of  fuel  oil,  this  priority  must 
be  qualified  by  the  condition  thafeven  on  the  eeas  the  beet  use  should  be  made  of 
the  mvalualjlie  fuel.  The  marine  steam-engine,  even  of  the  turbine  type,  must  give 
pla<"e  to  the  heavy  oil  engine,  under  the  rule  of  getting  the  most  out  of  a  limited  re- 
source. The  very  facta  that  support  the  argument  for  the  marine  use  of  fuel  oil,  greater 
efficiency  and  economy  of  space  and  labor,  can  be  cited  in  favor  of  the  internal- 
combustion  engine  of  the  Diesel  type  as  against  the  steam  engine.  The  increased 
thermal  efficiency  of  the  new  engine  with  its  re-sulting  addition  to  available  cargo 
space  or  to  cruising  radius,  is  more  than  2^  tima<<  that  of  the  steam  engine.  The 
experience  of  the  jBethlehem  Steel  Co.  is  that  their  new  oil-engine  ore  carrier, 
the  '*Cubore,"  is  continuous  service  between  Cuba  and  Sparrows  JPoint,  Md.,  uses 
only  36.7  per  cent  of  the  fuel-oil  consumed  by  a  sister  phip  differing  only  in  that  it 
has  the  most  modern  type  of  steam  plant.  The  tremendous  economy  thus  possible 
in  the  marine  consumption  of  fuel  oil  demands  the  immediate  adoption  of  internal- 
combustion  engines  if  the  world  wants  to  make  the  largest  use  of  its  oil  resources  for 
the  longest  time. 

Our  wasteful  steamships, built  for  the  war  emergency,  are  hopeless 
in  competition  with  these  Diesel  vessels.  Motor  ships  carry  no 
boilers  or  condensers,  and  but  one-third  the  fuel.  As  a  consequence 
they  have  over  12  per  cent  more  cargo  capacity.  This  in  itself  means 
a  handsome  profit  in  ship  operation. 

Over  60  per  cent  of  the  new  cargo  vessels  ordered  in  Great  Britain 
during  the  last  six  months  are  motor  ships.  Norway,  Denmark, 
Sweden,  and  Holland  build  nothing  else  when  they  can  get  engines. 
Lloyd's  agents  are  now  inspecting  the  construction  of  300  sets  of  oil 
engines.  These  aggregate  600,000  horsepower,  which,  in  terms  of 
11-knot  cargo  ships,  is  a  million  and  a  half  tons.     The  largest  is  a 
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British  passenger  and  cargo   ship  of  15,760  tons  dead  weight  and 
14  knots  speed.     Six  are  ot  14,000  tons  dead  weight  and  over. 

This  is  active  construction  in  Great  Britain.  The  orders  double 
this.  There  are  15  marine  Diesel  engine  factories  in  Great  Britain 
alone.  Lord  Pierrie  controls  four  of  them,  three  in  Scotland  and  one 
in  Ireland,  using  the  same  license  we  procured  for  the  board's  pro- 
gram in  1917.  There  are  many  more  in  Holland,  Denmark,  Sweden, 
and  Norway.  They  are  just  beginning  to  operate  plants  for  large 
size  Diesels  in  this  country.  In  all  the  billions  the  Government  has 
spent,  not  a  dollar  has  gone  to  build  a  Deisel  engine  large  enough 
for  a  10,000-ton  freighter. 

Our  wasteful  steam  engines  are  dependent  on  British  bunkers. 
We  can  not  carry  enough  fuel  to  pay  the  loss  up  the  smokestack 
and  complete  our  long  voyages.  We  must  stop  and  beg  fuel  supply 
at  the  British  and  other  bunkering  stations  on  the  China  coast,  in 
Japan,  in  the  East  Indies,  at  Suez,  at  Aden,  in  the  Mediterranean  ^ 
and  in  the  South  Atlantic 

How  the  British  coerced  our  commerce  by  bunkering  agreements 
before  we  entered  the  war,  is  now  history.  I  am  not  seeking  to 
attack  it  as  a  war  necessity.  The  important  thing  is,  they  can  do 
it  again. 

The  sailing  radius  of  a  10,000-ton  Diesel  ship  is  28,000  miles  on 
the  oil  in  her  ballast  tanks.  This  is  once  around  the  world,  past 
all  the  British  and  other  bunkering  stations,  and  **then  some,"  as 
shipping  men  put  it. 

The  United  States  can  balance  its  fleet  only  by  adding,  or  con- 
verting from  steam,  at  least  a  million  tons  of  motor  ships.  We 
shoulcf  stimulate  the  building  of  Diesel  factories  and  produce  more 
than  our  British  and  Scandanavian  competitors.  If  we  do  not,  we 
have  lost  the  battle  for  maritime  supremacy,  and  will  not  have  even 
a  fair  minor  share  in  the  world's  sea  carriage. 

I  have  here  a  statement  giving  a  partial  list  of  Diesel-driven 
merchant  motor  ships  at  present  building  in  Great  Britain,  which  I 
will  ask  to  have  copied  mto  the  record.  Only  about  one-tliird,  I 
think,  of  the  yards,  or  half  of  the  yards,  are  shown  here.  The  others 
have  not  reported  out.  But  this  list  totals  65  ships  of  583,600 
dead-weight  tons,  and  227,800  indicated  horsepower.  I  have  a 
summary  at  the  foot  of  this  statement  showing  the  fuel  saving  on 
this  fleet.  I  won't  repeat  that.  This  is  only  a  partial  list.  It 
contains  nothing  concerning  the  other  yards  enumerated  in  a  para- 
graph at  the  bottom  of  the  list,  and  nothing  about  the  tremendous 
activity  in  Norway,  Sweden,  France,  Italy,  Denmark,  and  Holland, 
where,  under  various  patents  and  various  designs,  large  cargo  and 
passenger-carrying  ships  of  this  type  are  being  built. 

(The  stateinent  referred  to  is  here  printed  in  full  in  the  record,  as 
follows:) 
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The  Chairman.  Well,  Mr.  Denman,  I  understood  from  your  state- 
ment made  on  yesterday  that  there  are  a  number  of  factories  which 
are  ecjuipped  in  this  country  to  build  large  Diesel  engines  at  the  pres- 
ent time. 

Mr.  Denman.  There  are  now  building,  just  commencing  to  build, 
Diesel  engines  of  laree  marine  type. 

The  Chairman.  For  whom  ? 

Mr.  Denman.  Private  account. 

The  Chairman.  Are  there  shipbuilding  concerns  that  are  building 
motorships  of  large  tonnage  in  this  country  at  the  present  time  ? 

Mr.  Denman.  The  Cramps  have  just  begun  building  for  the 
American-Hawaiian  Steamship  Line — that  great  fleet  of  vOvSsels  that 
used  to  steam  from  San  Francisco  to  Atlantic  ports  through  the  canal 
and  carried  our  bulk  products  by  that  route — they  have  isut  ordered 
two  of  the  same  type  that  I  desired  to  have  the  board  adopt. 

Mr.  Schawb  did  not  have  this  license:  the  Cramps  had  it.  Mr. 
Schwab  set  about  to  develop  a  Diesel  of  his  own,  of  an  entirely  dif- 
ferent type,  what  is  known  as  the  two-cycle  type,  and  had  one  vessel 
running  with  the  now  type  of  Diesel  in  it,  the  Cuhore.  the  vessel  to 
which  George  Otis  Smith,  Director  of  the  United  States  Geological 
Survey,  referred  in  the  statement  I  read. 

And  there  are  a  number  of  other  plants  in  the  United  States  ca- 
pable of  undertaking  the  conversion  or  the  building  of  engines  for  now 
Diesel  ve-^sels.  The  trouble  about  doing  the  thing  on  private  account 
is  this:  Nobody  knows  to  what  point  the  Government  is  going  to 
write  down  its  steam  fleet.  Nobody  knows  what  the  policy  of  the 
Government  is  going  to  be  with  regard  to  a  merchant  marine.  Capi- 
tal is  hesitating  to  invest,  fearing  that  a  weak-handed  policy  may 
make  any  ships  unprofitable,  and  also  fearing  that  when  the  Govern- 
ment writes  down  the  values  of  its  present  fleet  and  begins  to  sell 
some  of  them  at  scrap  prices,  that  tne  value  of  steamships  will  be 
utterlv  uncalculable,  and  therefore  that  ventures  at  this  time  are 
unwise.  The  Government  has  got  to  at  once,  if  we  are  going  to  have 
a  balanced  fleet  of  vessels,  arrange  for  something  iflce  the  same 
amount  of  Diesel  tonnage  that  our  competitors  have. 

The  Chairman.  Wc  have  1 ,400  ships,  a  lai^e  portion  of  which  at 
the  present  are  tied  up.  Would  you  advocate  the  Government, 
through  the  Emergency  Fleet  Corporation,  building  more  ships  with 
Diesel  engines  in  them  ^ 

Mr.  Denman.  I  think  so,  because  you  will  not  have  any  Diesels 
tied  up.  When  the  last  steamship  is  tied  up  because  it  can  not  run 
on  the  sea  your  Diesels  will  be  running  at  a  profit:  and  if  it  is  a  Ques- 
tion of  maintaining  our  supremacy  on  the  seas  and  getting  our  share 
of  the  commerce  of  the  world,  we  should  have  these  ships.  It  may 
be  the  Government  can't  aiford  it.     It  mav  be  that  it  does  not  want 

ft. 

to  go  ahead  but  will  leave  it  to  private  capital. 

The  Chairman.  My  question  is,  Would  you  advocate  the  Govern- 
ment, through  tlie  Emergency  Fleet  Corporation,  building  more 
ships,  when  it  already  has  a  large  fleet  of  steam  vessels,  to  the  number 
of  some  1,400,  a  large  portion  of  which  are  tied  up? 

Mr.  Denman.  I  have  my  doubts  whether  I  want  the  Government 
to  act  through  the  Shipping  Board  in  any  project.  I  want  to  see 
centralized  control  and  not  board  operation  in  the  matter  of  building 
ships.     But  I  would  say,  in  answer  to  your  question,  that  if  they  can 
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not  be  gotten  through  any  other  agency  of  the  Government,  that  the 
Government  should  balance  its  fleet.  If  it  is  the  intention  to  go 
ahead  and  manage  the  fleet  that  it  has,  it  is  foolish  to  go  into  compe- 
tition with  our  opponents  and  not  have  the  weapons  for  the  contest. 

The  Chairman.  Mr.  Denman,  these  facts  that  you  have  brought 
out  here  have  been  pretty  well  known  in  shipping  circles  for  montns, 
have  they  not  ? 

Mr.  Denman.  Yes,  Mr.  Chairman. 

The  Chairman.  How  do  you  explain  the  fact  that  no  American 
concern  has  undertaken,  with  the  possible  exception  of  the  American- 
Hawaiian  Steamship  Co.,  to  have  constructed  Diesel  motorships  ? 

Mr.  Denman.  In  the  first  place,  private  capital  has  been  loath  to 
enter  into  the  shipping  business  in  competition  with  the  Govern- 
ment. It  does  not  Know  where  it  is  going  to  land.  Very  few  new 
ships  have  been  purchased,  but  the  fact  is  that  there  is  strong  inquiry 
as  to  where  they  can  be  built  and  a  strong  demand  for  Diesel  motor- 
ships.  The  Government  of  Norway  tooK  three  20-year-old  hulls 
and  equipped  them  with  Diesels  of  this  type  that  Lord  rierrie  is  using, 
in  the  Harlan  and  Wolff  yards.  As  I  have  said,  the  hulls  are  20  years 
old,  and  the  Diesels  were  Burmeister  and  Wain  Diesels,  and  those 
vessels  were  sold  to  New  York  owners  six  months  ago  at  $240  a  dead- 
weight ton — even  though  the  hulls  were,  as  I  have  said  20  years  old 
— as  against  $175  to  $180  a  ton  for  new  steel  turbine  steamships. 
You  can  therefore  see  what  the  demand  is  for  them  if  they  can  get 
them. 

The  Chairman.  But  if  there  is  such  a  great  advantage  in  this  tvpe 
of  ship,  if  they  will  be  carrying  freight  when  the  last  steam-propelled 
vessel  is  tied  up,  why  should  private  operators  or  steamship  compa- 
nies hesitate  on  account  of  the  United  States  Government's  fleet 
about  constructing  these  ships  and  goin^  ahead  and  operating  them  ? 

Mr.  Denman.  Because,  first,  there  is  general  hesitation  about 
expanding  in  the  steamship  business  with  the  Government's  policy 
unsettled.  Second,  inability  to  ^et  the  engines  if  they  wanted  them 
for  quick  delivery,  with  uncertamty  as  to  future  forces  on  the  sea. 
Now,  if  we  had  had  built  in  1917  a  large  group  of  these  Diesel  facto- 
ries, then  these  Americans  could  have  gone  to  them  and  gotten  their 
engines  and  the  Government  would  not  now  bo  faced  by  the 
problem  of  a  semiobsolete  type  of  vessel,  and  bantering  the  question 
as  to  whether  private  or  Government  ownership  should  operate  them. 

The  Chairman.  You  had  procured  a  license  irom  one  of  the  largest 
construction  concerns  in  America  ? 

Mr.  Denman.  The  Crajnps  had  that. 

The  Chairman.  Early  in  your  administration? 

Mr.  Denman.  Yes,  sir. 

The  Chairman.  I  assume  they  now  retain  that  license. 

Mr.  Denman.  They  are  building  ships  for  the  American-Hawaiian 
line. 

The  Chairman.  They  still  retain  that  license,  do  they  not? 

Mr.  Denman.  Yes,  sir. 

The  Chairman.  And  they  have  had  it  all  that  time  ? 

Mr.  Denman.  Yes,  sir. 

The  Chairman.  And  they  were  in  a  position  to  go  ahead  and  build 
some  engines  for  private  account  if  they  wanted  them  ? 

Mr.  Denman.  Not  during  the  war.  They  have  been  loaded  up 
with  contracts  from  the  Government  for  steam  vessels. 
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The  Chairman.  They  have  been  engaged  in  other  work  or  could 
have  been,  since  the  cancellation  of  contracts  in  March,  1919  ? 

Mr.  DiSNMAN.  No;  they  had  been  building  a  Diesel  plant.  I  do 
not  know  when  they  began,  but  they  are  building  it  now. 

The  Chairman.  They  are  building  it  now? 

Mr.  Denman.  Yes,  sir. 

The  Chairman.  How  long  will  it  take  to  construct  a  Diesel  plant! 

Mr.  Denman.  They  had  a  Diesel  plant  at  the  time,  1917,  for  the 
purpose  of  this  project 

The  Chairman  (interposing).  Sufficient  to  buUd  those  24  engines 
you  referred  to ;  some  20  or  24,  I  believe  ? 

Mr.  Denman.  Yes,  sir. 

The  Chairman.  They  have  had  that  all  along  ? 

Mr.  Denman.  No;  they  acquired  it  for  that  purpose.  They  went 
over  to  other  business.  As  a  matter  of  fact  what  happened  "during 
the  war  was  that  these  Diesel  plants  built  steam  engmes.  If  you 
talk  about  converting  steam  plants  to  Diesel  engine  plants,  the 
Diesel  plants  built  steam  engines,  and  of  all  the  topsy  turvies  I  have 
ever  heard  of  that  was  the  most  extraordinary. 

The  Chairman.  Did  you  ever  bring  this  to  the  attention  of  Mr. 
Schwab  when  he  was  acting  as  Mr.  Hurley's  assistant? 

Mr.  Denman.  No,  I  did  not.  I  assumed  that  the  recommenda- 
tions as  to  type  came  from  the  operating  end. 

The  Chairman.  Well  now,  have  you  any  knowledge,  Mr.  Denman, 
as  to  whether  or  not  the  Fleet  Corporation  or  the  Shipping  Board 
did  actually  have  constructed  some  Diesel  engines  which,  upon  a 
try  out,  proved  to  be  failures? 

Mr.  DENMA.N.  I  do  not  know  w^hether  they  proved  to  be  failures 
or  not,  Mr.  Chairman.  But  they  were  not  of  the  type  of  the  Danish 
East  Asiatic  Fleet  and  those  that  these  other  great  neets  were  using. 
They  were  smaller  than  were  necessary  for  a  10,000- ton  type  of 
ship,  which  is  about  the  cargo-carrying  unit. 

The  Chairman,  You  let  contracts  for  a  great  many  ships  of  less 
tonnage  than  that? 

Mr.  Denman.     Oh,  yes. 

The  Chairman.  And  could  not  Diesel  engines  have  been  put  in 
smaller  types  as  well  as  in  10,000-ton  ships  ^ 

Mr.  Denman.  Yes,  sir;  and  be  very  valuable  in  certain  services. 

The  Chairman.  Do  you  know  %vhether  or  not  they  actually  did 
have  Diesel  engines  for  smaller  ships  which,  upon  try  out,  were 
pronounced  to  be  failures  ? 

Mr.  Denman.  I  do  not  know  whether  they  were  j)r<Snounced  to 
be  failin-es  or  not.  I  understand  that  those  small  engines  that  were 
ordered  by  the  Shipping  Board,  of  a  type  that  at  that  time  was  not 
developed,  and  not  such  as  the  Burmcister  and  Wain  and  the  Werks- 
poor  type,  were  not  completed  for  the  Shipping  Board,  and  I  am 
told  were  completed  for  other  persons  and  successfully  completed 
and  that  the  vessels  had  good  engines. 

The  Chairman.  They  have  what  i 

Mr.  Denman.  That  the  engines  are  good  engines. 

The  Chairman.  If  I  get  your  recommendation  correctly  as  read 
from  your  statement  A\iiich  you  made,  it  is  that  the  Government 
should  either  go  into  the  building  of  motor-propelled  ships  or  assist 
private  concerns  in  having  a  fleet  of  motorships  built  anddeveloped. 
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Mr.  Denman.  That  is,  if  the  Government  is  going  to  adopt  a 
vigorous  policy  for  the  purpose  of  entering  into  overseas  competi- 
tion. If  It  is  going  to  have  a  lax  hand,  if  we  are  going  to  drift  along 
AS  we  did,  controlled  by  British  and  German  propaganda,  for  years 
in  this  coimtry,  affectmg  every  ship  measure  that  we  desired  to 
have  put  through  by  the  Congress;  if  the  policy  is  going  to  be  to 
drift  along,  then  I  answer  *'no."  But  if  we  are  going  to  get  into 
the  game  and  drive  it  through,  "yes." 

The  Chairman.  In  event  that  the  Government  is  going  to  pursue 
A  vigorous  policy  in  behalf  of  the  merchant  marine,  what  is  to  become 
of  this  fleet  of  steam  vessels;  that  is,  if  we  are  going  to  embark  in 
constructing  a  motor-ship  fleet  or  going  to  assist  in  the  development  of 
A  motor-ship  fleet? 

Mr.  Denm:an.  Exactly  what  will  become  of  the  steam  vessels  of 
our  opponents.  The  vast  mass  of  fleets  of  the  world  are  steam. 
They  are  gradually  introducing  the  motor  ship  as  the  modern  type  of 
propulsion.  We  want  to  keep  pace  with  them.  These  vessels  will 
be  used,  gradually  becoming  obsolescent,  and  will  go  on  the  cheaper 
runs  and  the  shorter  runs,  where  saving  of  fuel  does  not  mean  so 
much.  We  must  keep  pace  at  least  with  our  competitiors  in  the  type 
of  ship  that  they  are  usmg.  We  are  more  in  need  of  it  than  they  are, 
because,  as  I  have  said,  we  are  a  high-wage  coimtry,  and  the  Diesel 
engine  cuts  out  a  certain  number  of  operators  in  the  engine  room. 
We  are  a  bulk-carrying  country,  and  we  want  space  and  large  space 
on  our  ships.  We  are  an  oil-producing  country  and  have  the  oil  for 
ships.  We  are  a  long-voyage  country,  across  the  Pacific  and  the 
Atlantic,  and  in  the  long-voyage  savings  are  the  savings  in  fuel  con- 
sumption and  larger  cargo  space. 

The  Chairman.  Isn't  it  a  fact  that  practically  all  of  the  commerce 
brought  to  our  ports  today  in  competition  with  our  own  fleet  arrives 
in  steam-propclied  vessels  ? 

Mr.  Denman.  That  is  quite  true,  because  the  bulk  of  the  fleets  of 
the  world  are  still  of  steam,  but  the  fact  is 

The  Chairman  (interposing).  There  are  21  of  these  vessels  float- 
ing around  somewhere. 

Mr.  Denaun.  Oh,  there  are  over  a  hundred  of  them. 

The  Chairman.  How  is  it  that  none  of  them  get  to  the  United 
States  ? 

Mr.  Denman.  Why,  Mr.  Chairman,  I  thought  I  described  on  yes- 
terday the  voyages  those  vessels  take.  They  arc  sailing  in  and  out 
under  my  window  over  the  Golden  Gate  constantly,  and  unless 
California  is  out  X)f  the  United  States  they  are  coming  to  a  port  in 
this  country  and  carrying  cargoes  to  and  from  that  port.  The  fact 
is  that  the  iPacific  coast  is  so  far  from  you  in  the  East  that  the  Pacific 
coast  conditions  are  not  known  to  our  Atlantic  coast  men,  just  as  I 
wanted  somebodv  on  the  Atlantic  coast  to  be  the  chairman  of  the 
Shipping  Board  for  the  reason  that  I  did  not  feel  I  was  acquainted 
witn  the  Atlantic  coast  conditions.  The  United  Fruit  (/O.  has  been 
using  Diesels ;  the  Atlantic  Transport  Co.  is  using  them ;  the  Hamburg- 
American  line  has  been  using  them.  The  Hamburg-American  line, 
at  the  time  the  war  came  on,  had  orders  out  for  a  very  large  fleet  of 
them,  of  the  Buremister  and  Wain  type.  They  are  also  experiment- 
ing with  another  type  of  them  in  Germany. 
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The  Chairman.  Do  you  know  whether  or  not  experiments  are  in 
process  in  thiai  country  for  the  development  of  an  American  type  of 
this  Diesel  engine  ? 

Mr.  Denwcan.  That  is  the  same  sort  of  thing  we  had  in  the  matter 
of  the  Liberty  motor.     Of  course  we  want  to  improve  it. 

The  Chairman.  I  asked  you  whether  or  not  you  know  that  is 
going  on. 

Mr.  Denman.  Well,  I  can  tell  you  something  about  that.  About 
a  year  ago  it  was  announced  that  we  were  going  mto  some  experiments 
on  what  was  known  as  the  Deisel  electnc  drive.  Now,  the  electric 
drive  has  been  very  successful  on  our  war  ships;  and  where  huge 
engine  powers  are  involved,  100,000  horsepower  for  instance,  as 
against  3,000  or  4,000  horsepower  used  on  the  freighters,  you  can  see 
wnere  the  value  of  the  electric  drive  would  come  in.  On  the  naval 
ships  there  is  economy  and  facility  of  operation  gained  by  taking  those 
enormous  powers  anci  transmitting  tnem  through  electricity  to  the 
shaft  rather  than  by  trying  to  put  tne  enormous  power  directly  on  the 
shaft  by  mere  physical  action.  That  is  a  great  gain.  Now,  it  has 
been  suggested  that  the  same  thing  might  be  true  m  transmitting  the 
power  from  the  low-powered  Diesels  to  the  shaft.  It  is  an  experi- 
ment; I  hope  it  succeeds.  But  the  interesting  thing  is,  Mr.  Cnair- 
man,  that,  though  announced  a  year  ago,  there  is  no  Diesel  electric 
drive  ship  nmnmg,  and  I  understand  no  Diesel  electric  drive  ship 
under  construction. 

Now,  gentlemen  of  the  committee,  by  the  time  you  have  got  your 
experiments  developed,  two  or  three  years  will  have  gone  by;  the 
commerce  of  the  world  will  be  established  on  other  people's  ships 
to  a  certain  extent,  to  a  large  extent  I  will  add,  and  will  be  out  of  our 
hands  and  we  will  be  out  of  the  race.  These  Diesels  are  proved  things. 
It  is  just  like  the  Babcock  and  Wilcox  boiler,  or  the  triple  expansion 
engine,  or  any  of  the  types  that  were  advanced  in  the  nineties  and 
eighties  and  which  are  now  going  into  obsolescence. 

The  Diesel  engine  in  1917  was  a  proved  commercial  success,  and 
those  21  ships,  a  photograph  of  which  I  left  here,  prove  it;  as  the 
other  100  now  in  existence  demonstrate  it  every  day. 

When  people  come  to  you  and  tell  you  the  Diesel  is  an  experimentAl 
matter  I  ask  you  that  you  show  them  these  21  ships,  and  ask  them  if 
they  have  read  the  reports  of  trips  that  are  given  by  the  Danish  East 
Asiatic  Co.,  which  reports  they  give  out  and  are  glad  to  give  out. 
Ask  if  they  have  seen  thom,  and  have  noted  the  tremendous  saving 
and  economies  in  operation  annually.  The  Danish  East  Asiatic  Co. 
is  one  of  the  most  prosperous  steamship  companies  in  the  world 
and  has  been  since  the  oeginning  of  the  use  of  these  motor  ships. 

The  Chairman.  Can  not  you  understand  that  the  new  administra- 
tion coming  into  the  Shipping  Board  upon  your  retirement,  finding 
contracts  having  been  awarded  for  hundreds  of  ships,  with  ships 
under  construction  already  requisitioned,  with  ships  in  the  fleets  on 
the  high  seas  commandeered,  with  arrangements  having  been  made 
for  the  cessation  of  bridge  building  and  of  building  operations  gen- 
erally except  where  absolutely  necessary,  with  the  steel  supply  prac- 
tically diverted  toward  shipbuilding  operations,  with  all  the  engine 
builders  of  the  country  arranged  with  for  the  construction  of  steam 
engines 

Mr.  Denman  (interposing).  And  with  the  Diesel  engine  builders 
at  that  time,  Mr.  Chairman. 
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The  Chairman  (continuing).  With  the  steam  engine  builders 
having  been  arranged  with,  or  contracts  having  been  entered  into 
with  them,  with  the  great  emergency  which  confronted  the  board,, 
that  they  would  naturally  hesitate  about  departing  from  that  pro- 
gram and  entering  upon  a  new  line  of  engine  construction  using  a 
different  fuel. 

Mr.  Denman.  They  were  not  departing  from  my  program.  You 
are  describing  things  that- 1  handed  over  to  them,  and  a  part  of  that 
was  this  contract  which  was  not  signed;  nor  were  the  facilities  com- 
mandeered, and  it  would  not  have  interfered  with  any  building  of 
steamships. 

The  Chairman.  The  contract  was  not  signed  because  you  had  not 
decided  which  wav  you  would  do  it,  had  you? 

Mr.  Denman.  ft  was  not  signed  by  ray  successors  because  they 
did  not  decide 

The  Chairman  (interposing).  No.  it  was  not  signed  by  you,  you 
told  us  on  yesterdav,  because  you  were  debating  whether  you  would 
commandeer  the  plant  or  whether  you  would  have  it  done  under 
contract. 

Mr.  Denman.  That  is  quite  correct. 

The  Chairman.  Well  now,  you  had  not  decided  that  matter? 

Mr.  Denman.  Well,  I  had  had  it  two  days. 

The  (!)hairman.  You  took  two  days  to  decide  ? 

Mr.  Denman.  No;  I  say  I  had  two  days  or  maybe  three.  The 
fact  is  that  the  project  was  decided  on  and  was  handled  over  to  our 
successors  with  the  rest  of  our  projects.  The  British  were  building 
them  during  the  war,  and  would  have  had  a  tremendous  fleet  if  they 
had  not  used  all  their  Diesel  plants  for  building  submarines ;  and  they 
were  able  to  translate  their  Diesel  factories  for  land  engines  into 
Diesel  facloiies  for  submarines,  which  engines  for  the  latter  use  are 
more  complicated  than  the  other  engines — and  they  did  this  during 
the  very  middle  of  the  war,  when  she  was  almost  starving. 

The  Chairman.  Did  the  Navy  build  any  Diesels  for  submarines? 

Mr.  Denman.  Yes,  su*;  two  of  these  factories  I  mentioned. 

The  Chairman.  Built  Diesel  engines  for  submarines  ? 

Mi\  Denman.  I  think  they  did.  But  I  would  prefer  for  the  Navy 
to  state  that. 

The  Chairman.  I  am  asking  only  for  your  knowledge.  You 
apparently  have  made  a  careful  study  of  this  problem  and  I  am  asking 
if  you  have  inquh'ed  or  if  you  know  whether  the  Navy  built  any 
Diesel-propelled  submarines  or  other  craft  during  the  war,  or  made 
contracts  tor  them  with  Diesel  engine  builders. 

Mr.  Denman.  Yes;  Mr.  Chairman,  it  did. 

The  Chairman.  It  did? 

Mr.  Denman.  Yes. 

The  (^airman.  It  might  well  be,  Mr.  Denman,  that  your  suc- 
cessors went  into  this  same  question  that  you  have  got  up,  to  the 
point  of  making  a  decision  upon  it,  and  in  the  exercise  of  good  faith 
and  the  use  of  their  soimd  judgment  detei mined  that  it  should  have 
been  delayed. 

Mr  Denman.  That  might  have  been  but  it  was  not  a  fact. 

The  Chairman.  What  is  the  fact  ? 

Mr.  Denman.  The  fact  is  that  after  I  came  on  in  January  and 
reminded  Mr.  Hurley  of  our  discussion  on  the  previous  July  and 
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August,  that  he  had  forgotten  that  there  was  a  contract  oflFered  and 
wondered  whether  it  was  in  the  files  and  sent  down  and  got  it. 
Now,  I  have  no  doubt — and  I  am  not  criticizing  the  good  faith  of 
those  gentlemen.  The  last  thing  in  the  world  1  want  to  do  is  to 
criticize  Mr.  Hurley's  good  faith.  When  we  had  up  the  fight  on  the 
Cunard  ships  he  was  with  us.  Hurley  has  been  right,  but  he  didn't 
know  anything  about  shipping.  All  he  has  done  on  Diesels  is  to  turn 
out  journalistic  articles  praising  them — I  call  them  journalistic  ersatz 
and  not  real  ships. 

The  Chairman.  He  had  not  signed  the  contract  in  January? 

Mr.  Denman.  No. 

The  Chairman.  Did  you  follow  it  up  ? 

Mr.  Denman.  I  did  not  follow  it  up.  I  have  no  interest  in  it  now 
except  as  a  citizen,  and  I  could  not  nang  on  and  press  Mr.  Hurley; 
besides,  it  would  be  unbecoming  in  the  case  of  a  man  who  had  left 
the  service  under  the  circumstances  I  had  left  it,  to  be  butting  in. 

The  Chairman.  Did  Mr.  Hurley  advance  any  reason  why  it  was 
not  gone  through  with  ? 

Mr.  Denman.  Yes;  because  they  were  not  shipping  men. 

The  Chairman.  I  am  referring  to  the  visit  of  January  when  you 
sav  he  found  the  contract  when  you  asked  him  about  it. 

"Kir.  Denman.  I  assume  he  found  the  contract. 

The  Chairman.  I  understood  you  to  say  he  sent  and  got  the  con- 
tract. 

Mr.  Denman.  I  so  understand.  I  was  told  by  some  members  of 
the  board  afterwards  that  they  got  the  contract  and  discussed  it  at 
that  time.  The  Delaverne  plant  was  engaged  in  manufacturing 
steam  engines,  and  I  understood  that  the  thing  was  dropped  in  the 
general  mess  that  arose  out  of  shipping  accounting  and  other  diffi- 
culties. 

The  Chairman.  Mr.  Denman,  when  we  adjourned  on  yesterday , 
you  were  proceeding  to  discuss  another  matter. 

Mr.  Denman.  I  was  speaking,  Mr.  Chairman,  of  the  hysteria  that 
swept  over  Washington,  almost  Anglomaniac  in  character.  At  the 
time  and  prior  to  the  time  of  the  arrival  of  the  British  Mission  here 
the  propaganda  against  the  Diesel  had  already  begun.  I  have  seen 
something  of  hysteria  in  my  lifetime.  I  started  out  with  it  when  I 
was  a  football  manager,  and  have  seen  college  crowds  almost  go 
crazy.  I  have  seen  Central  American  mobs,  and  was  tlirough  the 
great  fire  in  San  Francisco  and  the  hysteria  and  the  depression  that 
followed  it.     The  situation  in  Washington  paralleled  these  tilings. 

1  spoke  on  yesterday  of  the  political-minded  type.  Men  of  that 
type  ran  with  the  popular  movement  of  the  time.  I  spoke  of  the 
hysteria  at  tea  tables;  1  attended  no  tea  tables  myself,  but  tie 
gossip  and  the  spread  of  the  doctrine  went  all  through  those  circles 
and  elsewhere. 

Now,  gentlemen  of  the  committee,  the  reason  why  Great  Britain 
did  not  want  us  to  build  Diesels  is  contained  in  my  statement.  They 
were  planning  for  them,  were  building  them  during  the  war,  and  are 
building  this  great  number  of  vessels  now.  They  got  the  Mesopota- 
mian  oilfields  out  of  the  Versailles  negotiations — suosequently  thereto, 
but  through  the  plans  laid  there.  They  were  a  coal-Dumii]^  nation 
at  that  time,  and  prior  to  the  acquisition  or  prospective  acquisition  of 
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those  oil  fields  they  were  not  seeking  to  develop  anything  in  regard  to 
the  oil-burning  vessels. 

I  spoke  on  yesterday  of  the  Cunard  ships  as  illustrating  the  type 
of  difficulty  that  we  encountered  in  Washington.  Now,  there  was  a 
disagreement  in  the  board  regarding  the  Cunard  ships.  Mr.  Stevens 
wanted  to  turn  them  back.  He  did  not  know  that  tne  President  had 
instructed  me  to  get  them.  There  were  30  members  of  the  Congress 
who  knew  it,  because  the  whole  matter  was  discussed  in  the  White 
House  conference,  at  what  I  called  the  only  imion  war  conference  that 
was  had  during  the  war. 

Mr.  CoNNALLY.  Why  didn't  Mr.  Stevens  know  it  ?  He  was  a  mem- 
ber of  your  board,  wasn't  he  ? 

Mr.  Denman.  He  had  started  his  opposition  to  it  before  I  had  com- 
municated to  him  the  President's  desire.  In  that  connection  I  would 
say  that  what  we  all  wanted  to  do  with  regard  to  the  Cunard  ships 
was  to  get  them  back  without  public  knowledge  of  it;  and  my 
appointment  as  conferee  with  the  British  commission  was  discon- 
nected from  my  office  as  chairman  of  the  board.  My  negotiations 
with  them  were 

Mr.  Conn  ally  (interposing).  You  were  acting  in  a  dual  capacity, 
as  a  sort  of  diplomatic  representative  and  also  as  chairman  of  the 
Shipping  Boara,  is  that  it  i 

Mr.  Denman.  Whether  you  call  it  diplomatic  or  not  it  was  in  con- 
nection with  getting  ships.  I  was  chairman  of  the  Shipping  Board: 
in  fact,  I  had  three  positions,  you  might  say,  at  that  time:  First,  I 
was  a  conferee  working  in  connection  with  the  British  mission,  which 
lasted  several  weeks;  second,  I  was  chairman  of  the  Committee  on 
National  Defense,  made  up  originally  of  shipping  men  of  New  York, 
with  whom  I  spent  a  very  large  portion  of  my  time;  third,  I  was 
chairman  of  the  Shipping  Board.  I  was  instructed  and  desiring  to 
coordinate  all  those  avenues  of  activity  affecting  ships. 

I  am  not  criticizing  Mr.  Stevens,  because  he  was  sincere  in  his  point 
of  view.  I  am  not  going  into  that.  I  am  merely  pointing  out  the 
difficulties  that  arose  there.  Mr.  Stevens  brought  us  a  great  many 
men,  brought  to  our  employment  a  great  many  good  men — ^Mr. 
Joseph  Cotton,  among;  others,  a  very  able  lawyer,  and  now  one  of  the 
leaders  of  the  New  1  ork  bar,  in  Mr.  McAdoo's  firm.  On  the  whole 
he  made  many  contributions  to  the  work  of  the  board.  I  am  merely 
trying  to  j^ive  you  a  picture  of  the  situation.  Speaking  again  of  Mr. 
Stevens,  his  work  with  the  labor  group  was  excellent.  Ihese  ques- 
tions I  mention  are  merely  disagreements  as  to  policy. 

Mr.  (V^NXALLY.  Pardon  me,  but  I  was  not  mqiuring  about  Mr. 
Stevens.  I  do  not  know  him  and  do  not  care  anything  about  him, 
but  was  wondering  why  he  as  a  member  of  tlie  board  was  not  told 
bv  vou  about  this. 

Mr.  Denman.  Everything  leaked  in  that  board. 

^fr.  CoNNALLY.  Except  tTiat. 

Mr.  Dknman.  No;  I  say  that  everything  that  I  told  in  that  board 
leaked.  We  were  trying  to  prevent  a  public  controversy  over  the 
Cunard  ships,  and  to  get  them  back  without  having  the  newspapers 
conduct,  possibly,  a  fight  on  Great  Britain  while  we  were  gomg  to 
war  with  her  as  an  associate  if  not  as  an  ally.  As  a  matter  of  fact, 
in  a  veiled  way,  the  whole  question  of  the  Cunard  ships  was  voted 
on  in  the  Senate,  and  there  it  was  verv'  carefully  kept,  although  the 
form  of  the  resolution  was  a  ver^-  obvious  thing,  and  was  adopted 
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by  a  vote,  I  think,  49  to  7  or  8  in  the  month  of  May,  1917,  and  the 
policy  I  advocated  was  supported. 

The  Chairman.  Did  you  as  chairman  of  the  board  approve  of  a 
plan  to  build  concrete  ships  ? 

Mr.  Denman.  No;  that  question  did  not  come  up  in  my  time. 
There  had  been  a  discussion  of  concrete  ships,  but  it  nad  not  gotten 
to  a  definite  proposal. 

The  CnAiRMAN.  No  contracts  were  signed  while  you  were  chair- 
man for  concrete  ships  ? 

Mr.  Denman.  No;  not  only  were  no  contracts  signed  but  no^ 
proposals  were  made  to  us. 

The  Chairman.  Did  you  take  up  the  question  of  composite  ships? 

Mr.  DENMAN.  I  did  not  personally. 

The  Chairman.  Were  any  contracts  signed  ? 

Mr.  Denman.  Yes,  sir;  there  were  contracts  signed,  that  is  to 
say,  as  an  experiment.  The  composite  ship  involved  the  use  of  a 
certain  amount  of  steel,  and  it  was  a  question  whether  or  not  the 
gain  in  wood  that  was  put  on  the  vessels  overcame  the  risk  in  attempt- 
ing to  fasten  wood  and  steel  together.  You  see  you  have  diverse 
materials,  and  fastenings  suitable  for  wood  might  not  be  suitable  for 
steel.  You  have  to  run  a  rivet  through  both  trie  wood  and  the  steel 
in  that  type.  I  understand  that  the  ships,  as  an  emergency  propo- 
sition, were  fairly  successful. 

The  Chairman.  Did  you  have  any  advisers  or  unofficial  assist- 
ants from  the  shipping  world  with  whom  the  board  consulted  as 
these  various  problems  came  up  before  it  during  your  administra- 
tion ? 

Mr.  Denman.  I  was  the  chairman  of  the  shipping  committee  of 
the  Council  of  National  Defense,  and  I  had  many  consultations  with 
those  gentlemen,  and  they  were  very  helpful.  They  knew  the  game, 
and 

The  Chairman  (interposing).  I  asked  you  if  you  had  any  unofii- 
cial  advisers  of  shipping  men  with  whom  you  consulted  as  these 
various  problems  came  up  before  the  board. 

Mr.  Denman.  I  am  speaking  now  of  those  men. 

The  Chairman.  Were  they  shipping  men? 

Mr.  Denman.  All  of  them  were  shipping  men. 

The  Chairman.  So  you  did  have  them  ? 

Mr.  Denman.  Oh,  yes;  I  presume  I  had  the  strongest  group  in  the 
United  States. 

The  Chairman.  Did  you  discuss  the  question  of  this  Diesel  engine 
with  them  ? 

Mr.  Denman.  All  those  men  agreed  that  the  Diesel  was  advisable. 
The  specific 

The  Chairman  (interposing).  Can  you  give  us  the  names  of  some 
of  them  ? 

Mr.  Denman.  Mr.  P.  A.  S.  Franklin;  Mr. — I  can  give  you  a  list  of 
that  committee,  but  the  specific  men  who  had  had  Diesel  experience 
among  them,  I  do  not  recall. 

The  Chairman.  No;  I  am  not  talking  about  men  who  had  had 
Diesel  experience  or  anything  else.  I  want  to  know  if  you  as  chair- 
man of  the  Shipping  Board  had  the  benefit  or  the  opportunity  of  con- 
sulting with  practical  shipping  men,  and  if  you  did  consult  with  them. 

Mr.  Denman.  I  consulted  day  after  day 

The  Chairman  (interposing) .     Can  not  you  give  us  their  names  ? 
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Mr.  Denman  (continuing).  And  I  consulted  with  them  many  times 
at  night.  I  was  going  to  give  you  the  names,  but  you  restricted  me 
in  my  answer. 

The  Chairman.  No;  I  said  in  the  various  problems  that  came  be- 
fore the  board  did  you  consult  these  shipping  men  of  practical  expe- 
rience.    I  did  not  restrict  your  answer. 

Mr.  Denman.  Mr.  P.  A.  S.  Franklin,  Mr.  Raymond,  Mr.  Sherman, 
of  the  Grace  Co.  and  the  Pacific  Mail  Co.;  Mr.  Bull  and  Mr.  Munson 
in  the  West  Indies  and  the  South  American  trade.  There  was  a  gen- 
tleman from  the  Standard  Oil  fleet,  but  I  have  forgotten  his  name. 
I  wiD  think  of  it  in  a  moment. 

The  CHAiR^tAN.  Was  Mr.  Luckenbach  of  the  Luckenbach  line  one 
of  those  whom  you  consulted  ? 

Mr.  Denman.  Yes;  Mr.  Luckenbach  came  to  us,  and  I  remember 
we  were  particularly  indebted  to  him  in  the  matter  of  personnel.  We 
had  two  or  three  men  proposed  that  Mr.  Luckenbach  gave  us  the  his- 
tory of  and  saved  us  making  one  bad  break  in  employment.  Mr. 
Luckenbach  had  had  a  very  stiff  experience — ^he  was  outside  of  the 
inside  group  in  Xew  York,  had  been  an  independent,  and  had  learned 
shipping  economy  under  the  fiercest  competition.  As  I  say,  I  did  not 
know  the  inside  of  the  New  York  shipping  world,  and  those  gentlemen 
that  I  consulted  with  were,  many  of  them,  or  at  least  some  of  them, 
tied  up  with  British  interests.  My  opinion  of  those  men  was  that  if 
they  could  have  been  free  from  that  influence,  as  they  would  liked 
to  have  been,  and  could  have  run  their  ships  as  they  wished,  they 
would  have  run  them  strictly  American. 

Take  Mr.  Franklin,  who  was  the  head  of  the  International  Mercantile 
Marine.  That  was  a  parent  company,  owning  all  or  nearly,  all  the 
stock  of  three  or  four  English  fleets  owned  by  English  corporations. 
Under  a  wise  provision  of  tlie  English  law,  from  their  standpoint,  the  di- 
rectors of  those  corporations  had  to  be  Englishmen,  and  during  the  war 
had  to  be  persons  agreeable  to  the  Central  Ship  Control.  Mr.  Franklin 
wanted  to  get  those  ships  out  and  make  it  an  American  company.  At 
that  time  he  was  being  bitterly  attacked  by  various  people,  as  being 
tied  up  with  the  British.  To  mention  Franklin  in  connection  with 
measures  in  the  Congress  at  one  time  would  have  instantly  suggested 
a  British  connection.  But  so  far  as  his  work  with  me  was  concerned, 
and  the  advice  that  I  got  from  him,  Mr.  Franklin — and  I  analyzed 
what  he  said  closelv— was  never  un-American. 

Now  I  repeat,  as  I  did  not  know  the  inside  of  the  Xew  York  ship- 
ping organization  I  had  to  proceed  very  cautiously. 

The  Chairman.  Was  there  anybody  on  the  board  who  did  know  it? 

Mr.  Denman.  Xo. 

The  Chairman.  Didn't  Mr.  Baker  know  it? 

Mr.  Denman.  Mr.  Baker's  experience  w^ns  in  one  branch  of  the 
International  Mercantile  Marine.  Mr.  Baker  retired,  as  you  will 
recall,  before  the  board  was  organized.  Mr.  Donald  ran  a  smaU  lino 
of  ships  in  the  South  American  trade,  but  Mr.  Donald  did  not  know 
these  larger  men  in  the  shipping  world.  I  remember  once,  when 
this  committee  came  to  my  oftice,  of  Mr.  Donald  asking  me  to  point 
out  who  certain  well  known  shipping  men  were  in  the  group.  So  I 
was  helpless  except  as  I  was  able  to  discover  for  myself  the  situation, 
but  by  the  time  I  left  I  was  pretty  familiar  with  tne  situation. 

The  Chairman.  Did  you  have  any  official  of  the  Board  or  Fleet 
Corporation  whose  duty  it  was,  before  a  yard  was  established,  to 
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visit  the  proposed  site  and  report  back  to  the  Board  or  the  Fleet 
Corporation  before  the  contract  was  signed  ? 

Mr.  Denman.  I  understand  that  Gen.  Goethals  had  such  inspec- 
tors.    I  myself  was  not  familiar  with  it. 

The  Chairman.  Did  you  make  sure  that  that  was  donet 

Mr.  Denman.  I  did  nothing  in  the  way  of  interfering  with  or 
inquiring  into  the  activities  of  Gen.  Goethals,  and  I  agreea  when  he 
came  there  that  he  should  have  absolute  control  of  the  details  of 
manufacturing  ships.  And  that  is  the  way  it  should  have  been,  and 
the  responsibility  should  have  rested  there.  It  was  impossible  for 
me  to  enter  into  all  those  matters  of  poUcy,  to  conduct  all  tne  different 
negotiations,  try  to  coordinate  shipping  as  a  Uving  enterprise,  and 
also  attempt  to  manufacture  ships. 

The  Chairman.  Would  you  caU  that  a  question  of  detail,  as  to 
whether  a  new  yard,  a  new  plant,  was  to  be  eMablished  ? 

Mr.  Denman.  In  the  mass  of  the  business,  yos.  If  vro  had  but 
one  yard  already  existing,  or  one  proposed  new  yard,  and  we  were 
building  haK  a  dozen  ships,  and  there  were  any  policies  to  be  estab- 
lished, I  of  course  would  have  followed  that.  'But  in  the  great 
expansion  all  that  was  turned  over  to  the  general  manager.  As  a 
matter  of  fact,  Mr.  Chairman,  if  we  could  have  gotten  the  Hog 
Island  question  out  of  the  way,  and  the  Diesel  project  started,  Gen. 
Goethals  would  have  been  as  independent  of  interference  of  the 
board  as  Mr.  Schwab  believed  when  he  became  director  general. 
I  was  responsible  for  the  Emergency  Fleet  Corporation  as  distin- 
guished from  its  general  manager,  receiving  the  power  from  the 
President  to  build  ships,  and  it  was  my  intention,  as  soon  as  the 
Diesel  and  great  fabricating  question  was  out  of  the  way  and  I 
knew  the  details  so  that  I  could  explain  them  to  the  Congress,  that 
we  should  have  nothing  more  to  do  with  the  details  of  construction: 
and  the  general  manager,  as  director  general  of  shipping,  should  be 
made  personally  responsible  and  have  the  power  and  the  full  power 
to  carry  out  the  program.  I  believe  in  that  method.  I  believe  in 
placing  individual  responsibility  and  keeping  your  hands  off. 

The  Chairman.  You  felt  that  when  a  contract  came  up  to  you 
recommended  by  Gen.  Goethals  for  the  estabhshment  of  a  new  yard 
at  a  point  where  no  shipping  activities  had  ever  before  occurred, 
that  aU  you  need  look  for  was  the  signature  of  General  Goethals  for 
you  to  sign  the  contract  ? 

Mr.  Denman.  Yes;  and  for  the  reason  that  we  never  would  have 
gotten  the  efforts  that  we  did  get  if  we  had  not  put  ways  where 
ways  had  never  existed  before;  in  some  places,  in  ports  of  other  places 
where  ships  had  never  been  built  before. 

The  Chairman.  And  don't  you  know  thit  you  put  ways  where 
ways  had  never  existed  before  and  that  you  never  got  a  ship  off 
them  ? 

Mr.  Denman.  I  do  not  know  that,  but  I  imagine  quite  likely  that 
happened. 

Tne  Chairman.  What  advantage  could  that  be  in  the  building  of 
this  great  fleet  ? 

Mr.  Denman.  No  more  advantage  than  the  gimpowder  we  had 
after  the  war  was  over.  If  you  want  to  call  it  a  break,  it  was  one  of 
the  breaks,  or  one  of  the  cases  of  unsuccessful  attack  in  the  ship- 
building program.  It  is  just  as  any  attack  in  the  war  might  have 
been  unsuccessful,  as  many  of  them  were,  when  made  by  the  troops. 


SHIPPING  BOARD  OPERATIONS.  3229 

The  Chairman.  Didn't  you  have  some  well-established  policy  as 
to  the  establishment  of  new  shipbuilding  plants,  as  to  where  they 
should  be,  and  the  number  of  ships  that  were  to  be  constructed,  and 
the  number  of  ways  to  be  built?  Now,  of  new  plants,  I  mean;' 
didn't  you  have  some  general  broad  policy  along  that  line? 

Mr.  Denman.  Yes;  1  think  Gen.  Goethals  had  the  general  broad 
policy  of 

The  Chairman  (interposing).  I  mean,  didn't  you  as  chairman  of 
the  Shipping  Board,  and  the  Shipping  Board  itself,  before  it  got  to 
Gen.  Goethals,  before  this  particular  discretion  was  turned  over  to 
him,  have  some  particular  policy  under  which  new  shipbuilding  plants 
were  to  be  established  and!^  the  matter  as  to  their  location  laid  down. 

Mr.  Denman.  There  was  a  broad  policy,  but  the  power  was  allo- 
cated, Mr.  Chairman,  to  the  Emergency  Fleet  Corporation,  and  not 
to  the  Shipping  Board. 

The  Chairman.  "What  was  the  broad  policy  of  the  Shipping  Board 
with  reference  to  the  construction  of  new  shipbuilding  plants  ? 

Mr.  Denman.  To  construct  new  shipbuilding  plants  wherever  the 
technical  investigation  indicated  that  we  might  established  a  plant, 
get  the  labor;  and,  better  than  that,  get  the  managerial  energy  ana 
capacity  to  assemble  the  superintendents  and  draftsmen,  because 
drafting  is  an  essential  thing  in  beginning  ships — and  particularly  to 
find  labor  that  was  adaptable  to  the  building  of  the  class  of  ships  to 
be  built.  For  instance,  in  building  wooden  ships  it  is  desirable  to 
get  as  near  as  possible  men  who  are  experienced  m  handling  timbers, 
even  though  they  may  never  have  slung  an  adz  in  a  ship's  hull  or 
in  a  yard  where  timbers  for  ships  are  prepared;  to  get  loggers  and 
millmen  familiar  with  handling  large  timbers  is  more  desirable  than 
preachers  and  unskilled  labor  of  various  kinds,  which  finally  had  to  be 
drafted. 

The  Chairman.  Did  you  ever  decline  to  sign  any  contract  that  came 
to  your  desk  with  Gen.  Goethals's  approval  ? 

Sfr.  Denman.  No.     I  asked  for  modification  in  some  cases. 

The  Chairman.  Did  you  ever  ask  Gen.  Goethals  to  recommend 
or  to  approve  contracts  which  you  or  the  members  of  this  committee 
had  disai)proved  of  ? 

Mr.  Denman.  No. 

The  Chairman.  Did  you  in  any  wav  yourself,  or  by  request  of 
others,  attempt  to  influence  General  Gfoethals's  decision  in  the  rec- 
ommendations he  made  as  to  the  awarding  of  contracts  ? 

Mr.  Denman.  No;  Mr.  Chairman,  and  I  have  not  done  it  since  in 
my  maritime  practice,  which  has  brought  me  in  contact  with  many 
yards  since  I  left  the  Shipping  Board.  I  have  made  no  attempt  at 
anv  time  to  secure  any  contracts  for  any  clients  of  mine. 

The  Chairman.  Were  you  president  oi  the  board  when  the  ques- 
tion of  the  Austrian  ships  came  up  ? 

Mr.   Denman.  Yes;  but   my   connection   with   that   was   not   as 

{ president  of  the  board,  although  I  was  president,  and  I  was  chosen 
or  that  reason.  I  was  the  direct  agent  of  the  President,  and  ho  had 
a  special  fund  given  him  by  the  Congress,  which  was  used  for  that 
purpose. 

The  Chairman.  "Well,  the  board  passed  on  the  question  of  the 
Austrian  ships,  did  it  not? 

Mr.  Denman.  No,  sir;  it  had  nothing  to  do  with  them. 
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The  Chairman.  The  Shipping  Board  did  not? 

Mr.  Denman.  No. 

The  Chairman.  Do  you  know  whether  or  not  the  minutes  of  the 
Shipping  Board  show  that  it  participated  in  the  question  of  the 
<iisposition  of  the  Austrian  ships? 

Mr.  Denman.  You  are  speaking  of  disposition  now.  I  was  speak- 
ing of  the  purchase.  The  disposition  of  the  Austrian  ships  was 
made  after  I  left. 

The  Chairman.  Well,  do  you  know  whether  or  not  the  minutes  of 
the  Shipping  Board  show  that  it  participated  in  the  acquisition  of 
the  Austrian  ships  ? 

Mr.  Denman.  No;  they  do  not,  Mr.  Chairman.  If  you  want  the 
whole  story 

The  Chairman  (interposing).  I  am  asking  you  now  whether  the 
minutes  of  the  board  disclose  that  the  Shipping  Board  participated 
in  the  negotiations  or  the  dealings  had  with  reference  to  the  acquisi- 
tion of  the  Austrian  ships. 

Mr.  Denman.  I  can  say  no,  the  minutes  do  not  show  that,  because 
the  Shipping  Board  did  not  have  anything  to  do  with  the  acquisi- 
tion of  tne  Austrian  ships.  But  the  Shippmg  Board  had  had  nego- 
tiations prior  to  that  for  their  charter,  but  the  board  itself  had 
nothing  to  do  with  their  purchase.  That  was  a  new  plan  proposed 
by  the  President  and  carried  out  bv  Mr.  Baruch  and  mvself. 

The  Chairman.  Didn^t  you  appear  before  the  War  Industries 
Board  as  chairman  of  the  Shippmg  Board  in  the  matter  of  the 
acquisition  of  the  Austrian  ships! 

Mr.  Denman.  No;  I  appeared  before  the  Council  of  National 
Defense,  at  their  request,  to  make  suggestions  as  to  where  we  could 
get  tonnage  for  immediate  use.  And  at  that  time  it  was  contemplated 
that  we  would  enter  into  chartering  arrangements  with  the  Ameri- 
can purchasers  of  the  Austrian  ships. 

The  Chairman.  Didn't  you  appear  before  the  War  Trade  Board, 
as  chairman  of  the  Shipping  Board,  in  that  connection? 

Mr.  Denman.  It  was  organized  after  that  time. 

The  Chairman.  The  War  Trade  Board  was  not  then  organized  ? 

Mr.  Denman.  No,  sir. 

The  Chairman.  Then  this  is  a  fourth  capacity  in  which  you  ap- 
peared while  you  were  chairman  of  the  board.  One  was  as  chair- 
man of  the  committee  of  the  Council  of  National  Defense,  and  the 
others  were  as  representative  of  the  President  in  connection  with 
the  Cunard  contract,  and  chairman  of  the  Shipping  Board,  and  then 
you  also  appeared  in  another  capacity  with  reference  to  the  acquisi- 
tion of  the  Austrian  ships. 

Mr.  Denman.  That  is  correct;  although  the  Cunard  matter  was 
under  way  by  me  before  I  got  the  President's  indorsement  of  what 
I  purposed  to  do. 

The  Chairman.  Undertaken  on  your  own  account? 

Mr.  Denman.  Yes;  a  function  in  a  w^ar  way. 

The  Chairman.  As  representing  any  particular  interest? 

Mr.  Denman.  I  do  not  think  I  tnought  much  about  that;  I  wanted 
to  get  ships. 

The  Chairman.  For  whom? 

Mr.  Denman.  For  the  United  States. 
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The  Chairman.  Was  this  the  result  of  some  conferonci^  with  the 
President  that  this  matter  was  turned  over  to  you?  ITu]  yon  bring 
it  to  his  attention,  do  you  mean  ? 

Mr.  Denman..  I  brought  it  up  at  this  session  of  the  allied  repre- 
sentatives and  of  the  House  and  Senate,  which  was  held  in  the 
White  House  on  the  9th  of  May,  1917,  at  w^hicji  my  whole  project 
for  building  steel  and  wooden  ships  then  embodied  in  legislation 
in  a  proposed  bill,  was  discussed  by  those  gentlemen.  As  I  look 
back  on  the  things  I  did  in  Washington  I  believe  that  was  one  of  the 
most  sipiificant.  I  think  if  every  oiU,  the  food  bill,  and  every  one 
of  the  large  war  measures,  which  were  under  discussion  and  bitter 
discussion,  in  the  two  Houses,  had  been  the  subject  of  the  kind  of 
conference  that  we  had  over  our  legislation,  that  many  of  the  diffi- 
culties which  arose  in  the  Congress  would  have  been  smoothed  over. 

The  Chairman.  Well,  you  were  chairman  of  the  Shipping  Board  at 
that  time? 

Mr.  Denman.  I  was  chairman  of  the  Shipping  Board  from  the 
20th  of  March  until  the  24th  of  July. 

The  Chairman.  And  this  was  on  the  19th  of  May. 

Mr.  Denman.  The  9th  of  May. 

The  Chairman.  Yes;  the  9th  of  May. 

Mr.  Denman.  Yes,  sir. 

The  Chairman.  You  were  chairman  of  the  Shipping  Board  at 
that  time? 

Mr.  Denman.  Yes,  sir. 

The  Chairman.  Did  you  start  to  add  to  your  answer? 

Mr.  Denman.  I  presented  to  the  assembled  group  of  legislators 
and  the  President,  our  whole  shipping  proCTam,  ana  I  pointed  out 
that  in  order  to  make  it  successful  we  would  have  to  stop  the  build- 
ing of  high  buildines  and  steel  bridges  and  run  all  the  yarcls  on  the 
two  or  three  shift  oasis,  and  that  these  Cunard  contracts  stood  in 
the  way.  And  I  was  requested  by  the  President,  acting  as  conferee 
with  the  British  Commission,  to  obtain  from  Mr.  Balfour  an  amicable 
agreement  for  their  return. 

The  Chairman.  How  did  you  secure  an  appointment  from  the 
President  to  negotiate  with  reference  to  the  acquisition  of  the  Aus- 
trian ships  ?     Was  the  appointment  in  w^riting  ? 

Mr.  Denman.  No;  ana  the  circumstances  were  these:  At  the  time 
the  Council  of  National  Defense  was  asking  concerning  tlio  obtain- 
ing of  additional  tonnage,  I  think  under  tlie  pressure  of  the  pleadings 
from  the  French,  and  wo  started  in  to  negotiate  with  the  Pyne 
syndicate  and  its  representatives  in  Xew^  York  for  a  charter  of  the 
vessels.  Subsequently,  and  I  have  forgotten  tlie  exact  date  but  it 
was  in  the  middle  of  April,  the  President  asked  me  about  this  tonnage, 
and  I  assume  that  probably  Mr.  Baker,  who  was  the  chainnan  of  the 
coimcil,  had  been  talking  to  him  about  it,  because  he  asked  me  not  to 
seciu^e  a  charter  but  to  secure  the  ships,  and  to  secure  them  at  cost, 
so  that  in  the  first  negotiations  for  the  purchase  of  ships  tliero  would 
be  an  example  to  the  country  on  a  no-profit  transaction.  I  was 
opposed   to  this 

The  Chairman  (interposing).  Isn't  it  a  fact  that  notwithstanding 
you  acted  in  these  several  other  capacities,  tliat  the  reason  you  were 
appointed  was  because  you  were  cliainnan  of  the  Shipping  Board, 
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and  these  were  shipping  problems,  and  that  rather  than  have  the 
entire  board  act  upon  the  matter  the  President  asked  you  to  carry 
out  the  negotiations  ? 

Mr.  Denman.  That  is  correct. 

The  Chairman.  They  were  shipping  problems,  were  they  not ! 

Mr.  Denman.  Oh,  the  Austrian  ships  were  a  splendid  addition  to 
our  fleet. 

The  Chairman.  In  none  of  these  other  capacities  did  you  receive 
any  appointment  or  commission  actually  signed  by  the  President? 

Mr.  Denman.  I  received  notification  from  the  State  Department 
in  connection  with  the  conferences  on  ships,  but  what  communica- 
tion passed  between  the  President  and  tnis  department  I  do  not 
know. 

The  Chairman.  Mr.  Denman,  you  never  received  any  appoint- 
ment or  commission  signed  by  the  President  designating  you  as 
commissioner  or  conferee  or  anytliing  else? 

Mr.  Denman.  I  did  not  receive  it;  no;  not  in  the  sense  of  having 
had  handed  to  me  a  paper  with  the  signature  of  the  President  thereon. 

The  Chairman.  Did  you  make  the  appointments  of  the  various 
officials  of  the  board? 

Mr.  Denman.  No;  I  made  no  appointments.  I  had  no  power  to 
do  so. 

The  Chairman.  Who  had  the  power? 

Mr.  Denman.  The  board. 

The  CiiAiR^iAN.  Did  you  sign  the  commissions  for  the  various 
appointees  of  the  board  ? 

Mr.  Denman.  My  recollection  is  that  the  only  thing  we  did  was  to 
pass  a  resolution  by  the  board. 

The  Chairman.  Who  appointed,  for  instance,  the  stenographers  to 
the  board;  did  you  appoint  them? 

Mr.  Denman.  Yes;  they  were  all  appointed  by  resolution. 

The  Chairman.  And  as  president  of  the  Emergency  Fleet  Corpora- 
tion, how  were  the  officials  of  that  organization  appointed  ? 

Mr.  Dexman.  Bv  Gen.  Goethals. 

The  Chairman  You  made  no  appointments  to  the  Fleet  Corpo- 
ration ? 

Mr.  Denman.  None  whatsoever. 

The  Chairman.  Did  you  ever  ask  that  anybody  be  appointed  in 
that  organization? 

Mr.  Denman.  No.  There  was  a  question  as  to  whether  Mr. 
Eustis  should  remain  with  our  organization  or  should  go  with  Gen. 
Goethals  and  Gen.  Goethals  and  I  had  some  discussion  over  that 
matter  and  I  said  it  was  for  him  to  decide,  but  that  I  thought  Eustis 
would  be  useful  to  him.  They  ultimately  had  a  disagreement  and 
Eustis  left  the  Emergency  Fleet  Corporation  and  remained  an  em- 

f)loyee  of  the  Shipping  Board,  and  he  finally  devised  that  scheme 
or  cutting  vessels  and  getting  them  out  of  the  Great  Lakes.  I  say 
ho  devised  it;  I  mean  he  perfected  it.  It  was  well  known  at  the  time. 
The  Chairman.  If  Gen.  Goethals  was  vested  with  this  broad  dis- 
cretion with  reference  to  the  establishment  of  new  plants  and  new 
yards,  and  with  recommending  and  signing  of  contracts,  what  was 
there  that  brought  the  Hog  Island  project  to  your  attention  and 
which  resulted  in  a  difference  of  opimon  between  you  and  the 
general  ? 
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Mr.  Denman.  The  magnitude  of  the  project  and  the  public  atten- 
tion that  it  occupied:  the  imminence  of  our  demand  for  more  money, 
to  be  made  before  the  Congress,  and  my  obligation  to  appear  before 
congressional  committees.  All  that  we  desired  from  Gen.  Goethals 
was  a  more  complete  statement  as  to  the  project,  and  I  believe  if  we 
could  have  convmced  the  General  that  it  was  not  the  beginning  of  a 
series  of  invasions  of  his  prerogatives  that  we  would  have  had  no 
difficulty  there. 

The  Chairman.  Have  you  some  questions,  Mr.  Foster? 

Mr.  Foster.  Nothing   further   than    the   one   I   inquired    about 

esterday.     I  want  to  ask  you,  Mr.  Denman,  if  during  the  time  you 

ad  charge  of  the  contracts  the  Skinner  and  Eddy  contract,  in 
Seattle,  in  the  form  referred  to  yesterday,  came  up  ?  I  gathered  the 
information  out  there,  Mr.  Denman,  that  it  was  a  contract  peculiar 
and  different  from  others  in.  that  no  inspection  of  their  books  and 
accounts  was  permissible  unless  they  haa  authority  from  the  home 
office  in  the  East.  I  thought  you  might  give  as  some  information 
as  to  how  such  a  contract  would  be  in  the  position  of  standing  out 
by  itself  as  to  this  provision  from  others  on  the  coast. 

Mr.  Denman.  My  impression  is  that  Skinner  and  Eddy  got  their 
contract  after  my  time,  and  if  it  was  after  my  time  I  would  not 
know. 

Mr.  Foster.  I  asked  you  because  you  referred  to  it. 

Mr.  Denman.  I  was  referring  to  something  entirely  different  from 
the  matter  of  expense  or  conditions  of  the  contract.  I  was  referring 
to  war  efficiency.     I  know  nothing  of  the  details  of  that  contract. 

Mr.  Foster.  Wlio  would  know  about  that? 

Mr.  Denmax.  You  can  get  a  copy  of  the  Skinner  and  Eddy  con- 
tract. 

Mr.  Foster.  We  have  had  that,  but  who  would  know  of  the  con- 
ditions existing  at  the  time  that  the  contract  was  made,  and  who 
could  explain  why  it  contained  a  different  provision  from  any  other 
contract  on  the  Pacific  coast,  which  provision  was  that  the  United 
States  district  auditor  had  no  ri^ht  to  look  at  the  books  until  he  got 
authority  from  the  office  in  Philadelphia.  Where  might  this  com- 
mittee, in  your  judginent,  go  to  find  the  situation  existing,  if  any 
there  was,  to  warrant  that  kind  of  contract  standing  out  by  itself. 

Mr.  Denman.  If  Admiral  Capps  signed  that  contract  he  could  tell 
vou  who  the  person  was  who  was  responsible  for  drawing  it  up. 
If  it  was  Admiral  Bowles,  he  could  tell  you.  Those  were  the  two 
men  in  succession  in  charge  of  shipbuilding  after  Gen.  Goethals  left. 

Mr.  Foster.  You  would  not  know  anybody  else  other  than  these 
two  men  ^ 

Mr.  Dr.NMAX.  Those  were  the  men  who  were  responsible. 

Mr.  FosTKR.  Was  any  contract  made  with  Skinner  and  Eddy  while 
you  were  chairman  of  the  board  ? 

Nfr.  Dknman.  I  say  my  impression  is  that  it  was  after  my  time. 
I  do  not  recall  signing  any  Skinner  and  Eddy  contract. 

Mr.  Foster.  Tliat  is  all,  Mr.  Chairman. 

The  Chairman.  Any  questions,  Mr.  Connally  ? 

Mr.  Connally.  I  want  to  ask  Mr.  Denman  one  or  two  questions. 
Mr.  Denman,  this  controversy  that  arose  between  you  and  Gen, 
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Goethals  resulted  in  the  resignation  of  both  of  you  at  the  same  time, 
did  it  not  ? 

Mr.  Denman.  I  do  not  know  whether  it  was  the  controversy  or 
not.  The  President  has  never  indicated  to  me  whether  it  was'  the 
controversy  with  Gen.  Goethals  or  what  it  was. 

Mr.  CoNNALLY.  Well,  both  of  you  resigned  simultaneously  ? 

Mr.  Denman.  Yes,  sir;  simultaneously. 

Mr.  CoNNALLY.  My  object,  though  I  can  not  follow  it  up,  because 
you  probably  would  not  know,  or  what  I  was  wondering  was  as  to 
why  there  was  no  decis^ion  made  between  you  ? 

Mr.  Denman.  Because  there  was  really  nothhig  to  decide. 

Mr.  CoNNALLY.  Very  well.  You  spoke  about  Mr.  Stevens  being  the 
political  member  of  tlie  board.  How  long  was  Mr.  Stevens  on  the 
Doard  ? 

Mr.  Denman.  Mr.  Stevens  retired  from  the  board  just  prior  to  his 
Candidacy  for  the  Senate  in  the  State  of  New  Hampshire  in  this  last 
campaign.  He  was  on  the  board  from  about  the  18th  of  March, 
1917.  When  I  sj)oke  of  him  being  the  political  member  of  the  Board 
— and  I  want  again  to  be  imderstood  as  not  treating  that  as  a  term  of 
derogation— I  mean  I  had  not  what  is  known  as  political  sense.  Mr. 
Stevens  was  a  very  valuable  man  in  many  ways.  Despite  his  attitude 
on  the  Cunard  ships  he  was  sent  to  England  as  the  Shipping  Board's 
representative  there. 

Mr.  CoNNALLY.  Did  you  mean  by  the  term  ''the  political  member" 
that  he  was  not  a  practical  shipping  man  ?  That  is  really  what  you 
meant,  wasn't  it? 

Mr.  Denman.  I  think  more  than  that.  He  had  a  certani  kind  of 
political  sagacity.  F'or  instance,  he  wanted  us  to  keep  ourselves 
secure  with  the  White  House  ni  the  Boiling  appointment;  and  he 
wanted  us  to  ride  with  the  English  at  the  time  it  was  unpopular  te 
disagree  with  them.  He  was  a  man  who  sensed  the  general  prevailing 
political  conditions. 

Ml*.  CoNNALLY.  You  spoke  in  your  testimony  of  the  mess  that  had 
resulted  from  lack  of  a  proper  accounting  system.  What,  if  anything, 
was  done  during  your  aciministration  with  reference  to  outlining  a 
general  plan  of  keeping  tlie  expenditures,  the  disbursements,  both  of 
the  Shipping  Board  and  the  Emergency  Fleet  Corporation,  in  a 
systematic  manner?  Was  anything  done?  Who  was  in  charge, 
and  wlio  was  supposed  to  direct  those  things  t 

Mr.  Denman.  That  was  a  matter  of  board  i)olicy.  You  wt1\  recall, 
Mr.  Congressman,  that  the  power  to  do  this  was  not  allocated  to  us 
imtil  the  11th  of  Julv,  1917. 

le  power  to  do  what? 

Mr.  Denman.  To  allocate  the  functions  of  shipbuilding  and  ship- 
phig  operations  to  anybody.  On  the  15th  of  June,  1917,  the  CongiTSS 
passed  the  war  ship  bill.  The  form  of  that  bill  gave  to  the  President 
all  the  powers,  ancl  it  was  for  him  to  allocate  those  powers  amongst 
such  agencies  as  he  chose.  Now,  on  the  11th  of  July  he  made  flic 
decision  between  operations  and  ship])uilding,  and  when  I  sat  down 
with  Mr.  Hurley  I  called  his  attention  to  the  division,  and  told  him 
that  in  our  opinion  he  should  create  a  new  corporation  so  that  he 
might  have  in  one  corporation  the  operation  of  ships  and  in 
another  the  manufacture  of  sliips. 
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Mr.  CoNNAi.i.Y.  Well,  I  know,  but  what  were  you  doing  about 
your  accounting  while  you  were  in  there  ?  You  were  spending  money, 
and  did  you  have  any  comprehensive  plan  of  accounting,  either 
in  shipbuilding  or  in  operation  ? 

Mr.  Uexham.  We  had  a  complete  system  of  accounting  at  the 
time.  We  were  getting  no  money,  you  know,  for  operations.  We 
were  operating  in  this  way*  We  repaired  these  German  ships  and 
turned  them  over  to  the  different  allies,  who  operated  them  on  a 
compensation  to  be  later  fixed.  I  was  yesterday  asked  the  date 
when  we  started  that  activity  in  New  York.  It  was  on  April  6, 1917, 
the  (lav  that  we  entered  the  war. 

Mr.  Coxxally.  I  believe  that  is  all,  Mr.  Chairman. 

Mr.  Keij.ey.  Following  along  that  same  line,  Mr.  Denman :  Dur- 
ing the  early  part  of  your  administration  large  siuns  of  money  were 
advanced  to  the  various  shipbuilding  companies,  and  great  quan- 
tities of  material  wen*  provided  for  ships.  Do  you  recall  whether 
there  was  at  that  time  a  proper  system  of  keeping  track  of  the  material 
that  wont  into  various  yards — or  would  that  go  to  Gen.  Goethals? 

Mr.  Dexmax.  I  knew  nothing  about  that.  I  imagine  that  none  of 
those  new  yards  had  gotten  to  the  point  where  materials  had  been 
assembled  in  any  large  quantities.  But  that  is  a  mere  question  of 
hazard. 

Mr.  Keli  ey.  That  would  have  been  a  good  time  to  have  inaugu- 
rated your  system — before  you  got  a  large  part  of  your  material. 

ifr.  Dexmax.  Oh,  I  have  no  doubt  Gen.  Goethals  would  have 
had  it  organized  as  well  as  he  did  on  the  canal  if  he  had  continued; 
but  you  will  renu'mber  we  were  only  going  12  days  under  the  author- 
ity. Prior  to  that  time  he  was  trying  to  stimulate  shipping  men 
to  get  the  work  started  nt  all. 

Mr.  Kelley.  You  mean  that  you  only  had  12  days  of  actual 
service  when  you  could  pay  out  money? 

Mr.  Dkxmax.  Xo;  we  paid  out  money  without  authority. 

Mr.  Kelley.  I  know;  out  that  is  something,  of  course,  3'ou  ex- 
pected would  be  ratified? 

Mr.  Dexmvx.  Oh,  yes. 

Mr.  Kef. LEY.  Who  was  the  first  comptroller  of  the  Shipping  Board 
and  of  th;^  Floet  (\)rporation  ? 

Mr.  Dexmax.  Mr.  Soleau. 

Mr.  Kelley.  This  was,  of  course,  destined  to  be  a  very  large 
project,  this  shipbuilding  business.  You  knew  when  you  started 
in  it  was  going  to  be  an  enormous  corporation  in  volume  of  business 
and  in  monev  handled.  What  qualilications  did  Mr.  Soleau  have 
for  the  handling  of  the  books,  keeping  track  of  these  tunds,  ami 
keeping  track  of  the  materials  which  were  to  be  assigned  to  those 
various  companies  ? 

Mr.  Den'M  vx.  Mr.  Soleau  was  the  auditor  for  the  Shipping  Board 

Mr.  Kelley  (interposing).  I  know,  but  what  qualilications  had  he  ? 

Mr.  I)i':.vMVN'  (connnuing).  And  Mr.  OUa  was,  as  I  recall,  the 
auditor  for  the  Emergency  Fleet  Corporation.  lie  was  chosen  by 
Gen.  Goethals,  and  I  am  n'>t  aware  what  prior  experience  he  had. 

Mr.  Kelley.  Mr.  Denman,  it  would  seem  as  though  the  Treasury 
Department  could  have  set  up  a  system  of  books  for  you  which  would 
have  been  in  harmony  wnth  the  other  systems  of  bookkeeping  of  the 
Govermnent,  and  if  that  had  been  done  you  could  have  kept  out  of 
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the  trouble  that  we  got  into.    Why  wasn't  the  Treasury  Department 
called  into  that  matter  ? 

Mr.  Denman.  I  do  not  know  what  Gen.  Goethals  did  about  that. 

Mr.  Keli^ey.  Wasn't  the  comptroller  in  fact  the  joint  comptroller 
of  the  Shipping  Board  and  of  tne  Emergency  Fleet  Corporation. 

Mr.  Denman.  My  recollection  is  that  the  entire  question  of  manu- 
facture and  manufacturing  accounts  was  under  Gen.  Goethals  and 
that  Mr.  Soleau  had  charge  of  Shipping  Board  funds. 

Mr.  Kelley.  But  I  undei-stood  vou  to  say  that  the  Shipping 
Board  made  the  appointments,  even  down  as  low'  as  the  place  of 
stenographer. 

Mr.  Denman.  No;  you  misunderstood  me.  They  made  appoint- 
ments for  Shipping  Board  activities  whicli  m  ere  policy  and  operation. 
Gen.  Goethals  made  all  the  appointments  on  the  manufacturing 
end,  and  that  was  provided  in  one  of  the  b^-lav.s  of theKmergenoy 
Fleet  (Corporation  on  April  18,  1917. 

Mr.  Kelley.  To  cut  it  short,  if  there  was  none  or  an  improper 
method  established  in  the  matter  of  accounting  and  keeping  track 
of  the  supplies  of  the  Government,  that  responsi})ility  falls  on  Gen. 
Goethals  and  not  on  you? 

Mr.  Denman.  That  is  correct;  but  it  must  be  remembered  that 
Gen.  Goethals  did  not  have  the  perfecting  of  his  system;  that  he  i^as 
striving  during  all  that  time  he  was  there  to  stimulate  production. 

Mr.  liELLEY.  I  know,  Mr.  Denman,  Imt  the  testimony  before  this 
committee  has  been  that  in  some  cases  the  board  did  not  even  know 
where  the  funds  were;  did  not  know  how  mucli  they  were;  and  the 
svstem  was  so  faulty  that  the  board  did  not  even  have  knowledge  of 
where  the  moneys  were  deposited  nor  in  what  amounts. 

Mr.  Denman.  Nothing  of  that  kind  existed  during  Gen.  Goethals' 
time,  because  we  had  not  gone  far  enough. 

Mr.  Kelley.  You  had  funds? 

Mr.  Denman.  We  had  funds,  and  I  will  wager  this,  which  is  a  niero 
wager  or  hazard,  that  every  fund  could  have  been  located. 

A^.  Kelley.  You  took  over  in  your  time  the  ships  that  were  ]>eing 
built  on  private  account  ? 

Mr.  Denman.  No;  that  was  after  I  left. 

Mr.  Kelley.  There  was  no  commandeering  of  sips  in  your  time  ? 

Mr.  Denman.  No.  As  I  say,  in  the  last  meeting  we  had  up  the 
question  of  a  list  of  contracts  of  private  persons  then  in  existence  and 
the  vessels  being  constructed  and  to  be  constructed,  wliich  had  not 
been  completelv  compiled,  and  we  recpu^ted  at  this  last  meeting  a 
complete  compilation  thereof.  That  was  necessar.'  for  a  perfection 
of  the  policy  of  commandeering. 

Mr.  Kelley.  That  would  fall  to  Gen.  Goethals  also? 

Mr.  Denman.  Yes,  sir. 

Mr.  Kelley.  And  the  policy  of  commandeering  and  the  keeping 
track  of  commandeered  materials  'i 

Mr.  Denman.  There  are  two  questions  involved  there:  (1)  The 
commandeering  policy,  involving,  as  it  did,  the  vessels  of  foreign 
owners,  which  would  be  done  by  the  vShipning  Board  in  conjunction 
with  Gen.  Goethals;  and  (2)  keeping  track  of  materials,  contracts, 
contract  obligations,  which  would  faU  to  Gen.  Goethals. 

Mr.  Kelley.  Then  if  it  did  appear  that  the  Government  comman- 
deered material  of  these  various  yards  belonging  to  private  enterprise, 
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and  made  at  the  time  no  inventory  of  that  material;  so  that  it  was 
almost  impossible  to  settle  later  on,  tlfre  fault' for  that  would  be  with 
Gen.  Goetnals? 

Mr.  Denman.  Why,  no.     Gen.  Goethals  would  have  had  abimdant 
time  in  the  next  60  days  or  three  months,  if  he  had  remained,  to  have 

made  a  list  of  the  material,  and  to  have 

Mr.  Kelley.  (interposing)  How  could  he  do  that  when  he  was 
sending  new  material  m  there  all  the  time  to  finish  ships  ? 

Mr.  Denman.  The  amount  of  new  material  that  was  going  in  on 
the  commandeered  ships  at  this  period  would  not  have  been  of  any 
considerable  quantity,  because  we  had  not  commandeered.  The 
commandeering  of  ships  came  about  two  or  three  months  afterwards. 
Mr.  Kelley.  Then,  Gen.  Goethals's  successor  would  be  responsible 
for  anything  of  the  sort  I  have  indicated  ? 

Mr.  Denman.  Yes;  it  had  not  come  up.     Commandeering  did  not 
come  in  my  time.     We  could  not  commandeer  until  we  got  the 
order  from  the  President,  and  the  order  did  not  come  imtil  July  1 1 . 
Mr.  Kelley.  Who  was  Gen.  Goethals's  immediate  successor  ? 
Mr.  Denman.  Admiral  Capps. 
Mr.  KJELLEY.  But  he  did  not  stay  long  ? 
Mr.  Denman.  No;  Admiral  Capps  was  sick. 
Mr.  Kelley.  Then  who  f oUowea  him  ? 
Mr.  Denman.  Admiral  Bowles. 
Mr.  Kelley.  Did  he  stay  very  long  ? 

Mr.  Denman.  I  think  he  stayed  until  Mr.  Schwab  came  in  the 
followi^  April. 

Mr.  ESjlley.  Where  was  Mr.  Piez;  where  did  he  come  in? 
Mr.  Denman.  Now,  I  can  not  give  you  that. 
Mr.  Kelley.  Well,  that  is  a  matter  of  record. 
Mr.  Denman.  Yes.     I  can  not  rive  you  the  successions  of  authority 
there.     I  think  Mr.  Piez  was  under  Admiral  Bowles  at  the  start  and 
afterwards  succeeded  him,  but  I  do  not  recall  dciinitely  now.     As  a 
matter  of  fact,  I  was  trying  to  pull  my  law  practice  together  in 
California  at  that  time,  and  my  recollection  of  Shipping  Board  affairs 
as  of  that  time  is  not  entirely  clear. 

Mr.  Kelley.  Then,  any  defects  growing  out  of  improper  accounting 
arose  after  your  time  ? 

Mr.  Denman.  Yes,  I  think  a  very  large  part  is  traceable  to  failure 
to  make  segregations  such  as  the  orders  contemplated,  and  that,  to 
a  business  man,  would  seem  obvious.  In  my  own  business  to-day 
I  would  no  more  have  a  blending  of  accounts  of  that  character  than 
I  would  think  of  keeping  no  accounts  at  all.  My  own  cost  sheets  run 
out  to  the  fourth  decimal. 

Mr.  Kelley.  Do  you  recall  what  the  qualifications  of  Mr.  Soleau 
were,  and  what  experience  he  had  in  this  Kind  of  work  ? 

Mr.  Denman.  Yes;  he  had  been  in  the  government  departments 
for  vears  as  an  auditor. 

MT,  Kelley.  Wouldn't  it  strike  you  that  such  a  project  of  such 
immense  size  would  require  the  best  accounting  talent  in  the  coimtry 
to  organize  a  system  of  books  ? 

Mr.  Denman,  Mr.  Soleau  was  on  the  Shipping  Board  side  and  not 
on  the  Emergency  Fleet  side. 

Mr.  Kelley.  1  don't  care  which  side  he  was  on  if  we  could  onlv 
have  a  proper  set  of  books  on  either  side  or  on  both  sides,  so  as  to  tell 
where  tne  material  would  go  and  to  keep  track  of  it. 
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Mr.  Denman.  Mr.  Soleau,  Mr.  Congressman,  had  nothing  to  do, 
as  I  recall  it,  with  the  question  of  materials.  But  Mr.  Soleau  had 
for  years  been  with  the  Treasury  Department  and  understood  treas- 
ur}^  methods.  I  had  no  difficulty  in  obtaining  money  from  the  treas- 
ur\^  or  in  satisfying  the  treasury  requirements  during  the  time  I  was 
chairman  of  the  board. 

Mr.  Kelley.  Well,  but  of  course  you  understand  now  there  arc 
some  81,500,000,000  of  accounts  that  the  Treasury  Department  re- 
fuses to  pay. 

Mr.  Denman.  I  understand  there  is  a  dispute 

Mr.  Kelley  (continuing).  Because  of  faulty  accounting. 

Mr.  Denmax.  Yes;  I  understand  there  is  a  dispute  as  to  whether 
or  not  the  ordinary  business  method  of  auditing  bills  before  paying 
them,  or  the  Government  method  of  auditing  after  payments,  shoula 
have  prevailed.  I  am  not  in  a  position  to  solve  that  dispute;  and, 
as  a  matter  of  fact,  I  am  not  familiar  with  Government  accounting. 

Mr.  Kelley.  Who  fixed  the  duties  of  the  treasurer  ?  He  must  have 
had  considerable  to  do  even  in  your  dav. 

Mr.  Denman.  I  do  not  recall  how  the  treasurer's  duties  were  fixed. 
My  impression  is  that  the  auditor  was  the  chief  adviser  to  the  treas- 
urer in  the  matter  of  methods  of  acquisition  and  disbursement  of 
funds. 

Mr.  Kelley.  The  treasurer  was  under  the  control  of  the  comp- 
troller ? 

Mr,  Denman.  Are  you  referring  to  the  comptroller  of  the  Shipping 
Board  ? 

Mr.  Kelley.  I  understand  that  the  comptroller  of  the  Shipping 
Board  and  of  the  Emergency  Fleet  Corporation  were  one  and  the 
same  person. 

Mr.  Denman.  Well,  we  had  no  comptroller  in  that  sense  in  my 
time  at  all. 

Mr.  Kelley.  How  was  that  ? 

Mr.  Denmax.  I  say,  we  had  no  comptroller  in  that  sense  in  my 
time  at  all.  I  think  you  will  find  that  during  the  period  immediately 
succeeding  me  these  matters  were  finally  worked  out.  We  were  just 
in  the  process  of  establishing  a  system. 

Mr.  Kelley.  They  were  not  worked  out.  What  I  am  getting  at 
is  this.  Who  fixed  the  duties  of  the  treasurer,  who  determined  what 
his  powere  should  be;  the  board  or  Gen.  Goethals  or  yourself  or  who  ? 

Mr.  Denman.  The  treasurer  of  the  Emergency  Fleet  Corporation, 
which  had  the  construction  of  ships,  was  under  the  control  of  Gen. 
Goethals. 

Mr.  Kelley.  There  never  was  but  one  treasurer,  was  there,  of  the 
two  organizations  ?  I  mean,  there  was  one  office.  You  did  not  have 
a  treasurer  of  the  Shipping  Board  and  a  treasurer  of  the  Fleet  Corpo- 
ration, too,  did  you 

Mr.  Denman.  I  can  not  recall  whether  the  two  functions  were  per- 
performed  by  one  man  or  not.  My  impression  is  that  they  were.  I 
can  get  the  data  on  that  for  you. 

Mr.  Kelley.  Do  you  remember  who  the  treasurer  was  ? 

Mr.  Denman.  I  think  it  was  Mr.  Stevens. 

Mr.  Kelley.  A  member  od  the  board  ? 

Mr.  Denman.  He  was  also  a  member  of  the  directorate  of  the  Emer- 
gency Fleet  Corporation. 
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Mr.  Kelley.  Wasn't  Mr.  Smith  the  treasurer? 

Mr.  Denman.  You  will  have  to  let  me  refresh  my  memoiy  on  that. 

Mr.  Kelley.  How  could  it  happen,  even  back  as  far  as  \our  day, 
that  collateral  securities  of  various  kinds,  put  up  for  the  safe  per- 
formance of  contracts,  could  be  lost  track  of,  so  that  nobody  would 
know  where  they  were  or  what  they  were? 

Mr.  Denman.  I  presume  on  account  of  defective  recordation. 

Mr.  Kelley.  What  was  that  answer? 

Mr.  Denman.  I  presume  owing  to  defective  recordation. 

Mr.  Kellfy.  Of  course  I  realize  that  you  were  going  along  under 
a  full  head  of  steam,  and  had  a  great  many  things  to  tliink  of,  and 
probably  the  organization  inception  was  the  last  thing  you  thouglit  of. 

Mr.  Denmax.  Well,  I  do  not  think  so. 

Mr.  Kelley.  What  I  meant  to  say  is,  that  the  machinerv^  for  car- 
rjnng  on  the  work  was  delayed. 

'^  Mr.  Denman.  The  machiineiy  was  developed  as  we  went  along. 
As  I  say,  the  great  expansion  was  not  on  my  branch,  because  I  had 
no  ships  then  to  operate.  It  was  on  Gen.  Groethals's  branch.  But 
it  was  growing  by  leaps  and  bounds.  The  contracts  were  piling  up 
and  the  business  was  expanding  at  a  terrific  rate,  beyond,  I  think,  the 
capacity  of  any  orgaiuzing  genius  to  carry  on  without  friction. 
Take  tfie  Standard  Oil  Co.  itself  and  ask  it  to-morrow  to  (quadruple, 
and  then  again  quadruple  its  activities,  ajid  get  its  staff  of  agents, 
subauditors,  and  its  superintendents,  and  get  railroad  men  and  its 
pipepien;  ask  them  to  do  that  in  six  weeks  or  two  montlis,  and  I 
will  guarantee  that  their  conditions  to  the  outsider's  eye  would 
somewhat  parallel  ours.  It  would  be  better,  however,  as  the  Stand- 
ard Oil  is  very  efficient. 

Mr.  Kelley.  The  Nav\'  Department  ex])anded  from  50, 000  or 
60,000  to  500.000  men,  and  I  never  heard  of  anv  trouble  with  their 
bookkeeping  although  there  was  a  great  expanding  of  accounts. 

Mr.  Denman.  ITiey  had  a  goijig  concern.  They  were  familiar 
with  all  these  transactions  and  simply  took  the  young  men  and 
expanded  out. 

Mr.  Kelley.  Could  not  the  Shipping  Board  have  perfected  its 
organization   -^ — 

Mr.  Denman  (interposing).  It  was  perfecting  it. 

Mr.  Kelley.  (continuing).  In  order  to  keep  track  of  funds  and 
securities?  ITie  testimony  before  this  committee  is  that  bundles  of 
securities  were  around  in  the  hands  of  different  persons  and  no  record 
of  where  they  were. 

Mr.  Denman.  I  have  not  any  excuse  to  offer  for  that,  but  I  am  not 
familiar  \\ith  the  situation  you  mention.  Of  course  if  that  occurred 
it  should  not  have  been  done. 

Mr.  Steele.  Is  that  an  exactly  correct  statement? 

Mr.  Kelley.  There  is  testimony  that  there  were  securities  in  the 
Girard  Trust  Co.  and  the  Shipping  Board  did  not  know  where  they 
were;  that  they  were  there,  and  when  they  got  them  back  they  did 
not  know  whether  they  were  all  there  or  not. 

Mr.  Denman.  That  was  not  true  during  my  time.  I  remember 
that  the  only  security  I  took  was  for  an  advance  to  a  corporation 
furnishing  timbers,  wKich  security  consisted  of  a  ship,  and  a  mortgage 
was  drawn  very  carefully,  and  there  was  not  any  question  about  its 
place  of  location. 
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Mr.  Kelley.  When  you  took  over  the  Austrian  ships  what  did  you 
do  with  them? 

Mr.  Denman.  Repaired  them. 

Mr.  Kelley.  Who  repaired  them  ? 

Mr.  Denman.  I  can  not  give  you  a  list  of  the  repair  yards. 

Mr.  Kelley.  I  do  not  mean  that,  but  did  you  repair  them  or  did 
the  Navy  repair  them  ? 

Mr.  I>enman.  We  repaired  some  and  the  Navy  repaired  some. 
Mr.  Yates  and  this  committee,  established  on  the  first  morning  of  the 
war,  had  to  do  with  that. 

Mr.  Kelley.  I  am  not  particular  about  that.  Then  what  did  you 
do  with  them  after  they  were  put  in  repair  ? 

Mr.  Denman.  That  was  not  solved  imtil  after  I  left  the  Board, 
because  of  the  repairs 

Mr.  Kelley  (interposing).  You  mean  that  the  Government  had 
these  ships  ? 

Mr.  Denman.  The  repaii*s  were  not  completed,  except  I  think  as 
to  one  or  two  and  possibly  three  that  were  handed  right  over  to  the 
shipping  organizations  ot  our  allies  for  the  carriage  of  munitions. 
They  had  to  leave  here  immediately.  They  were  manned  by  us  and 
turned  ris^lit  into  their  fleets  until  we  got  our  power  from  the  Con- 
gress. Tne  idea  was  to  have  a  general  ship  control  committee  of 
our  own. 

Mr.  Kelley.  Did  you  ever  hear  any  complaints  that  those  ships 
were  turned  over  to  parties  who  were  allowed  to  operate  them^at  a 
profit  for  tlu'ee  round  trips  ? 

Mr.  DknMan.  Tnat  is  another  group  of  ships  entirely. 

Mr.  Kelley.  Tnat  is  another  group  of  ships  ? 

Mr.  Denman.  Yes,  sir.  I  know  something  about  that.  There 
was  a  large  group  of  Austrian  ships,  eight  of  them,  seven  or  eight, 
purchased  by  Mr.  Baruch  and  myself,  with  the  Presidential  money. 
Those  were  never  allowed  any  free  trips.     Then  there  was  a  second 

froup,  with  the  Kerr  and  Clegg  interests,  the  ramifications  of  which  I 
id  not  understand,  and  I  understand  the  Government  is  having  some 
difficulty  in  unraveling.  I  was  called  on  by  Mr. — I  have  forgotten 
his  name,  but  he  was  a  big  husky  chap,  and  1  understand  an  English- 
man- on  behalf  of  Kerr  and  Clegg,  just  before  I  left  the  Shipping 
Board,  and  he  asked  me  whether  or  not  we  were  going  to  buy  tnose 
ships.  Now,  it  was  before  we  got  the  powers  from  tne  President. 
At  that  time  it  was  apparent  that  we  were  going  to  commandeer 
everything.  We  had  tne  commandeering  powers  given  by  the 
Congress,  and  1  told  him  no,  that  as  far  as  I  was  concerned  that  was 
the  situation,  but  that  I  did  not  know  what  the  board's  action  would 
be;  that  if  the  question  came  to  us  I  did  not  know  w*hat  the  board^s 
action  would  be,  but  that  as  far  as  I  was  concerned  we  wore  not  going 
to  buy  those  ships,  but  would  get  them  in  this  general  commandeering 
program,  and  thereby  get  control  of  them. 

I  have  seen  the  minutes  of  the  board  of  October,  1917,  in  which 
free  trips  -well,  I  have  forgotten  whether  it  is  a  minute  or  a  letter — 
free  trips  were  promised  to  Kerr  and  Clegg,  or  to  somebodv  own- 
ing that  group  of  ships.  And  the  reason  I  was  interested  in  it 
was  that  the  George  iVasMn-gton,  the  motor  ship,  could  have  beea 
brought  under  the  American  flag  early  in  August,  1917,  if  some 
arrangement  for  free  trips  had  been  given  to  tnem.     You  see  she 
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was  free,  outside,  and  if  they  could  have  been  allowed  a  certain 
number  of  free  trips  under  the  American  flag  Olsen  would  have  been 
willing  to  put  her  under.  I  wondered  whether  the  free  trip  idea 
had  killed  the  bringing  in  of  the  George  \Ya8Jiingtony  and  discovered 
that  free  trips  had  been  guaranteed  to  other  vessels  subsequently. 

Mr.  Kelley.  At  this  particular  time  of  course  freight  rates  were 
very  high,  in  October,  1917. 

Mr.  Denman.  It  was  estimated  that  a  wooden  ship  of  the  type  that 
we  proposed  to  build  and  that  were  built  would  pay  for  itself  m  two 
trips  across  the  Atlantic. 

Mr.  Kelley.  And  if  those  parties,  Kerr  and  Clegg,  were  given 
three  round  trips  free,  so  that  they  could  charge  the  going  freight 
rates,  it  is  your  opinion  that  they  would  make  enough  profit  on  those 
three  trips  to  pay  for  the  ships  ? 

Mr.  Dexmax.  That  is  my  opinion;  yes. 

Mr.  Kelley.  And  that  practice  was  not  accorded  to  you  or  to 
others  I  moan,  in  your  time? 

Mr.  Dexala-N.  >?ever  in  my  time.  I  certainly  would  have  given 
no  free  trips  to  the  Austrian  ships  we  were  going  to  commandeer. 
But  I  would  have  brought  in  other  ships,  of  the  Danes,  and  Swedes, 
and  Norwegians  and  any  others  I  could  have  brought  in  to  get  them 
under  the  flag,  by  giving  free  trips,  because  they  had  the  advantage 
of  free  trips  anyway. 

Mr.  Kelley.  In  your  statement  that  you  oflFered  for  the  record  on 
yesterday,  and  that  I  presume  went  into  the  record,  in  speaking  of 
the  Diesel  engine  contract  you  used  this  language: 

Its  rejection — 

I  suppose  that  means  the  rejection  of  the  Diesel  engine  program. 

Mr.  Dexmax.  Yes,  sir. 

Mr.  Kelley.  And  you  continued: 

was  the  climax  of  the  tragedy  of  blunders  of  the  Hurley  administration. 

What  were  some  of  the  other  blunders  of  which  this  was  the 
climax  i 

Mr.  Dexman.  There  is  a  phrase  in  English  literature,  "Oh  that 
mine  enemy  would  write  a  book. " 

That  sentence  in  my  statement  was  used  in  connection  with  the 
next,  in  which  I  paid  a  tribute  to  Mr.  Hurley's  accomplishments.  I 
do  not  want  to  be  put  in  the  position  of  unbalanced  criticism.  Be- 
sides, looking-backward  criticism  is  very  easy.  The  criticisms  I  have 
made  of  the  succeeding  administration  were  looking-forward  criti- 
cisms, based  upon  the  failure  to  adopt  the  programs  and  policies  that 
I  had  advocated.  Now,  I  think  there  was  a  series  of  extraordinarily 
unhappy  mistakes  made. 

Mr.  Kelley.  That  is  what  we  want  to  hear  about. 

Mr.  Dexmax.  At  the  time  they  were  performing  extraordinarily 
valuable  public  services  and  I  do  not  want  to  be  one-sided  in  what  I 
am  saying.  The  lirst  mistake  was  a  mistake  in  not  building  some 
Diesels  at  these  many  plants. 

Mr.  Kelley.  That  was  the  climax  of  the  mistakes,  and  we  want 
the  others  now. 

Mr.  Dexhax.  I  think  the  great  next  error  was  in  failing  to  put 
the  entire  responsibility  and  entire  control  for  building  ships  on  the 
general  manager  of  the  corporation  as  director  general,  in  the  way 
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that  we  expected  to  do  it  with  Gen.  Grocthals,  once  the  type  and 
policy  were  determined  on;  in  the  way  we  did  it  with  Gen.  6oethals 
m  all  other  matters.  I  think  the  chairman  of  the  Shipping  Board 
should  have  confined  himself  to  operations,  and  that  the  direet<>r 
general  of  the  corporation  should  have  had  the  manufacture  o( 
ships. 

1  think  that  if  Mr.  Hurley  and  his  associates,  instead  of  visiting 
the  shipyards  to  do  this  stimulation  work  with  labor  that  Mr.  Schwab 
was  so  admirably  suited  to  perform,  had  been  studying  the  problem 
of  management  of  ships  and  types  of  ships  for  the  war  emergency 
and  for  tne  competition  after  the  war,  that  an  enormous  Quantity  of 
waste  motion  would  have  been  avoided.  If  Mr.  Schwao  had  not 
been  peculiarly  suited  to  arouse  public  sentiment,  Mr.  Hurley^s  gifts 
in  that  direction  would  have  been  required  on  the  ship  stimulating 
end,  but  there  was  enough  of  that  in  Mr.  Schwab,  who  understood 
publicity  well  enough  and  had  the  kind  of  personality  to  give  the 
mflation  that  was  needed  on  that  side.  Ana  Mr.  Hurley's  extraor- 
dinary driving  energy  could  have  been  put  on  the  shipping  problem, 
the  type  question,  and  the  organization  of  the  management  of  these 
tremendous  agencies  on  the  operating  side.  I  think  they  should 
have  learned  from  the  comment  that  was  made  on  the  so-called 
Goethals-Denman  disputes,  that  the  thing  to  do  was  to  separate 
the  two  divisions  of  the  work  and  let  Admiral  Capps  or  Admiral 
Bowles  or  Mr.  Schwab,  or  whoever  was  going  to  have  that  particular 
function,  let  that  man  have  the  responsibility  for  the  manufacture 
of  ships;  and  the  other  man  have  the  responsibility  for  the  problem 
of  management  in  operations,  which  was  just  as  great  and  just  as 
important  a  work  and  now  is  far  more  important. 

Mr.  Kelley.  Both  you  and  Gen.  Goethals  agreed  on  that  policy, 
didn't  you;  that  he  should  manufacture  the  ships  and  build  the 
yards,  and  that  you  should  operate  the  ships  ? 

Mr.  Denman.  That  was  agreed;  yes. 

Mr.  Kelley.  But  that  policy  was  not  pursued  after  you  and  Gen. 
Goethals  left  the  board  ? 

Mr.  Denman.  There  was  an  intermingling  of  the  energies  of  the 
different  administrators,  of  the  chief  admmistrators,  Mr.  Hurley 
particidarly,  on  the  operating  end  with  actual  manufacture  of  vessels. 

Mr.  Kelley.  Now,  during  Mr.  Hurley's  time  as  chairman  of  the 
board,  Mr.  Piez  held  the  place  that  Gen.  Goethals  had  under  your 
time,  didn't  he? 

Mr.  Denman.  I  think  he  did,  for  a  while. 

Mr.  Kelley.  Didn't  they  preserve  this  idea,  of  one  lookinoj  after 
the  operating  of  ships  and  the  other  the  building  of  ships;  or  aid  Mr. 
Hurley  interfere  to  the  disadvantage  of  the  Government  w^ith  Mr. 
Piez?  I  am  just  trying  to  get  your  opinion,  that  is,  of  what  hai>- 
pened. 

Mr.  Denman.  A  great  deal  of  Mr.  Hurley's  time  was  spent  at  the 
yards — I  am  judging  now  from  the  continued  reports  in  the  press  of 
his  presence  there — stimulating  the  workers  and  giving  journalistic 
publicly  to  the  manufacturing  scheme. 

Mr.  BlElley.  So  that  very  little  if  any,  of  the  attention  of  persons 
of  prominence  on  the  board,  was  centered  on  operations  ? 

Mr.  Denman.  How  much  that  was,  I  do  not  know.  But  the  fail- 
ure to  have  any  auditing  system  on  the  great  numbers  of  agencies 
established  arose  during  this  period. 
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Mr.  Kklley.  What  fault  have  you  to  find  with  the  operation  of 
ships  at  the  present  time'^ 

Mr.  Denman.  That  of  determination  of  a  policy  for  operation  and 
sale. 

Mr.  Kellev.  I  know,  but  I  mean  actual  operation  and  handling  of 
these  1 ,400  ships  at  the  present  time,  which  matter  is  in  the  hands  of 
Capt.  Fole>  or  somebody  else  at  the  head  of  the  Division  of  Operations 
under  the  Shipping  Board.     Is  it  managed  all  right  now? 

Mr.  Denmax.  Can  you  tell  me  whether  or  not  Capt.  Foley  is  a 
commercial  shipping  man^ 

Mr.  Kelley.  I  do  not  think  he  is.     I  think  he  is  a  naval  officer. 

Mr.  Dexman.  I  am  opposed  at  all  times  to  giving  to  highly  techni- 
cal trained  men  of  the  Army  and  the  Navy  control  of  the  vital  living 
business  organizations. 

Mr.  Kfllky.  I  know  in  theory,  but  I  am  not  talking  about  the 
theoretical  situation;  I  am  talking  about  the  actual  situation.  What 
fault  have  you  to  find  so  far  as  you  know  of  the  management  of  these 
1,400  ships  at  the  present  time  t 

Mr.  Dexman.  I  would  not  want  to  find  any  fault  without  more 
information  than  I  possess.     Those  other  faults  were  obvious. 

Mr.  Kklley.  Wliy  isn't  it  all  right  now? 

Mr.  Dexmax.  I  would  not  want  to  find  any  fault  with  the  workers 
for  a  board  which  has  not  formulated  a  definite  policy  for  the  manage- 
ment or  dispositfon  of  those  ships. 

Mr.  Kelley.  Let  me  make  myself  clear.  Your  statement  was  that 
one  of  the  glaring  faults  of  Mr.  Hurley's  administration  was  that  he 
did  not  devote  himself  to  the  operations  and  have  somebody  else  at 
the  head  of  the  Fleet  Corporation  devoting  himself  to  construction. 
I  assumed  from  that  statement  that  there  was  something  radically 
wrong  with  their  operation,  because  you  enumerated  that  as  a  blunder. 

Mr,  Dexmax.  That  is  correct. 

Mr.  Kelley.  What  is  wrong  with  operations  i 

Mr.  Dkxmax.  1  was  referring  to  Mr.  Hurley's  time. 

Mr.  Kelley.  You  are  a  shipping  man. 

Mr.  Dexmax.  I  was  referring  to  conditions  as  they  existed  durin<j 
Mr.  Hurl(\v's  administration:  to  the  segregation  tliat  I  understand 
todav  fi»:ists. 

Mr.  Kelley.  What  is  wrong  with  the  Government  management  of 
shij)s  to-day?  Isn't  the  Government  getting  one  hundred  cents' 
worth  of  servico  from  every  dollar  that  it  puts  into  them  to-day  ( 

Mr.  Dhx.hax.  I  do  not  know.    I  am  not  in  charge. 

Mr.  Kelley.  Wliv  do  vou  sav  some  other  svsti^m  would  be  a  better 
svstom  if  this  svstem  is  all  riglit  ( 

*  ft  c* 

Mr.  Dex.vax.  In  ({^noting  me  I  do  not  think  you  (juote  clearly  my 
position.  We  are  shifting  tlie  ground  from  the  suggestions  I  think  I 
made. 

Mr.  Kelley.  I  am  not  shifting  the  ground.  I  am  making  my 
(|Uestion  as  clear  as  I  know  how  to  make  it.  What  is  wrong  with  the 
management  of  slii|)s  as  they  are  now  operated  i 

Mr.  Dexmax.  1  liave  not  said  it  v*'as  wrong. 

Mr.  Kelley.  You  said,  if  1  understood  you  correctly,  that  one  of 
t^ie  great  blunders  of  the  Hurley  administration  related  to  the  opera- 
[  on  of  ships;  tliat  he  did  not  give  his  attention  to  them.  I  assumed 
Irom  what  vou  said  that  you  meant  tht^re  was  some  shortcoming  in 
the  management  of  the  department. 
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Mr.  Denman.  Mr.  Hurley  has  not  been  there  for  a  long  time. 
Mr.  Kelley.  But  his  policy  goes  on,  the  one  that  he  instituted  ? 
Mr.  Denman.  I  think  you  would  find  that  his  successors  would  say 
that  is  not  so,  but  I  am  not  competent  to  answer  for  them. 

Mr.  Kelley.  Do  you  want  to  give  any  information,  or  rathei 
opinion  I  mean,  as  to  the  efficiency  of  these  ships  at  the  present  time 
or  under  Mr.  Hurley  ? 

Mr.  Denman.  Under  Mr.  Hurley's  time  there  were  many,  how 
many  I  can  not  give  you  but  a  very  large  number,  of  agents  of  the 
Grovernment  operating  ships.  They  were  collecting  f reimts  running 
into  the  millions  and  hunareds  of  millions  of  dollar^.  There  was  no 
system  of  business  management  of  those  agents.  When  Mr.  Rosseter 
c'ame  here,  his  energies  which  should  have  been  devoted  to  tyj>e  and 
to  grabbing  commerce  from  our  opponents,  were  spent  in  trying  to 
straighten  out  the  management  of  tnose  agencies.  I  think  that  was 
an  imhappy  occurrence, 

Mr.  Kelley.  Well,  is  it  your  criticism  that  too  many  new  operators 
were  given  ships  ? 

Mr.  Denman.  No:  I  would  not  make  that  criticism,  because  to 
make  that  one  should  know  by  an  intimate  study,  which  I  can  not 
give  and  have  not  given,  what  the  entire  group  was.  One  of  the 
great  difficulties,  one  of  the  great  drawbaclffi  of  America  in  interna- 
tional commerce,  is  the  few  personalities  that  understand  interna- 
tional trade  and  carriage  in  ships.  I  want  to  develop  that  if  I  may: 
We  are  very  far  behind  the  Norwegians  and  the  Swedes  and  the  Danes 
and  the  Hollanders  and  Great  Britain,  particularly,  in  ship  brains. 
You  may  have  all  the  ships  in  the  world,  and  all  the  superiority  of 
type  in  the  world,  but  if  you  do  not  have  ship  brains  you  can  not 
make  monev.  It  is  the  shipping  man  who  makes  the  shipping  busi- 
ness. We  have  not  enough  of  them  in  the  United  States.  And  if 
from  these  new  agencies  that  were  created  during  Mr.  Hurley's  time 
there  has  been  an  increment  of  50  per  cent  of  brain  power,  in  men 
understanding  international  commerce  and  the  management  of  ships 
on  the  sea,  that  asset  is  worth  as  miAcli  as  the  ships  that  were  built. 

Mr.  Kelley.  Your  criticism  is  that  Mr.  Hurley  at  least  did  not 
devote  himself  to  the  study  of  shipping  problems  as  an  operator, 
which  he  should  have  done  ? 

Mr.  Denman.  He  should  have  devoted  more  study  to  operation 
and  less  to  the  stimulating  side  of  work  in  the  yards. 

Mr.  Kelley.  Are  you  familiar  with  the  operating  contracts  which 
have  been  entered  into  by  the  Government  from  time  to  time,  espe- 
cially during  Mr.  Hurley's  time  ? 

Mr.  Denman.  No;  I  am  not.  They  have  been  altered  from  time  to 
time,  and  I  am  not  an  attorney  for  any  agent  of  the  Shipping  Board, 
barring  one,  a  steel  shipbuilding  yard  in  California.  And  they  are 
shipbuilders  and  not  ship  operators. 

Mr.  Kelley.  Are  there  any  other  operating  defects  that  might 
have  been  avoided  by  more  attention  to  the  operating  side  ? 

Mr.  Denman.  Yes;  if  they  had  compared  the  operation  of  Danish 
Diesel  ships  with  their  operation  of  steam  vessels  I  would  not  be 
here  talking  to  you  about  Diesels. 

Mr.  Kelley.  The  Diesel  ships  are  very  expensive  to  operate, 
aren't  they  ? 
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Mr.  Denman.  They  operate  at  one-third  the  fuel  cost  of  steam 
vessels. 

Mr.  Kelley.  The  upkeep  is  very  high,  isn't  it  ? 

Mr.  Denman.  No;  it  is  much  less,  or  at  least  not  more  than  in  the 
case  of  steam  vessels. 

Mr.  Kelley.  What  about  the  initial  cost  of  Diesels  ? 

Mr.  Denman.  When  you  take  the  cargo-carrying  capacity  of  a  ship 
into  consideration  it  is  about  the  same  per  ton  carriage;  per  ton 
actually  carried  it  is  about  the  same.  That  is  the  real  question. 
If*  by  paying  a  little  more  for  your  engines  you  do  not  have  to  push 
so  much  fuel  around  and  you  carry  more  cargo,  that  is  the  test. 
It  is  volume  of  cargo-carrymg  capacity  or  ton-mile  per  annum  that 
determines  the  value  of  the  results. 

Mr.  Kelley.  What  other  blunders  of  the  Hurley  administration 
have  you  in  mind  ? 

Mr.  Denman.  The  blending  of  accounts. 

Mr.  Kelley.  What  do  vou  mean  by  that  ? 

Mr.  Denman.  The  mixing  of  operations  with  manufacture. 

Mr.  Kelley.  So  that  it  is  impossible  now  to  tell  from  the  books 
what  the  cost  of  operation  was  or  what  the  cost  of  manufacture  was? 

Mr.  Denman.  No  man  could  use  the  word  'impossible''  until  he 
had  been  over  the  books. 

Mr.  Kelley.  I  said  from  the  books. 

Mr.  Denman.  Well,  I  do  not  know  that  it  is  impossible  because  I 
have  never  seen  the  books. 

Mr.  Kelley.  W^ell,  what  harm  had  come  from  the  mixing  of  funds  ? 

Mr.  Denman.  The  difficulty  of  determining  what  the  vessels  cost 
to  build  and  what  they  cost  to  operate. 

Mr.  Kelley.  So  that  it  is  ver>'  difficult  to  tell  about  them  now. 

Mr.  Denman.  So  that  when  you  gentlemen  very  properly  ask  what 
did  this  fleet  of  1,700  vessels  cost,  you  can  not  get  an  answer.  Then 
when  you  turn  and  ask,  what  does  it  cost  to  operate  them,  you  still 
can  not  get  an  answer.     It  is  now  two  vears  since  the  armistice. 

Mr.  Kelley.  And  it  is  very  difficult  to  determine,  by  reason  of  * 
the  commingling  of  fimds  of  these  two  operations,  what  any  ship 
cost  for  construction  or  whether  or  not  it  is  making  any  money 
from  operation. 

Mr.  Denman.  It  is  difficult;  ves,  sir. 

Mr.  Kelley.  What  other  blunders  were  there? 

Mr.  Denman.  1  am  exhausted. 

Mr.  Kelley.  Well,  just  one  other  sentence  and  I  think  we  will 
have  to  go  over  to  tlie  House  pretty  soon-  that  attracted  my  atten- 
tion a  good  deal.     In  the  same  i)aragraph,  Mr.  Denman,  you  say: 

Uncon3ciou3ly  he  has  contributed  more  to  the  success  of  our  Scandanavian  and 
British  competitors  on  the  seas  than  the  moat  ardent  of  our  few  Anglo-un-American 
administrators  during  the  war. 

Do  you  mean  by  that  statement  that  there  were  connected  with 
the  Shipping  Board  or  Fleet  Corporation  at  any  time  a  few  Anglo- 
un-American  administrators  i 

Mr.  Denman.  That  was  the  obvious  import  of  what  I  said.  I 
trust  that  you  do  not  ask  me  for  the  list.  I  have  been  crucified  so 
often  for  this  lack  of  political  sense  to  which  I  have  referred,  and  for 
the  advocacy  to  the  public  of  my  opinions,  that,  as  I  said  the  other 
day,  you  can  slip  the  spikes  into  my  palms  without  the  use  of  a  ham 
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mor.  The  fact  is  that  there  was  a  hysteria  that  went  over  Washing- 
ton tlmt  possessed  men  to  desire  to  give  to  bleeding  England  anything 
she  \\  anted. 

Mr.  Kelley.  Weil,  of  course,  thare  was  more  or  less  propaganda 
on  loth  sides  of  that  <  uestion. 

Mr.  Den  MAN.  I  had  experienced  the  propaganda. 

Mr.  Kelley.  1  thought  tliat  v  as  rather  a  serious  allegation  there, 
that  there  were  un-American  administrators,  a  few,  connected  with 
the  Shipping  Board.  Of  course,  I  will  respect  your  wishes  as  to 
identities,  but  it  caught  my  attention. 

Mr.  Den  MAN.  1  wul  tell  you  my  ow^n  experience  as  to  w'hat  hap- 
pened while  I  ^^as  on  the  board.     But  it  will  take  some  time. 

The  Chairman.  Weil,  we  have  got  to  attend  the  call  of  the  House, 
Mr.  Denman.  The  committee  will  now  adjourn  until  9.45  o'clock  to- 
morrow morning. 

(Thereupon,  at  12  o'clock  and  20  minutes  p.  m.,  the  committee 
adjourned  until  to-morrow,  Wednesday,  December  15,  1920,  at  9.45 
a.  m.) 

Select  Committee  on 
United  States  vShipplng  Board  Operations, 

House  of  Representatives, 
Was'lilngtou,  1).  T.,  Wednesday ,  December  //>,  in2(L 

The  committee  met  at  9.45  o'clock  a.  m.,  pursuant  to  adjournment 
on  yesterday,  Hon.  Joseph  Walsh  (chairman)  presiding. 

Also  ])resent:  Representatives  Kolley,  Hadley,  Foster,  Steele,. and 
Connnllv,  the  other  members  of  the  committee. 

TESTIMONY  OF  ME.  WILLIAM  DENMAIT— Eesnmed. 

Mr.  Denman.  Mr.  Chairman,  I  trust  you  \vill  pardon  my  delay 
this  morning,  but  Mr.  Ke^Iley  asked  me  on  yesterday  for  certain  in- 
formation in  reierenc(»  to  organization  and  disbursements  of  funds, 
and  I  was  unable  until  this  morning  to  get  hold  of  my  secretarv,  Mr. 
James,  who  has  been  (juite  ill,  and  get  from  him  the  outline  of  the 
original  scheme  of  the  organization  that  we  had  in  deatail. 

In  a]Vsw(»r  to  the  inouiry  of  vcsterday  by  Mr.  Kelley,  I  think  I  can 
give  vou  a  picture  of  th(>  (hstribution  of  functions  before  we  had  our 
fegislntiou  from  the  Congress.  TIkv  then  followed  the  same  plan 
^\llich  v^as  afterward  outhned  in  the  executive  order  from  the  Presi- 
dent tliat  I  drafted  for  )urn  in  rhine. 

UiuhM-  the  act  of  vSoptemi)er,  1916,  fourth  section,  it  is  proAnded 
that  the  accounts  of  tlie  Shipping  Board  should  be  audited  by  the 
Auditor  for  the  State  DepartmcMit  and  auditors  for  other  departments, 
and  Mr.  Soleau,  \\  horn  1  sj)oke  of  as  the  auditor,  was  the  person  in 
the  Shipping  Board  connected  with  auditing;  he  was  the  disbursing 
oHicer  and  acted  in  coo])eration  with  tlie  auditor  for  these  departments 
under  the  statute.  Later,  w^hen  the  lunergency  Fleet  ("orporation 
was  formed  a  real  auditor,  as  distinguished  from  Mr.  Soleau,  the  dis- 
bursing oflicer,  was  employed  by  (len.  Goethals.  I  have  foi^ott-en 
his  name  for  the  moment 

Mr.  Kellky  (interposing).  Was  it  Mr.  Bender? 
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Mr.  Denman.  Yes;  Mr.  Bender.  And  there  was  no  statute  con- 
troling  the  functings  of  Mr.  Bender.  He  was  just  the  auditor,  as 
any  corporation  would  have  its  auditor  for  the  purpose  of  auditing 
the  corporation's  accounts. 

When  we  started  repairing  the  German  and  Austrian  ships  in  New 
York — and  you  will  recall  that  my  organization  in  New  York  for 
repairing  and  operating  those  ships,  was  initiated  on  the  day  we 
entered  mto  the  war,  April  6,  1917,  and  there  as  in  other  cases  we 
moved  rapidly — ^the  funds  that  we  used  in  that  connection  were 
funds  that  came  from  the  President  himself,  and  were  administered 
and  disbursed  by  the  Shipping  Board  as  distinguished  from  the 
corporation  later  fonned;  and  those  funds  were  handled  by  Mr. 
Soleau  on  the  Shipping  Board  side  throughout  the  time  of  my  ad- 
ministration. I  have  not  examined  the  records  on  that,  but  my 
recollection  is  refreshed  and  I  am  prettv  clear  there.  The  .^50,000,000 
that  we  received  under  your  congressional  grant  by  the  act  of  Sep- 
tember, 1916,  were  used  to  purchase  stock  of  the  Emergency  Fleet 
Corporation,  and  were  disbursed  by  Mr.  Soleau,  disbursing  officer  of 
the  Shipping  Board,  to  the  Fleet  Corporation,  where  those  funds 
came  under  the  control  of  Auditor  Bender. 

Now,  the  system  that  was  established  by  Gen.  Goethals  in  the 
Emergency  Fleet  Corporation  was,  as  I  unclerstood  it,  an  ordinary 
business  audit.  I  did  not  concern  myself  with  that.  Later,  I  think 
in  the  month  of  July,  1918,  as  a  part,  I  think,  of  the  emergency 
deficiency  bill  for  the  disposition  of  funds  for  the  year  1019,  there 
was  a  provision  that  the  funds  of  the  Emergency  Fleet  Corporation, 
being  mat  fund  appropriated  for  1919,  were  to  be  administered  under 
the  regulations  of  the  Secretary  of  the  Treasury. 

I  thmk  that  answers  the  question  that  you  put  to  me.  Now,  you 
asked  me  who  was  the  treasurer  of  the  Shipping  Board. 

Mr.  Kjelley.  Yes :  who  was  the  treasurer  ^ 
wMr  Denman.  There  was  no  treasurer  of  the  Shipping  Board,  but 
there  was  a  treasurer  of  the  Emergency  Fleet  Corporation,  and  that 
was  Mr.  Stevens.  Who  succeeded  him  or  whether  there  was  a  suc- 
cession between  Mr.  Stevens  and  Mr.  Boiling,  I  do  not  recall.  I  have 
not  had  time  to  go  into  the  records  on  that  for  you.  But  that  may 
be  very  easily  shown  by  inquiry  at  the  Shipping  Board. 

Mr.  Kelley.  In  arranging  the  duties  oi  the  treasurer,  did  you 
create  an  independent  office  or  was  it  a  sort  of  adjunct  to  the  comp- 
troller's office,  or  don't  you  recall  ? 

Mr.  Denman.  By  comptroller,  do  vou  mean  Mr.  Bender? 

Mr.  Kelley.  Well,  whoever  had  charge  of  accoimts. 

Mr.  Denman.  My  recollection  is  that  the  treasurer's  duties  were 
outlined  in  the  by-laws  of  the  Emergency  Fleet  Corporation,  and  I 
have  not  seen  those  recently.  But  tne  point  I  want  to  make  there 
is  that  we,  in  the  beginning  made  this  separation  of  repair  and 
operation  of  ships  by  the  Shipping  Board  and  the  manufacture  of 
ships  by  the  Emergency  Fleet  (corporation. 

Mr.  Kelley.  One  of  the  serious  criticisms,  Mr.  Defiman,  that  has 
been  made  of  the  organization  in  its  earlier  days  is,  that  the  treasurer 
was  given  but  very  little,  if  any,  power  and  that  the  comptroller  or 
auditor — ^whatever  you  called  him  at  that  time — ^liad  no  clieck  upon 
his  handling  of  funds;  that  the  money  was  in  his  hands;  that  in  the 

177068— 20— PT  8 15 


3248  SHIFPIKG  BOABD  OPERATIONS. 

checking  of  it  out  the  treasurer  merely  signed  the  checks;  that  the 
securities — Government  bonds  and  whatever  else  was  put  up  as 
collateral  for  the  faithful  performance  of  contracts — was  in  the  hands 
of  one  department  there,  with  no  check  against  it  by  any  other; 
and  that  as  a  result 'a  good  deal  of  chaos  nas  come  about  in  the 
accounts. 

Mr.  Denman.  Now,  we  must  get  clearly  in  mind  the  fact  tlj^at  what 
was  administered  in  New  York  and  elsewhere,  under  me  as  the 
chairman  of  the  Shipping  Board — that  is  to  say,  operations  and 
repairs — was  presidential  money  flowing  through  the  board  and  not 
the  cornoration,  and  was  disbursed  by  Mr.  Soleau  under  the  audit 
requirea  by  the  statute,  section  4  of  tne  act.  There  was  never  any 
trouble  there  on  my  side  of  it.  Now,  when  you  get  over  on  the  cor- 
poration side  of  it,  the  original  idea  of  the  Emergency  Fleet  Corpora- 
tion was  to  make  it  a  private  concern  for  the  purpose  of  rapidity  of 
operation  in  getting  of  contracts  and  getting  started  in  the  business. 
It  the  methods  of  auditing  and  the  methods  of  handling  moneys 
there  did  not  fit  into  the  Government's  scheme  of  auditing  that  is  a 
question  of  administration  detail  that  came  under  Gen.  Goethals. 
Gen.  Goeth^ls  had  had  great  freedom  on  the  Canal;  he  had  direct 
methods — they  were  not  the  methods  of  pubhc  business  operations — 
the  whole  desire  being  to  got  to  the  point  and  get  thiags  done.     I  am 

fiving  you  the  principles  controlling  nim.  Now,  what  was  done  there 
do  not  know. 

Mr.  Kelley.  Whatever  system  of  checks  on  the  powers  of  the 
auditor  or  comptroller  that  were  put  into  effect  were  matters  under 
Gen.  Goethals  under  the  arrangement  that  you  had  at  the  time  as 
far  as  the  Emergency  Fleet  Corporation  was  concerned? 

Mr.  Denman.  That  is  correct. 

Mr.  Kelley.  And  any  shortcomings  in  that  system  are  not  to  be 
laid  at  your  door? 

Mr.  Denman.  Not  at  my  door;  and  I  do  not  want  to  suggest  tii^.- 
thoTo  are  such  things,  because  the  difficulties  that  later  arose  I  think 
arose  before  Gen.  GoethaLs  had  thoroughly  adjusted  his  system  to  the 
rapid  expansion  of  the  work. 

Mr.  Kelley.  Criticism  has  been  made  that  on  the  great  work  that 
you  hnd  started  out  upon  the  first  thing  that  should  have  been  done 
w^is  to  engage  an  expert  accountant,  or  a  firm  of  accounts  of  the 
highest  sttmding  in  the  coimtry,  to  open  up  a  set  of  books  which  would 
be  adequate  for  those  transactions  and  that  that  was  never  done;  and 
that  those  who  were  engaged  were  people  of  ordinary  abihty;  that 
this  enterprise  was'  to  develop  into  an  mstitution  twice  as  large  as 
the  United  States  vSteel  Corporation,  and  yet  no  adequate  system  of 
bookkeeping  was  started,  and  as  a  residt  of  that  confusion  has 
ensued  from  thut  day  to  tliis,  all  traceable  to  the  fa^ct  that  it  was  not 
properly  done  in  your  time,  either  by  you  or  by  Gen.  Goethals. 

Mr.  Denman.  Well,  I  assumed  that  Gen.  Goethals — ^who  had  built 
the  largest  enterprise  in  the  world  at  that  time,  and  who  was  my 
choice,  for  I  wi^^  responsible  for  Gen.  Goethals  being  there  more  than 
any  other  person — 1  assumed  that  as  he  had  been  the  administrator 
of  the  largest  enterprise  in  the  world  up  to  that  time  of  a  constructive 
character  difficulties  of  this  kind  would  be  solved,  either  when  he 
came  in  or  in  the  process  of  his  administration. 


SHIPPING  BOARD  OPERATIONS.  824ft 

Mr.  Kelley.  Your  whole  plan  was  the  idea  of  segregating  con- 
struction from  operation,  and  that  you  were  heading  into  the  operat- 
ing division  and  that  Gen.  Goethals  was  heading  into  the  construction 
division. 

Mr.  Denman.  That  is  correct:  although  I  had  to  face  the  Congress 
on  appropriations,  and  I  agreed  with  Gen.  Goethals  that  I  would 
save  rum,  as  far  as  possible,  from  congressional  cx)ntact.^  To  do  this 
I  had  to  know  something  that  was  going  on  on  the  construction  side, 
in  order  to  meet  the  congressional  committees.  But  so  far  as  inter- 
fering with  the  system  of  manufacture,  or  organizing  or  assisting 
in  organizing  the  actual  work,  that  was  not  my  function. 

Mr.  Kelley.  What  special  value  was  there  to  have  you  sign  those 
contracts  ? 

Mr.  Denman.  I  do  not  believe  there  was  any  value  in  that  at  all, 
except  that  it  made  certain  that  I  would  be  able  to  gather  the  neces- 
sary information.  It  could  have  been  as  well  done  by  a  summary 
of  the  contracts  sent  in  to  me. 

Mr.  Kelley.  But  it  put  you  in  position  to  stop  any  particular 
transaction  if  vou  saw  fit. 

Mr.  Denman.  I  do  not  think  I  had  that  in  mind,  or  that  any  of  us 
had  that  in  mind.  When  those  original  by-laws  were  drawn  they 
were  drawn,  as  I  recall  it,  by  Mr.  Joseph  Cotton,  who  was  under  Gen. 
Goethals,  and  they  came  up  to  the  board  in  that  form. 

Mr.  Kelley.  In  the  question  of  making  a  contract  with  a  new 
corporation,  a  new  shipbuilding' company,  one  which  had  no  plant 
ana  where  the  Government  had  to  put  up  the  money  to  build  it, 
do  you  recall  whether  there. was  any  provision  in  those  early  con- 
tracts which  would  safeguard  the  Government  against  excessive 
salaries  being  paid  by  those  new  concerns,  or  whether  or  not  mort- 
gages were  taken  upon  the  j>lants  which  the  Government's  money 
had  resulted  in  building  ? 

Mr.  Dexman.  No;  that  was  a  matter  of  administrative  detail 
I  was  not  concerned  with. 

Mr.  Kelley.  That  would  be  more  than  ordinary  detail,  wouldn^  tit? 

Mr.  Denman.  That  would  have  to  vary  with 

Mr.  Kelt.ey  (interposing).  It  seems  to  me  that  that  would  be  a 
general  policy  that  tfie  chairman  of  the  board  ought  to  be  familiar 
with — how  to  protect  the  G  )vernment  against  possible  loss  where 
large  sums  of  money  were  put  into  the  hands  of  inexperienced  people 
in  the  shipbuilding  business. 

Mr.  Dexmax.  There  is  no  question  about  the  importance  of  that; 
there  is  no  question  about  the  necessity  for  safeguarding  that  situa- 
tion. 

Mr.  Krlley.  But  you  do  not  know  whether  that  was  done? 

Mr.  Dksmax.  That  was  not  my  function,  sir.  And  as  it  was,  the 
country  was  clamoring  and  the  (congress  was  clamoring  because  of 
my  alleged  interference  with  Gen.  Goethals's  administrati6n  there. 
It  was  to  be  a  canal  job  by  hhn,  a  great  big  sizeable  thing  that  would 
just  move  along  with  the  titanic  energy  of  that  good  gentleman,  and 
other  pei-sons  were  not  to  interfere.  That  was  the  conception;  and 
it  was  a  conception  to  which  the  Congress  and  the  country  seemed 
to  give  its  approval. 

Mr.  Kelley.  Then  if  contracts  were  made  at  that  time  without 
protection   to   the  Government  against  the  payment  of  excessive 
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salaries,  and  without  protecting  the  Government's  investment  by 
taking  a  mortgage  upon  the  plant  that  the  Government  really  erected, 
that  was  not  your  fault  ? 

Mr.  Denman.  That  was  not  my  fault. 

Mr.  Kelley.  That  went  to  Gen.  Goethals. 

Mr.  Denman.  Gen.  Goethals  is  the  man,  but  if  he  had  made  a 
mistake  with  a  contractor  and  it  came  to  li^t  as  the  business 
developed,  Ke  would  have  taken  the  contractor  into  his  office  and 
something  would  have  happened  to  that  contractor  so  that  he 
would  have  had  to  correct  the  mistake.  Plis  was  an  extraordinarily 
powerful  personality.  And  while  my  contact  with  Gen.  Goetlials 
imtil  the  session  of  the  last  day  was  one  of  the  most  amicaWe  that 
I  have  over  known  and  ever  had  in  business,  \  et  I  know  that  when 
he  put  his  hand  upon  a  contractor  that  he  desired  to  shape  the  con- 
duct of,  he  usuallv  got  the  results  he  desired. 

Mr.  Kelley.  Are  you  familiar  with  the  Pacific  Coast  Shipj)ing 
Co.  out  in  San  Francisco  ? 

Mr.  Denman.  I  am  not  familiar  vith  it,  but  the  >  ard  that  T  market 
our  lumber  through  immediately  adjoins  that  plant. 

Mr.  Kelley.  What  is  the  name  of  that  yard  ?  1  remember  that 
yard  up  there. 

Mr.  Denman.  The  Coos  Bay  Lumber  Co.  In  this  connection  I 
would  like  to  say  that  we  were  speaking  on  \  esterday  of  my  connec- 
tion \\ith  the  lumber  business,  and  I  want  to  explain  that  1  was  not 
connected  with  the  lumber  business  prior  to  joining  the  Shipping 
Board,  except  that  I  acted  as  counsel  for  one  company  in  cleaning 
up  certain  land  titles.  Ttiis  Coos  Bay  Lumber  Co.  macle  a  contract 
for  the  furnisliing  of  ship  timbers  at  the  time  that  I  was  on  the  board 
at  a  price  considerably 

Mr.  Kelley  (mterposing).  What  you  are  saying  has  nothing 
e  pxially  to  do  vith  this  inquiry,  except  to  say  that  you  were  not 
connected  with  the  himber  business  at  tne  time. 

Mr.  Denman.  No;  but  I  hav^e  since  been  operating  a  lumber 
business,  which  I  am  doing  as  receiver  for  the  United  States  district 
courts  in  Oregon  and  California. 

Mr.  Kelley.  But  that  would  not  be  a  matter  of  any  public  interest, 
would  it  ? 

Mr.  Denman.  Unless  you  desire  to  know  whether  I  am  qualified 
to  speak  on  the  question  of  handling  raw-  and  manufactured  materials 
in  large  quantities. 

Mr.  Kelley.  We  will  assume  that  you  are  qualified  to  speak  on 
anything  you  think  you  are  qualified  to  speak  on. 

Mr.  Denman.  You  are  very'  courteous. 

Mr.  Kelley.  Do  you  know  Mr.  Burgess  '\ 

Mr.  Denman.  Yes,  sir;  I  have  known  liim  casuallv  for  a  great 
many  years.     He  is  a  promoter,  and  has  promoted  and  promoted. 

Mi*.  ii^ELLEY.  Did  you  sign  that  contract  \ 

Mr.  Denman.  Nof  that  came  way  after  my  time.  I  have  seen 
that  plant  at  work.     I  was  by  there  about  three  weeks  ago 

Mr.  Kelley  (interposing).  Is  Mr.  Burgess  a  man  of  sufficient 
shipbuilding  ability  that  lie  ought  to  be  paid  S25,000  a  year  salarvj 

Mr.  Denman.  I  do  not  believe  he  has  had  any  shipbuilding  experi- 
ence. 
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Mr.  Kelley.  Do  you  know  Mr.  Scott,  out  there,  connected  with 
the  same  company  ? 

Mr.  Denman.  I  have  met  Mr.  Scott  casually.     He  is  a  shipbuilder. 

Mr.  Kelley.  He  drew  $25,000. 

Mr.  Denman.  He  is  worth  it,  I  think,  as  salaries  go  for  large 
executives. 

Mr,  Kelley.  This  was  not  a  larg:e  project,  was  it? 

Mr.  Denman.  I  have  forgotten  the  amoimt  involved;  but  a  good 
many  millions  of  dollars,  I  believe. 

Mr.  Kelley.  There  were  four  or  six  ways. 

Mr.  Denman.  That  is  a  big  project.  It  would  not  seem  so  in 
comparison  with  some  other  yards  out  there,  but,  of  course,  we  pro- 
duced more  ships  on  the  Pacific  coast  than  they  did  on  the  Atlantic 
coast,  as  you  will  recall. 

Mr.  Kjblley.  They  did  not  produce  many  of  them  at  this  place. 

Mr.  Denman.  No;  those  ships  seemed  to  stay  there  at  tne  place 
where  they  were  put  in  with  extraordinary  permanence,  although 
he  has  gotten  out,  I  think,  two  or  three  ships. 

Mr.  Kelley.  What  salary  did  you  pay  Mr.  Radford  at  the  time 
he  was  connected  with  the  office  down  there  ? 

Mr,  Denman.  He  was  under  Gen.  Goethals,  if  in  our  time.  My 
impression  is  that  he  came  in  after  my  time,  but,  at  any  rate,  he 
was  under  the  Emergency  Fleet,  and  that  was  imder  Gen.  Goethals. 

Mr.  Kelley.  Did  he  get  as  much  as  $15,000  a  year? 

Mr.  Denman.  I  am  certain  ho  did  not,  but  that,  as  well,  is  a  state- 
ment made  without  looking  at  the  books. 

Mr.  Kelley.  There  seemed  to  be  nothing  to  protect  the  Govern- 
ment against  paying  Mr.  Burgess  $25,000,  and  Mr.  Scott  $18,000,  and 
Mr.  Kadford  S15,000,  and  a  man  by  the  name  of  Seagrave  $12,000  a 
year  at 'that  plant  out  there. 

Mr.  Denalvn.  There  would  be  no  way  hj  general  provision  in  the 
Emergency  Fleet  Corporation  of  determining  whf^t  the  salaries 
should  be  on  any  individual  enterprise.  And  you  would  have  in 
each  case  to  determine  the  situation.  For  instance,  suppose  now 
you  had  a  community  that  had  labor  in  it  and  where  you  wanted  to 
put  a  shipl)uilding  plant  in  war  time,  and  you  had  everything  but  a 
certain  typo  of  manager,  and  -there  was  tremendous  competition  to 
get  that  tyi)e  of  follow.  You  might  have  to  pay  a  $10,000  man 
§25,000  to  i^ot  him,  and  ho  might  be  the  very  key  to  the  whole 
situation.  You  could  not  lay  do>^Ti  a  general  rule  to  cover  those 
things.  It  has  got  to  be  a  determination  on  the  average  enterprise, 
if  you  do  that,  and  they  all  vary  and  are  not  uniform.  On  the 
other  liand,  you  could  certainly  lay  down  a  rule  that  the  salaries 
should  be  vis6ed  and  not  be  beyond  a  certain  point  for  the  enterprise 
that  you  are  financing.  That  could  be  done,  but  there  could  be  no 
way  of  starting  out  and  saying,  '^  We  will  pay  nobody  more  than 
$5,000  or  $50,000,  or  whatever  your  figure  might  be,  for  all  the 
plants.'' 

Mr.  Kelley.  No;  but  shouldn't  there  be  some  provision  in  the 
contract  which  would  require  the  O.  K.  of  somebody  at  this  end  of 
the  line  as  to  salaries,  especially  if  the  parties  out  there  had  had  no 
experience  whatever  in  shipbmldmg  and^were  not  putting  any  money 
to  speak  of  in  the  project  ? 
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Mr.  Denman.  Well,  I  have  already^  expressed  my  opinion  as  to 
intrusting  Government  functions  to  nonshipping  and  nonshipbuilding 
persons. 

Mr.  Kelley.  Whatever  trouble  there  was  about  that  it  was  a 
matter  with  Gen.  Goethals  anyway  ? 

Mr.  Denman.  Gen.  Goethals  had  nothing  to  do  with  this  specific 
Pacific  coast  plant.     Its  contract  came  later. 

Mr.  Ejsllet.  It  was  on  the  other  side  of  your  organization  ? 

Mr.  Denman.  Yes;  it  was  on  the  Emergency  Fleet  side. 

Mr.  Kelley.  I  suppose  that  in  the  case  of  these  general  contracts 
the  methods  of  hanaling  the  business  that  were  started  in  your  day 
were  probably  continued  along  imder  your  successors. 

Mr.  Denman.  No;  I  think  not.  I  think  there  were  quite  radical 
changes  made  after  Gen.  Goethals's  time. 

Mr.  KjiLLEY.  For  the  better  ? 

Mr.  Denman.  The  difficulty  there  is  that  these  contracts  were 
governed  by  the  condition  of  the  individual  yard,  and  there  were 
aiflferent  enterprise  conditions,  and  to  say  that  one  was  better  or 
that  all  were  better  is  a  question  of  examining  the  one  and  then 
examining  all  and  then  passing  on  them,  which  I  have  not  had  the 
time  to  do. 

Mr.  Kelley.  In  your  judgment  should  Mr.  Bui^ess  have  had  a 
contract  for  building  ships  for  the  Government  *? 

Mr.  Denman.  No;  I  would  confine  Mr.  Burgess  to  the  operation 
of  promoting  land  sales. 

Mr.  Kelley.  He  was  a  real  estate  agent  out  there  ? 

Mr.  Denman.  Yes;  he  was  one  of  the  few  we  have  in  northern 
California.     We  import  them  from  the  south. 

Mr.  Kelley.  Was  his  credit  at  the  banks  ample  ? 

Mr.  Denman.  I  couldn't  tell  you  about  that,  but  he  must  have  had 
credit  because  he  floated  so  many  real  estate  schemes. 

Mr.  Kelley.  Do  you  know  whether  he  put  a  mortgage  on  this  plant 
that  the  Government  built  out  there  of  several  hundred  thousiind 
dollars'? 

Mr.  Denman.  I  do  not  know.  The  reason  I  spoke  of  the  Coos  Bay 
Co.  is  that  before  the  time  I  was  receiver  it  owned  the  town  of  Bay 
Point,  and  the  streets  were  laid  and  sewers  were  in  the  town  and  it 
was  an  admii'able  place  to  expand  buildings  for  the  laborers  at  the 
plant.  Now,  the  Coos  Bay  people  offered  to  go  ahead  and  build  at 
this  town  right  alongside  or  near  to  the  shipbuilding  plant.  But  Mr. 
Burgess  managed  to  get  a  town  called  Clyde 

Mr.  Kelley  (interposing).  Back  in  the  country  12  miles? 

Mr.  Denman.  About  2  or  2A  miles.  There  he  built  a  beautiful 
village  there  that,  as  you  look  at  it,  either  scars  or  adorns  the  landscape 
with  an  extraordinary  variety  of  paints. 

Mr.  Kelley.  Who  put  up  the  money  to  build  it? 

Mr.  Denman.  I  am  sure  that  Mr.  iJurgess  did  not;  quite  likely 
the  Government 

Mr.  Kelley.  Quite  likely  the  Government  ? 

Mr.  Denman.  Well,  I  do  not  know. 

Mr.  Steele.  Does  the  witness  know  about  these  things  ? 

Mr.  Kelley.  If  he  doesn't  I  do. 

Mr.  Steele.  The  witness  is  talking  now  about  things  that  took 
place  after  he  left  the  Shipping  Board.  1 
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Mr.  Dbnman.  This  is  property  that  I  am  familiar  with.  And  we 
take  judicial  notice  of  Mr.  Burgess  in  California. 

Mr.  Kelley.  You  do  not  know  whether  the  money  for  the  town 
built  up  in  the  country  was  put  up  by  the  Government  or  not? 

Mr.  Denman.  No;  it  was  only  statements  of  Shipping  Board 
administrators  that  Jed  me  to  believe  that.  I  want  to  thank  Mr. 
Steele  for  his  suggestion;  I  am  not  in  a  position  to  testify  in  regard 
to  that. 

Mr.  Kelley.  Do  you  remember  the  hotel  built  at  the  beautiful 
little  town  of  Gy de  ? 

Mr.  Denman.  Yes.     I  was  very  much  disappointed,  as  receiver 
of  the  lumber  company,  that  that  had  not  been  built  in  Bay  Point. 
Mr.  Kelley.  But  it  is  too  far  back  in  the  country  to  be  of  much 
use  to  you  in  Bay  Point  ? 
Mr.  Denman.  Yes. 

Mr.  Kelley.  You  are  interested  in  that  locality  and  I  want  to 
ask  you,  on  what  theory  would  the  Government  build  a  town  back 
so  far  away  from  the  seaboard  ? 

Mr.  Denman.  On  the  theory  that  mosquitoes  were  thicker  in  Bay 
Point  than  in  Clyde.  This  was  disputed  by  the  leading  citizens 
in  Bay  Point,  but  the  argument  as  to  the  preponderence  of  mos- 
quitoes seemed  to  be  decided  against  that  town.  [The  members 
of  the  committee  smiled  at  this  statement].  Gentlemen,  I  am 
speaking  seriously  of  this.  This  is  what  happened.  I  know  it 
tnough  it  was  before  I  took  charge  of  the  Bay  Point  lands. 

Mr.  Kelley.  Did  Mr.  Burgess  have  an  option  on  the  land  where 
Clyde  was  erected  and  not  on  the  land  down  by  the  seaboard  ? 
Mr.  Denman.  He  did  not  have  it  on  the  land  by  the  seaboard. 
Mr.  Kelley.  And  you  do  not  know  whether  he  had  it  on  the 
land  where  the  town  of  Clyde  was  built  or  not  ? 

Mr.  Denman.  I  think  that  was  a  part  of  one  of  his  promoting 
enterprises. 

Mr.  Kelley.  Perhaps  that  had  something  to  do  with  the  claim 
about  mosquitoes. 

Mr.  Denman.  That  option  was  not  an  argument  urged  upon  the 
Government. 

Mr.  Kelley.  One  important  statement  you  have  made  T  think, 
from  the  standpoint  of  the  public  good,  Sir.  Denman,  if  you  are 
correct  al)out  it,  is  that  American  shipping  is  handicapped,  or  has 
been,  by  interference  of  foreign  interests  in  tlie  handling  of  our  ships 
and  in  the  building  of  our  ships,  and  that  that  interference  is  in  the 
nature  of  officials  connected  with  the  Shipping  Board  who  wore  sub- 
ject to  foreign  control.  T  wondered  if  you  could  give  the  committee 
any  further  light  on  that  proposition,  because  it  is  rather  a  serious 
one,  and  the  country  ought  to  know  if  there  is  anybody  entrusted 
with  the  building  up  of  our  merchant  marine  wlio  is  controlled  hy 
foreign  fi/iancial  interests. 

Mr.  Denman.  I  can  not  tell  you  as  to  tiie  prcscMit  organization  of 
the  Shipping  Board,  I  mean  the  organization  of  its  employees.  ^Miat 
I  do  know  is  that  I  iiad  a  gre.it  dc.il  to  do  with  Admiral  Benson  dur- 
ing the  time  that  we  were  harmonizing  the  activities  of  the  Navy 
and  the  Snipping  Board.  You  need  have  no  fear  about  Admiral 
Benson's  true  Americanism,  and  he  is  an  admirable  cooperator,  and 
was  during  those  early  and  very  trying  days.     But  I  can  give  you  an 
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incident  of  my  administration  which  shows  what  can  be  accomplished. 
How  it  was  accomplished  I  do  not  know  to  this  day.  In  the  month 
of  April,  after  the  arrival  of  the  British  commission,  I  was  in  the 
office  of  the  Shipping  Board  here  in  Washington  one  day,  up  to  the 
noon  hour,  and  went  out  for  a  conference  with  some  of  those  New 
York  shipping  advisers  at  luncheon^  expecting  to  return  about  4 
o'clock.  We  then  had  this  ship  administrative  board  in  New  York, 
which  had  not  begim  to  function  on  the  operation  of  ships,  because 
we  had  none,  except,  I  think,  possibly  one  German  ship  that  had 
been  repaired.  We  were  very  anxious  to  organize  that  committee 
on  a  purely  American  basis  and  not  insert  any  British  or  other  ad- 
ministrators until  we  had  got  it  in  satisfactory  form  to  ourselves. 
When  I  returned  to  the  office  of  the  Shipping  Board,  between  half 

East  3  and  4  o'clock,  the  following  had  occurred:  A  meeting  of  the 
oard  had  been  held;  three  or  four  visiting  members  of  the  commis- 
sion had  been  present  at  the  meeting;  a  resolution  had  been  passed 
making  Mr.  Connop  Guthrie  a  meiuDer  of  our  New  York  shipping 
committee,  and  it  was  in  the  stenographer's  notes  in  that  form.  I 
had  never  heard  anything  about  it  before  the  meeting,  and  I  did  not 
know  anything  about  it  until  I  returned  from  that  conference. 
When  I  came  m  Mr.  Brent  said  to  me,  '*I  do  not  know  how  we  did 
this 

Mr.  Kelley  (interposing).  Who  said  that? 

Mr.  Denman.  Mr.  Brent.  He  said,  "I  do  not  know  how  we  did 
this."  And  then  there  was  a  session  of  the  board  held — and  it  was 
a  very,  very  warm  session  of  the  board — and  within  20  minutes  that 
was  wiped  out.  Now,  how,  between  12  o'clock  and  half  nast  3,  those 
gentlemen  got  there,  and  the  session  was  held,  and  Afr.  Connop 
Guthrie  was  placed  on  this  group  of  administrators  we  had  in  New 
York,  I  do  not  know.     I  can  tell  you  how  he  was  taken  off. 

We  did  want  this  cooperation  with  the  British  to  be  worked  out. 
We  did  ultimately  have  the  same  gentleman — ^not  in  my  time,  but 
later  on  — tlie  same  gentleman  in  cooperation  with  this  board  in  New 
York.  But  the  point  was  that  we  then  had  no  ships  to  operate  and 
had  not  gotten  tnings  started  ourselves  in  the  form  that  we  want^ 
it;  we  had  not  had  our  conferences  with  the  visiting  commission;  we 
were  still  up  in  the  air  as  to  what  we  were  actuallv  going  to  do.  I 
looked  upon  it  as  extraordinary;  in  fact,  as  I  look  back  upon  all  the 
extra ordmary  and  significant  things  of  that  month,  that  seems  the 
most  important  to  me,  more  significant  even  than  this  matter  of  the 
Cunard  ships. 

You  asked  me  on  yesterday  what  my  delegation  of  authority  was 
in  regard  to  the  conference.  I  have  here  a  copy  of  the  outline  of  the 
conference  and  its  members,  given  me  by  the  State  Department.  It 
is  as  follows: 

SHIPPING — ECONOMY  AND   SUPPLY. 

Subjects:  , 

( a)  Requisitioning  of  shipping. 

(h)  Disposition  and  beat  use  of  available  ships.    (Coastwise  trade,  etc.) 

(c)  German  ships  in  United  States  porta 

(d)  Austrian  ships  in  United  States  ports. 
{€)  Enemy  ships  in  neutral  ports. 

(/)  Shipbuilding  in  United  States  yards  and  elsewhere.    (Supply  of  steel  and  other 
materials.) 
((f)  Ships  under  construction  for  Allies  and  neutrals. 
(h)  Employment  of  neutral  ships  not  at  present  in  allied  trades. 
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BlitiBh  negotiators: 
Mr.  Balfour. 
Sir  G.  Foster. 
Sir  R.  Crawford. 
Admiral  de  Chair. 


United  States  conferees: 
Secretary  of  State. 
Mr.  Polk. 
*  Mr.  Denman. 
Secretary  of  Commerce. 

Now,  in  the  course  of  that  conference  there  were  certain  phases  of 
it  that  approached  the  reahn  of  the  secret  treaties  affecting  Shan- 
tung. My  activities  in  that  connection  had,  in  my  opinion,  more  to 
do  with  my  departure  from  the  Shipping  Board  than  any  other  source 
of  influence  which,  indirectly  but  powerfully,  may  have  been  the 
cause  of  my  not  being  able  to  carry  out  my  policies  myself.  If  you 
can  obtain  the  permission  of  the  President — which  I  have  always 
proaured  prior  to  any  statement  that  I  have  made  concerning  my 
activities  in  his  behalf — I  believe  that  one  of  the  sources  *of  interfer- 
ence with  my  administration  as  chairman  of  the  Shipping  Board  may 
be  clearly  disclosed. 

Coming  back  to  the  subject  of  motor  ships  and  the  causes  of  for- 
eign propaganda  against  them,  you  will  recall  that  Great  Britain  was 
a  coal-burning  nation  prior  to  the  Great  War  and  did  not  possess  any 
great  oil  fields.  British  shiT>T>inghas  always  been  closely  coordinated 
to  British  raw  materials.  The  ^urmeister  and  Wain  Diesel  patents 
were,  however,  being  used  in  the  Harlan  &  Wolff  vards  prior  to  the 
war,  and  during  the  war  they  produced  a  number  of  these  large  Diesel 
ships.  In  my  testimony  on  yesterday  it  ai)peared  that  tlie  British 
Diesel  plants  were  turned  on  submarine  construction.  The  Harlan 
&  Wolff  plant — in  which  Lord  Pirrie  has  theintecest  I  have  spoken 
of — ^however,  continued  to  build  large-size  Diesel-motor  cargo  and 
passenger  ships  during  the  war.  Since  that  time,  witli  the  Mesopo- 
tamian  oil  fields  in  sight  and  now  a])parently  in  hand,  has  come  an 
enormous  stimulation  of  internal-combustion  oil  engines  construc- 
tion in  Great  Britain,  producing  the  activities  shown  in  the  partial 
list  of  ships  which  I  gave  to  you  yesterday  and  which  I  trust  will 
appear  in  the  record.  The  long  voyages  of  the  Danes  and  Swedes 
and  Norwegians  are  like  ours  in  America.  Tliat,  as  I  say,  developed 
the  Diesel  long  prior  to  tliis,  and  I  now  will  read  a  short  excerpt  from 
a  very  voluminous  writer  on  shipping  matters,  which  you  will  find 
pertinent. 

The  CiiAmMAN.  I  know  that  we  might  find  a  whole  library  full  of 
documents  pertinent  on  the  matter,  but  we  can  not  continually  fill 
up  our  record  with  excerpts,  it  seems  to  me,  from  various  documents. 
We  are  asking  for  your  views.  You  have  ex])ressed  thoin  pretty 
fully  and  submitted  documents  which  are  in  the  record  here,  and, 
besides,  the  matter  to  which  this  is  directed  is  more  a  legislative 
proposition,  which  should  properly  go  to  another  committee  of  the 
House. 

Mr.  Denmax.  I  quite  agree  with  you  that  I  should  not  go  on  and 
on  and  on,  but  this  happens  to  be  Mr.  Hurley,  and  it  happens  to  show 
what  Mr.  Hurlev  recommends,  and  also  shows  what  he  knew  in 
August,  1917. 

Mr.  Steele.  Is  that  an  excerpt  from  his  book  *'The  New  ifer- 
chant  Marine''  t 

Mr.  Denman.  It  is.     I  want  to  show  that  the  vessels  that  he 

recommends  as  his  type  to-day  are  vessels  of  1912  and  1913.    It  is 

very -short: 

Close  in  the  wake  of  this  first  bold  venture  came  the  Salandia,  engine  by  Burmeistflr 
and  Wain,  in  1911. 
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The  Salandia  is  the  first  vessel  in  that  group  of  pictures  of  21  ships 
that  I  handed  to  you  the  day  before  yesterday. 

This  vessel  is  a  7,400  dead-weight  ton  cargo  ship,  driven  by  twin  screws,  each  shaft 
being  fitted  with  an  8-cyIinder,  4-cycIe,  directly  reversible  marine  Diesel  motor  of 
950  brake  horsepower.  The  vessel  had  been  engap:ed  in  long  voyages  between 
Europe  and  the  Indies  in  the  service  of  the  East  Asiatic  Co.,  and  her  performance 
has  been  so  highly  satisfactory  that  several  hundred  seagoing  motor  ships  that  have 
followed  her  in  the  service  have  been  designed  and  engined  in  substantial  I  v  the 
same  way.  There  has  been  a  tendency  to  larger  cylinders  with  4  cycles,  but  almost 
every  improvement  in  the  marine  Diesel  has  been  in  mechanical  betterment  of 
parts.  *  *  *  An  excellent  and  very  full  idea  of  the  comparative  economies  of 
the  steam  engine  using  coal  fuel  and  the  Diesel  motor  using  any  of  its  wide  range  of 
oil  fuels,  may  be  had  from  the  following  extracts  taken  from  the  engineer's  log  book 
and  to  vessels  in  the  employ  of  the  same  company  engaged  in  making  the  same  voyage. 

Then  follows  a  description  of  the  vessels  and  the  items  of  engine 
performance,  showing  a  saving  of  8  to  1  over  coal.  Now,  this  is  a 
typical  vessel,  which  is  the  basis  of  Mr.  Hurley's  conviction  that 
we  must  go  to  the  building  of  motorships.  Astonishing  to  say,  it 
exactly  fits  the  Sia'm~~4l{)  feet  long,  55  feet  wide,  30"  feet  deep, 
deadweight  carrying  capacity  9,500  tons,  and  speed  11.14  knots. 
The  Sia}n  was  the  vessel  that  sailed  into  San  Francisco  in  1913,  and 
the  Siam  followed  the  model  of  the  Salamlia  and  the  hundreds  of 
vessels  Mr.  Hurley  described.  Already  had  a  very  large  number  of 
them  been  built  when  I  turned  the  project  over  to  him. 

Now,  Mr.  Kelley,  you  asked  me  on  yesterday  whether  or  not  if 
the  contract  from  the  Cramps  group  was  examined  by  Mr.  Hurley 
in  Januarv,  1018,  if  that  contract  at  that  time  w^ould  have  been  of 
any  value  to  him  ? 

Mr.  (V)N\'ALLY.  I  would  like  to  ask  you  a  q^uestion  with  reference 
to  the  Hurh\y  quotation  which  you  say  was  from  his  book.  When 
was  the  book  published  ^ 

Mr.  Dexmax.   i^econtly. 

Mr.  CoxNALLY.  Why  die)  you  make  the  statement  that  the  quota- 
tion would  show  what^Ir.  Hurley  thought  about  the  subject  in  1917  % 

Mr.  Dexman.  Because  I  told  him  this. 

Mr.  CoNXALLY.  But  your  telling  him  that  does  not  appear  there 
from  the  quotation  from  the  book. 

Mr.  Dexman.  No;  but  I  am  showing  the  identity  of  my  state- 
ments in  1917  with  Mr.  Hurley's  statement  in  1920. 

Mr.  CoxxALLY.  Do  you  thmk  it  hardly  fair  to  say  that  you  are 
(juotijig  from  a  book,  which  was  published  in  1920,  wmch  would  show 
what  Mr.  Hurley  knew  in  1917  ? 

Mr.  Dexmax.  If  you  got  that  impression  I  am  sorry. 

Mr.  CoxxALLY.  I  think  you  gave  it,  and  I  think  the  stenographer's 
notes  \\  ill  show  that  way. 

Mr.  Dexmax.  If  I  gave  it  that  way  I  am  glad  you  called  my  atten- 
tion to  it.  The  fact  is  that  this  statement  is  my  statement  in  1917 
in  form. 

Mr.  ('oxxALLY.  But  it  is  not  shown  in  the  book  or  written  form. 

Mr.  Dexmax.  What  is  here  stated  in  Mr.  Hiu-ley's  book  in  1920 
is  a  reproduction  of  our  discussion  in  1917.  Mr.  Walsh,  on  yesterday 
you  were  asking  me  about  the  contract  nroposed  with  the  Cramps 
group,  and  our  discussion  at  a  luncheon,  Mr.  Hm*ley  gave  me,  early 
in  1918,  of  the  Cramps  contract.  At  that  time  he  could  not  have 
availed  himself  of  it  because  when  the  contract  was  not  taken  lip  by 
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our  successors  the  Navy  came  in  and  took  up  practically  all  the  con- 
structive capacity  or  activity  of  the  Cramps  plant. 

The  Chairman.  For  Diesels  ? 

Mr.  Denman.  It  was  Navy  construction.  I  can  not  tell  you  about 
Diesels.  I  think  it  was  for  steam^  and  that  the  Delaverne  Diesel 
plant  \^  as  not,  as  I  understand  it,  acquired  by  the  Cramp  ship- 
building people,  although  I  may  be  mistaken  about  that.  The  point 
is  that  the  licenses  of  the  Cramps  were  not  utilized  even  early  in  1918, 
nor  were  they  utilized  after  the  armistice,  nor  were  any  of  the 
hundreds  of  steel  contracts  for  cargo  ships — ^for  hulls  I  am  speaking 
of  now — let  for  the  Diesel  form  have  these  other  large  Diesel  plants 
that  could  have  manufactured  under  the  Cramp  license  or  the 
Wurkspoor  license,  or  any  other  license  utilized  for  making  commer- 
cial Diesel  onjgines,  but  instead  some  of  them  were  converted  into 
the  manufacture  of  steam  engines. 

Mr.  Kelley  on  yesterday  asked  me  whether  or  not  the  operations 
of  the  Diesel  engine  in  commercial  carrying  ships  was  a  more  or  a  less 
expensive  operation  than  a  steam  vessel  burning  oil  under  the 
boilers  in  the  form  of  propulsion,  and  I  gave  him  my  opinion.  I  have 
here  the  opinion  of  about  25  of  the  more  important  snipping  men  of 
the  world,  English  and  American  and  Scandinavian,  on  this  subject, 
which  answers  that  question: 

The  future  of  the  motor  ship  la  exceptioiiaUy  brilliant. — Sir  George  B.  Hunter. 

The  Chairman.  How  authentic  are  those? 

Mr.  Denman.  They  appear  in  this  technical  journal  Motorship, 
and  I  imagine  will  not  be  questioned.  They  include  Admiral  Lord 
Fisher  and  the  whole  group  of  men  who  have  been  for  years  prog- 
nosticating, and  many  of  tnem  manufacturing  Diesels.  Sir  Marcus 
Samuel,  who  is  engaged  very  largely  to-day,  and  has  been  during  and 
since  the  war,  in  the  manufacture  of  Wurmeister  and in  Eng- 
land, makes  a  statement  concerning  their  economies. 

The  Diesel  oil  engine  is  much  more  economical  than  the  ordinary  method  of  driv- 
ing ships.  You  can't  compete  with  foreign  competitors  on  any  other  basis. — ^Admiral 
W.  S.  lienson. 

I  would  like  to  see  200  American  motor  ships  of  10,000  tons  and  14  knots  speed  in 
8er\  ice.  Ship  owners  who  are  building  steamships  now  will  soon  wish  they  had'nt. — 
Ed  wan!  N.  Hurley. 

It  behooves  us  to  economize  in  the  use  of  oil  in  every  possible  way. — Prof.  B.  E. 
^Vrmstrong. 

The- coal-fire  boiler  and  the  steam  engine  have  seen  their  best  days,  and  in  a  short 
time  may  be  on  the  scrap  heap. — John  Ix)ckie,  editor  Steamship. 

The  fuel  economy  of  the  motor  ship  makes  her  cheaper  to  operate  than  the  steam- 
ship in  spite  of  greater  investment  charges. — Dr.  Chas.  E.  Lucke. 

We  in  Aorway  are  convinced  of  the  superiority  of  the  motor  ship. — Thor.  Thoresen. 

In  a  few  years  every  shipbuilding  concern  in  America  will  pe  devoting  all  its 
activities  to  building  motor  ships. — Geo.  A.  Armes,  Union  Iron  Works. 

Tlie  economic  ship  should  have  Diesel  engines  instead  of  either  coal  or  oil  fired 
8t«am  engines.-  -Sir  J.  II.  Biles. 

Oil-fired  boiler  installations  are  a  terrible  waste  of  fuel. — Ernst  A.  Ileden. 

The  editorials  in  Motorship  are  along  the  line  of  my  sentiments  and  I'm  glad  to  see 
you  push  the  matter  so  hard. — Representative  G.  W.  Edmonds. 

You  are  in  a  splendid  jmsition  to  emphasize  the  advantages  of  the  Diesel  engine  to 
American  shipowners  in  tJieir  world-wide  shipping  competition.-  Arthur  M.  Harris. 

I  have  no  reason  to  doubt  the  advantages  of  the  motor  ship.  All  the  evidence  is 
one  way. — ^Admiral  R.  E.  Coontz. 

The  marine  oil  engine  is  comparable  in  its  importance  with  the  introduction  of  the 
steam  engine  by  Watt. — Ix)rd  Weir. 

Steam-driven  freighters  will  find  it  difficult  to  compete  >\ath  Diesel-engined  ves 
■els.    Builders  on  toe  Continent  are  fullv  alive  to  the  vast  amount  of  business  thai 
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lies  ahead  in  the  converting  of  the  8team-<lriven  mercantile  marine  to  motor  power. — 
Editor  Liverpool  Journal  of  Commerce. 

There  should  be  justification  shown  for  the  construction  of  any  oil-burning  ship 
which  does  not  use  an  engine  of  the  Diesel  type. — Ex-Secretary  of  the  Interior  Frank- 
lin K.  Lane. 

The  Diesel  motorship  is  the  freight-carrying  vessel  of  the  world  for  economy.— 
Frank  C.  Munson. 

The  necessity  for  economy  is  ever  more  urgent  owing  to  the  high  cost  of  coal  and 
oil. — Alexander  Cl^horn. 

You  were  asking  me  whether  there  has  been  any  place  in  which 
this  project  in  our  time  had  been  laid  down  as  a  n^atter  of  policy,  and 
I  am  now  quoting  from  the  records  of  the  Shipping  Boara:  J 

Minutes  of  a  special  meeting,  Wednesday,  July  19.  1917. 

The  Chairman  (Mr.  Denman).  I  desire  to  say,  General,  that  as  to  the  pro])08als  of 
the  Cramp  people  as  to  the  constniction  of  Diesels,  that  that  is  the  banning  of  a 
great  project,  a  project  which  involves  the  use  of  the  Diesel  motor  ultimately  as  a 
substitute  for  steam.  I  happen  to  be  familiar,  and  have  been  for  some  time  an  at- 
torney for  a  company  operating  a  fleet  of  Diesels  between  Scnadinavia  and  California, 
with  some  of  the  details  of  their  use  and  their  value,  and  know  some  of  the  possibilities 
of  their  development. 

In  view  of  the  fact  that  it  is  not  a  simple  contract,  but  the  beginning  of  a  great 
project,  I  desired  to  have  the  Shipping  Board  present  so  that  they  could  sit  and  consult 
with  the  various  persons  engaged  in  the  project,  get  information  and  put  questions, 
so  that  if  they  have  any  suggestions  floating  oiit  oi  their  experience  and  mine  which 
is  not  entirely  negligible  they  could,  after  consultation  with  you,  work  out  the  project 
in  full. 

The  Chairman  (Mr.  Denman).  We  may  also  want  to  discuss  the  question  whether 
or  not  the  contract  with  these  gentlemen  for  the  development  of  the  thing  should 
be  along  the  lines  of  Government  ownership  of  the  license,  or  Government  ownership 
of  the  Diesel  plant  itself,  just  at  you  are  going  to  make  this  fabricating  ship  plant. 

After  I  retired  from  the  board 


Mr.  Foster  (interposing).  May  I  ask  right  there,  how  soon  did  you 
retire  after  the  day  on  wmch  that  meeting  was  held  ? 

Mr.  Denman.  On  the  24th. 

Mi\  Foster.  This  was  on  what  day  ? 

Mr.  Denman.  The  19th.  After  I  retired  from  the  board  I  prepared 
a  statement,  which  was  read  into  the  records  of  the  Senate,  as  follows: 

The  Shipping  Board  had  other  constructive  policies,  both  to  meet  war  need  and 
for  the  upbuilding  of  our  mercantile  marine,  which  it  was  framing,  always  acting 
under  the  pressure  of  the  consciousness  of  the  submarine  menace  and  always  under 
the  necessity  of  creating  a  new  branch  of  its  organization  as  its  functions  were  in- 
creased.   A  brief  review  of  these  policies  may  not  be  amiss: 

1.  The  control  and  reduction  of  freight  and  charter  rates.  This  required  the  com- 
mandeering power,  which  was  not  delegated  to  us  until  July  11,  and  cooperation 
with  the  Allies.  Negotiations  had  progressed  to  the  point  where  the  plan  could  have 
been  put  in  operation  in  a  very  short  time  after  granting  the  power  to  conunandeer. 
Quick  relief  was  essential. 

2.  The  commandeering  of  all  our  tonnage,  with  its  continued  operation  for  Gov 
ernment  account,  but  in  the  hands  of  the  private  owners  and,  as  far  as  possible,  con- 
sistent with  war  needs  in  its  former  routes,  carr>'ing  materials  for  our  basic  war 
industries. 

3.  The  carrying  out  of  the  agreement  made  in  June  between  the  owners  and  sea- 
men for  a  calhng  back  to  the  sea  of  the  large  body  of  seamen  on  shore  and  fixing  wages 
and  bonuses  during  the  war. 

4.  The  chartering  and  control  of  neutral  tonnage  to  serve  the  common  war  need. 

5.  The  inauguration  of  the  building  of  a  Diesel  motor-driven  fleet  of  merchant 
ships  of  the  Norwegian  George  Washington  type,  which,  with  the  great  saving  in 
fuel  and  cargo  space,  wide  sailing  radius,  and  reduced  labor  cost,  would  free  us  from 
bunker  control  of  other  nations  and  give  us  a  dominance  in  maritime  carriage  after 
the  war. 
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That  brings  us  to  the  subiect  of  bunker  control  and  how  it  was 
exercised  on  American  ships  oefore  I  became  chairman  of  the  Ship- 
ping Board  and  afterwards.  The  bunker  control  was  exercised  by 
the  British  Government,  acting  through  its  diplomatic  representa- 
tives in  the  United  States,  and  also  through  its  consular  representa- 
tives. An  American  fleet  of  vessels  would  have  one  ship  in  a  British 
bunkering  station,  and  be  requited,  before  it  was  permitted  to  obtain 
its  bunkei-  coal  and  sail  away,  to  sign  an  ac^^eement,  through  the 
management  of  the  company,  whereby  the  snip  was  to  do  certain 
things  agreeable  to  the  British  war  policy.  The  Pacific  Mail  Steam- 
ship Co.  had  a  vessel  in  England  and  was  compelled  to  sign  one  of 
those  a^eements  before  they  could  get  her  out. 

Mr.  Keli.ev.  Did  that  come  to  your  knowledge  as'chaiiman  of  the 
Shipping  Board  I 

Ml.  Uexman.  Yes,  sir. 

Mr.  Kklley.  Is  there  any  record  of  it  in  the  board? 

Ml .  Denmax.  I  have  a  copy  of  the  bunkering  agreement,  that  was 
given  to  me  by  Sir  Richard  Crawf o'  d  on  my  request,  to  learn  what 
had  happened  to  the  Pacific  Mail  Steamship  Co.  This  agreement 
provided,  amongst  other  things?,  and  we  were  then  a  neutral,  that  the 
American  company's  ships — not  one  of  the  fleet,  not  the  particular 
ship  that  needed  the  bimkers,  but  any  one  of  the  fleet  of  that  com- 
pany—should carry  no  enemy  of  Gieat  Britain  on  her.  That  is  to 
say,  our  then  neutral  associates  in  the  family  of  nations — the  Bul- 
gaiians,  Austrians,  Germans,  and  the  Turks  and  all  countries  at  war 
with  Gieat  Britain-that  no  national  of  those  coimtvies  should  be 
canied  on  a  Pacific  ifail  Steamship  Co.  ship,  between,  say,  Manila 
and  San  Francisco,  or  between  San  Francisco  and  New  York  or  any 
other  American  ports,  or  any  other  port  in  the  world. 

Mr.  Kelley.  Great  Britain  was  at  war  ? 

i[r.  Dexmax.  Oh,  yas;  she  was  at  war.  Mind  you,  when  my  ad- 
minis  Liation  developed  I  had  in  mind  the  same  character  of  contiol. 
But  the  point  I  am  making  is,  how  it  is  done,  so  that  you  may  have  a 
picture  here,  and  the  members  of  the  Congress  may  have  a  picture, 
of  how  these  agencies  may  be  utilized  when  you  come  into  commercial 
or  any  other  conflict. 

Take  the  Jones  bill,  for  instance,  and  it  would  be  entirely  proper, 
I  mean  legally  proper,  as  a  reprisal,  for  the  biLsiness  interests  of  Scandi- 
navia or  any  other  interests  controlling  coal  bunkers  to  say:  **We 
will  not  bunker  a  ship  that  under  the  provisions  of  the  law  of  its 
flag  hiis  exceptional  benefits  from  the  Governments  that  are  dis- 
criminating against  us.  That  is  the  picture  that  I  want  to  draw, 
but  I  am  not  trying  to  discuss  the  morals  of  it.  The  motor  ships 
have  a  radius  of  25,000  to  30,000  miles;  they  free  you  from  bunkers. 

Now,  as  to  how  many  of  those  agreements  were  signed  in  all,  I  do 
not  laiow.  I  understand  that  every  fleet  in  the  United  States  was 
compelled  to  sign  one  if  they  had  a  ship  which  wished  fuel.  The  re- 
mark concerning  bunke  r?  is  in  explanation  of  the  last  sentence  of  my 
project  as  outlined  to  the  Senate. 

I  was  a^ked  on  yestei  day  about  motor  ships  being  constructed  in 
this  country.  There  aie  to-day  11  motor  ships,  aggregating  one 
hundred  and  twenty  and  odd  thousand  tons,  being  built  in  America; 
and  they,  of  course,  are  the  beginning  of  many  more  to  follow.  Mr. 
Schwab  is  building  four  of  about  20,000  tons'  dead-weight  capacity. 
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Mr.  Steele.  Each  one  ? 

Mr.  Denman.  Yes;  each  one.  That  shows  how  the  powers  hare 
developed  since  the  10,000-ton  ships  in  my  time  and  in  Mr.  Hurley's 
time.  The  10,000-ton  ships  was  what  is  regarded  in  a  way  as  the 
unit  of  tramp  cargo  carriers.  Two  are  heing  built  for  the  American- 
Hawaiian  Steamship  Co.  by  the  Cramps.  Those  I  think  are  12,000 
tonners.  Another  is  being  built  for  the  Alaska  Steamship  Co.,  but  I 
have  not  got  the  size  of  that.  Two  are  being  built  for  the  Standard 
Oil  Co.  of  California.  One  is  being  built  for  the  Submarine  Boat 
Corporation. 

In  this  connection  I  want  to  speak  of  the  attitude  of  certain  oil 
companies  toward  the  Diesel  motor  ships  which  would  cut  down  to  a 
thira  the  marine  market  for  fuel. 

Mr.  Conn  ALLY  (interposing).  Mr.  Chairman,  I  want  to  object 
right  here,  and  ask  how  far  is  the  committee  going  to  pursue  the 
Diesel  proposition  ? 

The  Chairman.  It  seems  to  me  that  those  matters  are  subsequent 
to  the  administration  of  Mr.  Denman  and  his  successors.  I  do  not 
quite  see  the  pertinency,  except  the  fact,  which  appears,  that  they 
are  building  Diesel  ships  now,  I  do  not  know  that  we  care  anything 
more  about  that.  This  whole  Diesel  proposition,  or  a  goodly  portion 
of  it,  Mr.  Denman,  as  you  have  testified  about  it  before  me  committee, 
of  course,  is  not  strictly  within  the  jurisdiction  of  this  committee. 
You  have  explained  very  inllj,  and  gone  into  the  matter  very  fully, 
but  there  is  a  vast  amotmt  of  it  that  does  not  come  within  our  juris- 
diction. You  have  brought  out  the  fact  that  this  proposition  was 
under  consideration  at  the  time  you  resigned,  and  that  a  contract 
was  practically  to  be  signed  and  was  not  signed,  and  that  it  was 
feasible,  according  to  your  view;  and  I  understand  that  Diesel  ships 
are  being  built  at  this  time. 

Mr.  Denman.  That  is  in  pursuance  of  the  question  put  to  me  on 
yesterday. 

The  Chairman.  I  do  not  know  who  asked  any  questions  which 
make  what  you  are  about  to  say  responsive.  I  have  no  doubt  that 
this  information  may  be  valuable  or  perhaps  may  be  considered 
pertinent  by  some  other  committee,  but  you  understand  that  this 
IS  not  a  legislative  committee,  and  I  do  not  think  we  ought  to  pursue 
the  subject  beyond  the  point  that  you  have,  I  think,  very  fully  devel- 
oped; namely,  that  this  matter  was  under  consideration  by  you  as 
chairman  of  the  board ;  that  the  most  of  the  details  had  been  arranged ; 
that  a  contract  had  been  practically  prepared  and  was  being  taken 
up  with  a  view  to  signing  it,  and  was  handed  down  by  you  to  the 
subsequent  administration,  but  nothing  was  done  by  them. 

Mr.  Denman.  I  think  you  have  been  very  generous  with  me,  Mr. 
Chairman,  in  allowing  me  to  expand. 

The  Chairman.  We  endeavor  to  give  every  witness  a  chance  to 
make  whatever  statement  it  is  his  desire  to  make,  but  of  course  you 
must  appreciate  that  there  are  limits  within  which  the  investigations 
of  this  committee  must  be  confined,  and,  as  Mr.  Connally  suggests,  I 
do  not  quite  see  that  we  would  be  justified  in  pursuing  it  any  further 
along  the  apparent  lines  of  your  statement  just  now  made. 

Mr.  Denman.  To  briefly  explain  that,  Mr.  Kelley,  on  yesterday, 
'asked  me  about  relative  costs. 

The  Chairman.  Well,  you  have  given  them  to  us. 
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Mr.  Denman.  And  I  am  anite  certain  that  Mr.  Kelley  had  in  mind 
a  statement  that  emanated  irom  one  of  the  employees  of  the  oil  com- 
pany; but  there  is  no  need  for  going  into  that. 

The  Chairman.  You  have  furhished  us  a  list  that  developed  the 
cost. 

Mr.  Denman.  All  right. 

The  Chairman.  Have  you  any  questions,  Mr.  Steele  ? 

Mr.  Steele.  Just  a  few.  Mr.  T)enman,  awhile  ago  you  stated 
that  you  severed  your  official  connection  with  the  Shipping  Board 
on  July  24,  1917.  Were  you  connected  in  any  way  with  the  Snipping 
Board  subsequent  to  that  time  ? 

Mr.  Denman.  No,  sir. 

Mr.  Steele.  Then  did  you  have  any  means  of  knowing  what  their 
transactions  were  after  that  time;  that  is,  in  an  official  way  or  by  any 
connection  with  the  board  ? 

Mr.  Denman.  I  had  various  consultations  with  members  of  the 
board,  and  some  of  them  were  good  enough  to  seek  my  advice,  and 
some  got  it  gratis. 

Mr.  Steele.  After  your  connection  with  the  board  ended,  did  you 
remain  in  Washington  ? 

Mr.  Denman.  I  was  here  for  about  three  weeks.  I  wrote  a  letter 
to  Mr.  Hurley,  advising  him  that  I  desired  to  lay  before  him  these 
projects. 

Mr.  Steele.  That  is,  the  Diesel  projects  ? 

Mr.  Denman.  And  the  division  of  accoimting,  and 

Mr.  Steele  (interposing).  I  imderstand  that  you  live  in  San  Fran- 
cisco ? 

Mr.  Denman.  Yes,  sir. 

Mr.  Steele.  That  is  your  home  ? 

Mr.  Denman.  Yes,  sir. 

Mr.  Steele.  It  was  then  and  is  now  ? 

Mr.  Denman.  Yes,  sir. 

Mr.  Steele.  And  I  suppose  after  you  severed  your  connection  with 
the  Shipping  Board  you  returned  home. 

Mr.  Denman.  No;  I  was  here  for  four  months  in  the  spring  of  1 918, 
in  connection  with  certain  litigation  I  had  here,  and  durmg  that  time 
I  was  in  constant  conference  with  different  persons  connected  with 
the  Shipping  Board.  I  have  visited  Washington  and  consulted  with 
board  members  twice  besides. 

Mr.  Steele.  That  is,  as  to  general  policy,  etc. 

Mr.  Denman.  Yes,  sir;  as  to  general  policy. 

Mr.  Steele.  You  did  not  keep  informed  as  to  details  ? 

Mr.  Deni^l^n.  Oh,  no. 

Mr.  Steele.  So  that  anything  that  took  place  after  that  as  to  do- 
tail  matters  of  accounting  and  things  of  that  kind  you  liave  no  official 
knowledge  of  them  ? 

Mr.  Denman.  Not  as  to  details  of  accounting,  but  the  general 
policy  being  pursued  was  known  to  all  of  us. 

Mr.  Steele.  On  yesterday  you  placed  in  the  record  a  list  of  the 
ships  being  constructed  in  Grrcat  Britain  of  the  Diesel  typo. 

Mr.  Denman.  Yes. 

Mr.  Steele.  Were  they  constructed  under  Government  or  private 
management  ? 

Mr.  Denman.  I  think  nearly  all  of  those  were  under  tlie — those 
now  being  construcied  are  under  private  management,  but  during 
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the  war  all  shipping  in  Great  Britain,  as  it  was  in  the  United  St-ates, 
was  under  Government  control.  Lord  Pirrie,  who  is  constructing 
them,  was  British  comptroller  of  shipping. 

Mr.  Steele.  That  list  is  made  up  of  ships  under  private  manage- 
ment? 

Mr.  Denman.  Yes,  sir. 

Mr.  Steele.  You  also  referred  to  having  obtained  a  license  with 
reference  to  the  Diesel  engine. 

Mr.  Denman.  I  obtained  it  in  this  sense,  that  I  got  the  Cramps  to 
make  a  tender  of  the  license  that  they  already  had,  in  connection 
with  the  contract. 

Mr.  Steele.  The  Diesel  engiile  had  been  patented,  had  it  not? 

Mr.  Dexman.  Well,  there  are  a  great  many  patents.  The  original 
patent  of  Mr.  Diesel  had  expired,  but  the  idea  had  been  appropriated 
to  many  forms  of  propulsion,  and  this  particular  one  that  was 
chosen  by  Lord  Pirrio,  who  was  the  master  of  English  shipping  during 
the  war  and  was  had  by  the  Cramps,  was  the  one  I  chose. 

Mr.  Step:le.  Has  that  been  patented  in  this  country? 

Mr.  Dexham.  I  presume  it  has,  but  I  do  not  know. 

Mr.  Steele.  It  was  from  the  Cramps  that  you  obtained  this 
license  that  you  speak  of? 

Mr.  Denmax.  T  obtained  it  in  the  sense  that  I  got  the  C5ramp9 
association  to  offer  to  build  it. 

Mr.  Steele.  On  yesterday  you  referred  in  a  general  way  to  the 
British  having  acquired  control  of  the  Mesopotamian  oil  fields. 
Prior  to  that  what  was  the  comparative  production  of  oil  in  the 
United  States  and  Great  Britain? 

Mr.  Denman.  I  can  not  give  you  the  figures,  but  it  was  overwhelm- 
ingly in  favor  of  the  United  States. 

i\fr.  Steele.  As  a  matter  of  fact  we  export  large  quantities  of  oil, 
do  we  not? 

Mr.  Denman.  Oh,  yes.  Our  supply  is  being  drained  by  British 
fuel  consumption  in  ships  to-day  and  other  ships — Scandinavian 
and  the  whole  group. 

Mr.  Steele.  But  the  whole  matter  is  under  the  control  of  this 
country  as  far  as  surplus  production  is  concerned  ? 

Mr.  Denman.  That  is  quite  correct — ^well,  I  disagree  with  you, 
and  will  correct  that  by  saying  it  is  within  the  United  States,  but  not 
under  United  States  control. 

Mr.  Steele.  Well,  it  could  be  in  time  of  war. 

Mr.  Denman.  Yes.  But  not  now  when  it  is  being  drained  for  our 
competitor's  benefit. 

Mr.  Steele.  In  discussing  your  original  organization,  Mr.  Den- 
man, you  stated  that  you  believed  in  division  of  responsibility. 

Mr.  Denman.  Division  of  functions  and  responsibility  over  them, 

Mr.  Steele.  In  your  scheme  of  organization  which  you  outlined 
here,  then,  each  particular  division  was  confined  to  its  own  work. 

Mr.  Denman.  Well,  two  grand  divisions  were  all  I  spoke  of.  That 
is,  operations  on  one  side  and  manufacture  on  the  other. 

Mr.  Steele.  During  your  administration  did  you  ever  take  cogni- 
zance of  any  other  department  of  the  Government  at  all? 

Mr.  Denman.  Any  other  department  of  the  Government? 

Mr.  Steele.  Yes.  For  instance,  in  your  division  as  to  the  carriage 
of  materials  did  you  take  into  consideration  that  the  Army  or  the 
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Navy  Department  or  the  War  Department  might  be  interested  in 
the  transportation  of  that  particular  article  ? 

Mr.  Denman.  Yes.  Durme  those  weeks  in  which  I  said  I  was 
very  rarely  at  the  actual  aetail  administrative  meetings  of  the 
Shipping  Board  I  was  in  constant  consultation  with  Secretary  Baker 
ana  Admiral  Benson,  and  both  of  these  gentlemen  lent  their  cooper- 
ation, as  well  as  did  their  subordinates,  toward  getting  a  uniform 
scheme  for  the  control  of  shipping. 

Mr.  Steele.  That  was  wita  reference  to  the  organization. 

Mr.  Denman.  Yes;  that  was  With  reference  to  the  organization. 

Mr.  Steele.  So  far  as  Army  affairs  were  concerned,  that  was  left 
to  the  War  Department,  and  so  far  as  naval  affairs  were  concerned 
that  was  left  to  the  Navy  Department. 

Mr.  Denman.  Yes,  sir;  but  in  coordination. 

Mr.  Steele.  This  organization,  as  I  understand  you,  had  to  be 
gotten  up  very  quickly,  almost  on  the  spur  of  the  moment,  and  was 
entirely  different  from  the  War  Department  or  the  Navy  Depart- 
ment, which  had  grown  up  and  developed  through  a  long  series  of 
years. 

Mr.  Denman.  Yes;  and  purposely  different,  because  it  was  to  be  a 
commercial  shipping^  administration  and  in  constant  contact  with 
live  commercial  business  men,  and  would  attempt  to  absorb  their 
methods  as  distinguished  from  the  more  highly  centralized  and 
technical  methods  necessary  to  the  iVrmy  and  the  Navy. 

Mr.  Steele.  The  details  of  the  construction  department  you  say, 
were  left  almost  entirely  with  Gen.  Goethals. 

ilr.  Denman.  All  details  were  left  to  him. 

Mr.  Steele.  All  details  with  reference  to  that  department  ? 

Mr.  Denman.  Yes,  sir. 

Mr.  Steele.  And  vou  said  the  difference  between  the  disbursement 
of  the  presidential  fund  and  the  direct  appropriation  to  the  Emer- 
gency Heet  was  as  vou  outlined? 

^fr.  Denman.  Well,  the  distinction  1  was  making  at  that  time, 
when  I  was  testifying  a  few  minutes  ago,  Mr.  Steele,  was  the  difference 
between  the  emergency  fund  that  we  used  to  operate  and  repair  these 
German  ships,  and  tlio  ?50,{)00,000  with  which  we  bought  stock  of 
the  Emergency  Fleet  Corporation.  Now,  thereafter,  following  the 
act  of  the  15tri  of  June,  1917,  and  the  allocation  of  powers  by  the 
President  on  July  11,  1917,  vast  funds  came  from  the  Congress, 
legally  through  the  President,  but  from  him  directly  to  the  Emergency 
Fleet  Corporation,  and  in  legal  contemjJation  did  not  pass  tlirough 
the  Shipping  Board. 

Mr.  Steele.  When  was  the  Emergency  Fleet  Corporation 
organized  ? 

Mr.  Denman.  On  the  18th  of  April,  1917. 

Mr.  Steele.  When  did  you  have  the  appropriation  from  the 
Congress  ? 

y(r,  Denman.  The  original  act  of  September,  1916,  provided  an 
appropriation  of  $50,000,000  for  a  Shippmg  Board  and  it  gave  to  the 
Snipping  Board,  that  original  act  did,  the  power  to  create  corpora- 
tions for  the  stimulation  of  shipping  acti\dties.  When  the  war  came 
on  the  legislation  that  I  proposed  to  the  Congress  in  the  session 
ending  on  March  4  was  defeated  in  the  press  of  the  activities  of  the 
last  two  weeks,  as  you  will  remember,  of  that  session.     So  that  I  had 
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no  new  war  powers  to  act  under  when  the  war  was  declared  on  April 
6.  So  that  what  I  did  was  to  create  the  Emergency  Fleet  Corpora- 
tion out  of  this  original  act  which  provided  for  the  creation  of  those 
corporations. 

Mr.  Steele.  I  was  directing  your  attention  peculiarly  to  the  war 
powers.     They  came  along  in  June,  did  they  not  ? 

Mr.  Denman.  On  June  15.  I  was  with  the  Congress  for  about  five 
weeks  shaping  up  that  bill. 

Mr.  Steele.  That  act  was  passed  on  Jime  15,  and  you  severed 
your  connection  with  the  board  on  the  24th  of  July  following. 

Mr.  Denman.  Yes,  sir;  I  got  no  powers  under  the  act  until  the  11th 
of  July. 

Mr.  Steele.  So  that  so  far  as  your  official  connection  with  the 
administration  of  that  act  is  concerned  it  was  confined  to  a  period  of 
about  two  weeks  ? 

Mr.  Denman.  That  is  correct. 

Mr.  Steele.  On  yesterday,  Mr.  Denman,  in  the  course  of  your 
testimony  vou  referred  to  the  verv  familiar  maxim,  ''Oh  that  mine 
enemy  w^ould  write  a  book."  Will  you  tell  us  who  the  enemy  was 
and  what  was  the  title  of  his  book? 

Mr.  Denman.  I  w^as  referring  to  my  own  statement,  in  w^hich  1 
unfortunately  used  the  phrase  tnat  Mr.  Kelley  promptly  seized  upon. 
I  was  not  referring  to  anybody  else. 

Mr.  Steele.  The  impression  on  the  minds  of  some  people  was  that 
you  were  referring  to  other  people. 

Mr.  Denman.  No;  and  the  fact  is  I  never  saw  the  book  you 
evidently  have  reference  to  until  this  morning. 

Mr.  Steele.  The  impression  on  some  peoples\minds  was  that  you 
were  referring  to  that  book. 

Mr.  Denman.  To  make  that  clear  let  me  say  that  the  gentleman 
I  am  speaking  of,  Mr.  Hurley,  I  have  had  most  delightful  and  amicable 
relations  wdth.  I  have  had  no  break  with  Mr.  Hurley,  and  admire 
him  greatly.     He  did  not  take  my  policies,  it  is  true,  but 

Mr.  Steele  (interposing).  Well,  I  merely  wanted  to  correct  that. 

Mr.  Denaun.  Well,  I  am  glad  you  did."  I  was  my  own  enemy  in 
that  case,  Mr.  Steele. 

Mr.  Steele.  That  is  all. 

Mr.  Foster.  You  were  the  author  of  that  book  to  which  vou 
referred  on  yesterday  ? 

Mr.  Denman.  Yes,  sir.     I  meant  my  prepared  statement. 

The  Chairman.  Mr.  Hadley,  have  you  any  questions  ? 

Mr.  Hadley.  A  few.     Mr.  Denman,  you  referred  to  the  record 
this  morning  for  a  statement  with  regard  to  the  board's  policy  that 
you  wished  to  have  executed  with  reference  to  Diesels.     Were  those 
the  minutes  of  tlie  Emergency  I'leet  Corporation  or  of  the  Shipping 
Board  ? 

Mr.  Denman.  They  were  Shipping  Board  minutes.  General 
Manager  Goethals  and  the  Shipping  Board  were  in  conference, 

Mr.  Hx\DLEY.  They  were  on  the  19th  of  July? 

Mr.  Denman.  Yes. 

Mr.  Hadley.  And  you  resigned  on  the  24th  of  July? 

Mr.  Denman.  Yes,  sir. 

Mr.  Hadley.  At  the  time  that  you  made  that  statement  that 
appears  in  the  minutes  of  the  Shipping  Board  I  infer  from  your 
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•earlier  testimony  that  you  had  no  knowledge  that  you  were  likeiy 
to  resign. 

Mr.  Denman.  That  is  correct. 

Mr.  Hadley.  That  information  came  to  you  later. 

Mr.  Denman.  It  came  to  me  about  an  hour  before  I  resigned, 

Mr.  Hadley.  So  that  this  minute  was  made  in  the  ordinary  course 
of  business  and  in  anticipation  of  proceeding  regularly  throughout  a 
•continuing  administration. 

Mr.  Denman.  Yes. 

Mr.  Hadley.  The  act  of  September,  1916,  under  which  the  Emer- 
gency Fleet  Corporation  was  organized  of  course  had  not  in  contem- 
plation the  exercise  of  any  war  powers-  That  was  for  commercial 
ship  construction  and  commercial  purposes,  was  it  not? 

Mr.  Denman.  No;  there  was  a  very  lai^e  group  of  provisions  of  a 
war  nature  in  that  act.    .That  act  was 

Mr.  Hadley  (interposing).  I  was  referring  to  the  section  of  the 
act  which  dealt  with  the  organization  of  corporations. 

Mr.  Denman.  Xo;  the  organization  of  corporations  was  contem- 
plated for  commercial  activity. 

Mr.  Hadley.  And  it  was  provided  that  cme  or  more  corporations 
might  be  formed  as  in  the  judgment  of  the  board  might  be  thought 
necessary  and  proper? 

Mr.  Denman.  Yes,  sir. 

Mr.  Hadley.  As  a  matter  of  fact  one  was  organized  and  only 
one;  there  never  has  been  but  one  organized,  has  there? 

Mr.  Denman.  That  is  correct.     I  wanted  another. 

Mr.  Hadley.  And  that  was  organized  for  the  purpose  of  prosecut- 
ing construction  work. 

Mr.  Denman.  Emergency  construction  work,  as  it  was  called. 
But  we  hoped  to  go  ahead  in  the  emergency  and  make  the  ships  of  as 
permanent  type  as  we  could. 

Mr.  Hadley.  And  the  board  was  organized  in  January,  some 
three  months  before  we  entered  the  war. 

Mr.  Denman.  Some  two  months. 

Mr.  Hadley.  The  corporation  was  organized  a  short  time  after 
w^e  entered  the  war,  10  days  or  such  a  matter,  was  it  not? 

Mr.  Denman.  Yes. 

Mr.  Hadley.  But  the  emergency  shipping  act  referred  to  by  Mr. 
Steele  a  moment  ago  was  passed  in  Juno. 

Mr.  Denman.  Yes. 

Mr.  Hadley.  Did  the  act  which  you  had  reference  to  in  your 
answer  do  more  than  provide  an  emergency  shipping,  fund  for  sliip 
construction  during  the  war? 

Mr.  Denman.  Yes;  thut  act  provided  for  powers  for  construction 
and  particularly  for  powers  which  I  sought  throughout  the  month 
of  May  to  control  txic  building  of  nonwar  steel  structures,  high 
buildings,  and  bridges;  the  act  gave  the  President  power  to  place  a 
preferential  order  that  would  cut  out  nonwar  construction  and  con- 
centrate the  steel  producers  on  war  material. 

Mr.  Hadley.  The  crux  of  that  was  this,  was  it  not:  To  confer 
upon  the  President  the  power  to  construct  ships  and  appropriated 
a  given  sum  of  money  for  that  purpose;  that  is  correct,  is  it? 
Mr.  Denman.  Yes,  sir. 

Mr.  Hadley.  And  it  also  conferred  upon  him  the  power  to  do  it 
through  sueh  agency  or  agencies  as  he  might  determine  ? 
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Mr.  Denman.  That  is  correct. 

Mr.  Hadley.  And  he  did  determine  upon  the  Shipping  Board. 

Mr.  Denman.  Yes;  for  operation. 

Mr.  Hadley.  And  delegated  the  power  to  the  board 

Mr.  Denman.  (interposing) .  Construction  went  to  the  E^mergency 
Fleet  Corporation. 

Mr.  Hadley.  Well,  in  saying  the  board,  the  Emergency  Fleet 
Corporation  is  an  arm  of  the  board ;  although  independent,  it  really 
is  its  own  creator. 

Ml".  Denman.  It  was  at  the  time  of  the  creation;  but  I  believe, 
Mr.  Hadley,  that  the  devolution  of  the  power  from  the  President  to 
the  corporation  passed  entirely  by  and  not  through  the  Shipping 
Board,  and  the  only  way  the  Shipping  Board  became  interested  was 
indirectly,  in  that  the  members  of  the  Shipping  Board  were  mem- 
bers of  the  corporation.  I  think  that  is  tjio  legal  effect  of  the  act 
of  Jime  15,  1917. 

Mr.  Hadley.  At  the  time  the  President  conferred  these  powers 
upon  the  Emergency  Fleet  Corporation  did  he  accompany  that  with 
any  specific  directions,  or  did  he  simply  leave  it  with  the  board  and 
the  Emergency  Fleet  Corporation  to  execute  the  power  in  their  own 
way  without  any  presidential  direction  ? 

Mr.  Denman.  There  was  no  direction  from  the  President  other 
than  as  contained  in  the  order.  But  the  President  had  been  in 
discussion  with  Gen.  Goethals  and  myself  regarding  the  prospect 
for  getting  a  large  quantity  of  vessels.  As  to  the  division  of  author- 
ity, the  order  he  gave  clearly  determined  that. 

Mr.  Hadley.  The  order  itself  passed  the  authority  for  construction 
to  the  Emergency  Fleet  Corporation  ? 

Mr.  Denman.  To  the  Emergency  Fleet  Corporation,  and  for  opera- 
tion to  the  Shipping  Board. 

Mr.  Hadley.  Then  it  developed  in  this  statement  that  this  divi- 
sion of  authority  was  not  one  instituted  by  yourself  but  by  the  Presi- 
dent through  you. 

Mr.  Denman.  Well,  I  submitted  the  draft  of  the  order  to  him. 

Mr.  Hadley.  Yes,  I  appreciate  that;  but  the  President  really 
determined  that  policy. 

Mr.  Denman.  Yes, 

Mr.  Hadley.  And  in  all  that  procedure  afterwards  it  was  the  result 
of  that  policy  of  segregation  of  authority. 

Mr.  Denman.  No;  all  that  proceeding  afterwards  in  my  opiQion^ 
or  not  all  but  a  very  considerable  portion  of  the  difficulty  tnat  oc- 
curred afterwards,  arose  from  not  following  the  President's  order- 
Mr.  Hadley.  Well,  I  meant  to  say  that  the  outstanding  authority 
under  which  presumably  things  would  occur  was  in  pursuance  of  that 
division  of  authority? 

Mr.  Denman.  Yes,  sir. 

Mr.  Hadley.  Whether  it  was  followed  or  not  is  another  matter. 

Mr.  Denman.  Yes,  sir. 

Mr.  Hadley.  Then,  as  far  as  this  committee  is  concerned,  iii  ineas- 
uring  the  regularity  of  what  was  done,  that,  after  all,  has  to  be  meas- 
ured by  the  terms  and  stipulations  of  the  by-laws  and  minuted  of  tbe 
Emergency  Fleet  Corporation,  when  we  are  referring  to  the  ma^nu* 
facturc  of  ships. 

Mr.  Denman.  That  is  correct. 
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Mr.  Hadley.  And  as  to  repairs  and  oj)eration9  we  would  refer  to 
the  minutes  and  proceedings  of  the  Shipping  Board. 

Mr.  Denman.  You  would,  if  it  had  been  followed. 

Mr.  Hadley.  As  to  whether  it  was  followed  after  you  left  the  board 
3"0U  are  not  personally  familiar? 

Mr.  Denman.  Only  by  the  statements  of  the  members  of  the  board. 

Mr.  Hadley.  Under  the  by-laws  of  the  Emergency  Fleet  Cor- 
poration was  this  delegation  of  authority  to  Gen.  Goethals,  to  which 
3'ou  referred  in  the  cany  part  of  your  testimony,  such  authority? 

Mr.  Denman.  Yes. 

Mr.  Hadley.  Was  it  in  the  by-laws  or  in  the  minutes  by  resolution  ? 

Mr.  Denman.  My  recollection  is  that  Gen.  Goethals  was,  or  rather, 
the  position  of  general  manager  was  created  in  the  by-laws  them- 
selves. 

Mr,  Hadley.  And  the  resolution  providing  for  the  selection  of 
Gen.  Goethals  established  the  matter  of  the  board's  action,  in  pur- 
suance of  the  by-laws. 

Mr.  Denman.  Yes. 

Mr.  Hadley.  But  if  I  understand  you,  this  scheme  of  organization, 
after  the  selection  of  Gen.  Goethals,  it  would  not  be  within  your 
province  under  the  by-laws  to  interfere  in  any  way  with  his  manage- 
ment of  the  affairs  of  the  Emergency  Fleet  Corporation. 

Mr.  Denman.  No;  except  that  as  the  general  manager  would  be 
under  the  direction  of  the  board  of  directors,  and  acting  as  president  of 
that  body  the  discussions  of  the  directors  1  would  participate  in.  But 
the  understanding  of  all  of  us  and  everv  one,  from  the  President  him- 
self down,  beginning  when  he  sent  for  Gen.  Goethals  or  wrote  for  him 
to  report  to  us,  was  with  the  understanding  that  he  was  to  have  con- 
trol as  he  had  had  on  the  canal,  for  details  of  construction.  You  will 
recall  that  the  canal  was  designed  by  the  engineers  and  then  carried 
•out  by  Gen.  Goethals,  and  it  was  that  concept  here.  You  can  not 
understand  it  without  picturing  him  in  his  prior  accomplishment. 

Mr.  Hadley.  Such  conception  would  be  specified  in  the  by-laws  of 
the  Emergency  Fleet  Corporation. 

Mr.  Denman.  Yes,  sir.  There  was  an  executive  committee  in  the 
Fleet  Corporation  that  Gen.  Goethals  was  on,  and  that  was  Gen. 
Goethals;  in  fact,  the  executive  committee  was  really  Gen.  Goethals 
himself. 

Mr.  Hadley.  Referring  to  another  feature  of  your  testimony:  You 
classified  the  recognized  forms  of  contract  for  ship  construction,  and  I 
think  you  named  three;  was  that  correct? 

Mr.  Denman.  Four. 

Mr.  Hadley.  The  lump-sum  contract,  the  fixed  sima  plus  a  fixed 
fee,  and  the  contract  plus  percentage,  and  what  was  the  fourth  ? 

Mr.  Denman.  The  liunp  sum  was  variable  as  to  certain  items.  So 
that  if  a  ship  was  to  cost  $1,000,000,  and  the  steel  plate  was  estimated 
at  2i  cents  a  pound,  and  yet  the  plate  actually  cost  3  cents  or  3J 
cents,  the  Emergency  Fleet  Corporation  would  be  compelled  to  absorb 
the  difference  between  2^  cents  named  in  the  contract,  the  tentative 
price,  and  the  3  cents  or  3}  cents  actually  paid  for  the  plate. 

I  do  not  know  whether  I  did  say  on  yesterday  or  not  that  Judge 
Gary,  after  the  controversy  over  the  price  of  steel  plate,  offered  us  all 
we  wanted  at  3  cents  a  pound. 
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Mr.  Hadley.  Am  I  correct  in  understanding  from  your  testimony 
that  the  board  at  no  time  during  your  incumbency  adopted  the  plan 
of  cost  plus  a  percentage  ? 

Mr.  Denman.  That  is  correct. 

Mr.  Hadley.  That  is,  cost  plus  a  percentage  on  the  cost. 

Mr.  Denman.  That  was  not  adopted. 

Mr.  Hadley.  Were  ^ny  contracts  executed  during  your  incum- 
bency that  so  provided  ? 

Mr.  Denman.  My  recollection  is  that  none  was  executed  of  that 
character. 

Mr.  Hadley.  Do  you  recall  the  occasion  when  a  delegation  of  con- 
tractors, or  intending  contractors,  from  the  three  Pacific  Coast  States^ 
came  to  Washington  to  take  up  with  the  board  the  question  of  an 
alleged  discrimination  against  the  Pacific  coast  builders,  wherein  it 
was  claimed  that  an  order  or  an  edict  of  some  kind  had  been  issued  to 
the  effect  that  the  cost  plus  a  percentage  plan  would  be  applied  in  the 
East,  but  not  on  the  Pacific  coast,  and  that  the  lump-sum  contract 
was  to  obtain  out  there,  and  that  only  ?  Do  you  recall  an  occasion 
of  that  kind  arising  while  you  were  on  the  board  ? 

Mr.  Denman.  1  think  I  do.  There  were  many  delegations;  the 
fact  is  that  Washington  was  swamped  with  delegations,  but  I  remem- 
ber a  statement  about  disci imination,  but  whether  it  was  between 
the  two  coasts  or  between  the  coast  and  some  certain  contractors 
in  other  places  I  do  not  recall.  But  as  I  recollect  it  I  told  the  spokes- 
man of  that  group,  or  some  member  of  that  group,  to  take  the  matter 
up  with  Gen.  Goothals,  and  I  think  it  was  adjusted  at  the  time. 

Mr.  Hadley.  T  think  that  is  true,  but  I  was  seeking  to  ascertain 
what  the  fact  was — as  to  whether  that  was  an  actual  order  that  had 
gone  into  effect  or  a  plan  that  was  contemplated  and  abandonetl. 

Mr.  Denman.  I  think  not.  I  know  that  Gen.  Goethals  was  alwavs 
strongly  against  the  idea  of  permitting  a  contractor  to  think  that  he 
could  be  easy  in  construction  and  lax  in  administration,  so  that 
there  would  be  a  building  up  of  costs  which  would  build  up  his  profits. 

Mr.  Hadley.  As  a  matter  of  fact,  that  plan  was  adopted  later  and 
applied  in  the  course  of  ship  construction,  was  it  not  ? 

Mr.  Denman.  I  only  know  that  by  hearsay.  The  general  under- 
standing of  the  street  is  that  there  were  two  or  three  contracts  of 
that  character  let. 

Mr.  Hadley.  Who  determined  the  kind  of  contract  that  should 
be  made  during  your  administration  ? 

Mr.  Denman.  The  Emergency  Fleet  Corporation's  manager.  It 
was  a  part  of  their  functions. 

Mr.  Hadley.  In  the  determination  of  that  was  it  left  entirely  to 
the  general  manager  or  did  the  board  of  directors  and  you  as  presitlent 
of  the  organization  have  a  consulting  status  regarding  the  character 
of  contract  ? 

Mr.  Denman.  No 

Mr.  Hadley  (continuing).  I  do  not  mean  a  specific  or  individual 
contract  but  the  general  policy  imder  which  contracts  were  to  be 
made. 

Mr.  Denman.  I  think  you  will  find  in  the  records  of  the  board  a 
memorandum  or  a  series  of  memoranda  e:Cchanged  between  Gen. 
Goethals  and  myself  rcjgarding  the  method  of  compensating  con- 
tractors.    My  memory  is  not  clear  regarding  that,  out  sometimes 
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there  would  be  a  memorandum  exchanged,  and  sometimes  we  would 
meet  and  discuss  the  matter. 

Mr.  Hadley.  Did  you  have  under  consideration,  among  other 
plans,  the  question  of  cost  plus  a  fixed  percentage  ? 

Mr.  Denman.  Yes.  A  great  many  men  would  say:  We  do  not 
want  to  go  into  the  building  of  ships.  We  have  two  ships  that  w'e 
can  builci^  but  we  do  not  want  to  build  ten  or  twenty,  because  it  is 
rishing  our  capital  under  adverse  conditions.  Some  of  them  were 
very  patriotic  and  were  willing  and  anxious  to  do  all  they  could,  but 
different  men  urged  that  if  they  were  g;oing  to  take  this  risk  they 
ought  to  have  a  corresponding  gain;  that  in  event  they  had  difficulties 
to  arise  in  securing  materials,  at  a  higher  price,  or  difficuhies  in 
looking  around  to  find  labor,  and  more  particularly  administrators, 
because  that  was  where  the  w^eakness  was  in  the  building  of  ships; 
to  get  men  to  take  those  plants  and  lick  them  into  shape,  or  to  get 
drytsmen  and  specialists  that  were  necessary,  they  thought  they 
ought  to  have  something  more.  That  did  not  appeal  to  us.  We 
felt  that  in  war  time  that  if  a  fellow  had  patriotic  energy,  a  fixed  fee 
was  enough  to  pay  him  for  it. 

Mr.  Hadley.  What. in  your  opinion  is  the  difference  between  that 
kind  of  contract  and  one  with  a  fixed  fee,  as  to  probable  cost  ? 

Mr.  Denman.  The  fixed  fee  contract  gave  no  pecuniary  temptation 
to  the  contractor  to  expand  cost.  The  percentage  system  over  the 
entire  cost  of  course  had  a  direct  pecuniary  inducement  in  it  to  permit 
the  men  to  loaf  on  the  job,  make  a  wasteful  use  of  materials,  and 
mcrease  the  cost  of  construction. 

Now,  the  Navy  had  pursued  the  percentage  policy  in  a  very  large 
number  of  these  contracts.  On  the  other  hand,  tiicy  had  a  long- 
developed  group  of  skilled  inspectors  and  administrator,  that  in 
many  cases  practically  took  charge  of  plants  and  kept  them  within 
bounds,  or  attempted  to  do  so— and  when  I  say  ''kept"  of  course 
that  I  do  not  know — but  they  attempted  to  keep  them  within  bounds 
as  to  expansion  of  cost  of  plants  that  might  otherwise  have  been  un- 
limited if  the  contractor  decided  to  make  money  and  nothing  else. 

Mr.  Hadley.  Whereas  in  the  administration  of  the  board  and  the 
Emergency  Fleet  Corporation  you  found  much  difficulty,  did  you  not, 
in  getting  men  of  experience,  or  any  experience  at  all  in  the  require- 
ments of  inspection  and  administration? 

Mr.  Denman.  .\s  a  matter  of  fact,  so  far  as  the  type  was  concerned, 
a  large  percentage  of  them  were  nonexistent.  They  had  to  be  created, 
they  had  to  be  taken  from  other  classes  of  manufacture  and  made 
ship  manufacturers. 

Sir.  Hadley.  There  were  very  few  facilities  for  shipbuilding  at  all 
in  the  shipbuilding  sections  as  they  were  afterwards  developed  ? 

Mr.  Denman.  T^at  is  ti-ue. 

Mr.  Hadley.  On  which  coast  did  the  greater  facilities  exist? 

Mr.  Denman.  At  the  beginning  of  the  war  the  greater  facilities 
existed  on  the  Atlantic  coast.  At  the  height  of  the  construction  the 
Pacific  coast  built,  not  comparatively  but  in  the  gross  more  vessels. 

Mr.  Hadley.  Isn't  it  a  fact  that  the  Pacific  coast  built  more  than 
50  jper  cent  of  the  tonnage  that  was  delivered  during  the  combat 
period  ? 

Mr.  Denman.  It  was  so  announced.  The  climate  there  permits 
construction  in  summer  and  in  winter.     With  climate  such  as  we 
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have  on  the  Pacific  coast  in  the  summer  there  is  no  heat  and  men  are 
not  ducking  in  out  of  the  sun  when  working  on  the  hulls,  and  in  the 
winter  time  there  is  no  intense  cold  so  that  men  are  seeking  to  go  to 
fires  when  riveting. 

Mr.  Hadley.  I>eliveries  began  earlier  on  the  Pacific  coast  than 
on  the  Atlantic,  did  they  not  ? 

Mr.  Denman.  I  do  not  know  about  the  case  of  single  ships,  but  I 
think  the  mass  of  tonnage  began  earlier. 

Mr.  Hadi.ey.  Do  you  Know  why  that  was? 

Mr.  Denman.  You  know  the  shy  attitude  that  we  Pacific  Coasters 
have  about  introducing  the  subject  of  our  climate.  My  impression 
is  that  it  was  due  to  the  superior  activities  of  the  men  wno  came 
within  the  beneficent  range  of  our  climatic  conditions. 

Mr.  Hadley.  I  was  led  to  ask  that  question  by  reason  of  observa- 
tions I  had  made.  I  notice  that  near  the  end  of  November,  1917, 
the  first  steel  ship  was  ready  to  launch  the  next  day  in  Seattle,  naimod 
City  of  Seattle  as  I  recall.  At  Hog  Island  yard,  which  I  visited,  with 
the  Committee  on  Merchant  Marine  and  Fisheries  on  the  23d  of  May, 
1918,  six  months  later,  I  think  there  were  nearlv  50  keels  laid,  but 
only  two  ships  partially  underway  above  the  keels,  as  I  recall. 

Mr.  Denman.  Keel-laying  was  a  great  trick,  you  know.  I  do  not 
use  the  word  ''trick''  offensively;  but  there  was  a  provision  in  the 
contract,  as  I  recall  it,  that  a  certain  amount  of  the  payment  would 
come  on  the  laying  of  the  keel — and  I  am  not  thinking  of  Hog  Island 
now,  particularly — ^but  they  got  those  keels  laid  witli  most  extraor- 
dinary dispatch,  and  then  the  other  materials  would  be  assembled 
and  the  progress  of  the  ship  would  be  more  deliberate.  The  real 
test  of  a  yard  was  the  mass  of  tonnage  delivered  in  a  given  time; 
tons  per  week,  was  the  real  determining  factor  in  regard  to  a  plant's 
output. 

Mr,  Hadley.  The  same  general  condition  existed  largely  upon  the 
Deleware,  at  that  time,  as  I  remember.  That  is,  that  much  progress 
was  being  made  in  the  way  of  preliminary  work,  but  that  very  little 
progress  was  being  made  in  the  way  of  completed  ships.  We  visited 
158  ways. 

Mr.  Denman.  You  will  remember  that  the  figures  that  Gen. 
Goethals  gave  me  as  to  the  cost  of  Hog  Island,  an  outline  of  which  I 
was  seeking  for  the  Congress  in  that  week  before  we  resigned,  showed 
a  total  estimated  cost,  of,  in  the  neighborhood,  $22,000,000.  The 
yard  cost  in  fact,  according  to  the  records  of  the  board,  upward  of 
$60,000,000.  What  happened  between  the  time  of  mv  resignation 
and  the  time  of  your  visit  was  described  in  the  report  I  think  of  the 
Department  of  Justice  as  "an  organized  riot'* — that  was  not  a 
sympathetic  report.  The  project  was  an  enormous  one.  It  did  not 
get  under  way  until  the  ground  began  to  freeze,  and  they  had  to  steam 
the  ground  out  to  get  the  piles  in  in  many  cases;  and  then  it  was  so 
huge  that  the  mass  of  persons  engaged  in  the  work  were  very  difficult 
to  organize  for  eflUcient  operation. 

I  think  a  more  interesting  comparison  would  be  what  individual 
yards  did  in  the  east  as  against  individual  yards  in  the  west  with  a 
similar  start.  And  there  is  no  question  about  the  situation — that 
the  cold  weather  in  the  east,  the  freezing,  not  only  pulled  back  the 
energies  of  the  laborers,  but  it  actually  had  an  effect  on  the  construc- 
tion of  the  ships;  the  variations  of  temperature  arising  in  the  eastern 
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shipyards  between  the  time  of  the  laying  of  the  keel  and  the  finishing 
of  the  vessel,  the  expansion  and  contraction  of  different  portions  of 
the  ship,  making  an  appreciable  addition  to  the  cost,  in  refitting 
rivets  and  readjusting  frames,  beams,  and  plates. 

I  remember  that  the  foreman  of  the  Hanan  &  Wolff  yards  called 
on  me  in  the  month  of  June  and  figured  a  percentage,  which  I  believe 
was  4,  on  the  heat  and  cold  expansion  and  contraction  of  steel 
members,  in  favor  of  construction  in  the  temperate  climate  of  the 
Pacific  coast  against  the  more  difficult  climates  of  countries  like 
Denmark  and  ?^or\vay  and  territories  where  there  is  severe  winter 
frost.  It  was  a  very  interesting  comparison  that  he  had  made,  and 
he  had  worked  it  out  and  was  going  Dack  to  Lord  Pirrie's  company 
with  certain  recommendations  to  establish  British  yards  on  the 
Pacific  coast  of  the  United  States. 

Mr.  Hadley.  Did  you  have  under  consideration  the  building  of 
concrete  ships  during  your  administration  i 

Mr.  Denman.  The  first  discussion  of  concrete  ships  came  up  in  my 
time.  It  was  first  looked  on  as  a  joko,  and  then  more  and  more 
definite  plans  developed,  and  it  had  received  serious  discussion  when 
we  left. 

Mr.  Hadley.  Were  you  favorably  disposed  toward  the  constnic- 
tion  of  ships  of  concrete  ? 

Mr.  Denmax.  I  shoidd  have  tried  it,  because  in  doing  that  you 
disturb  practically  no  steel  vessels — in  both  wood  and  concrete — 
papior-mach6  and  tin,  too,  as  far  as  that  is  concerned,  if  a  good 
scientific  prognosis  were  made  and  it  would  not  interfere  with  steel, 
I  think  we  would  have  tried  it  out,  provided  it  did  not  require  too 
large  an  original  expenditure.  The  original  experiment  with  con- 
crete was  comparatively  small  in  cost. 

Mr.  IIai>ley.  Had  the  Fa'dh  been  constructed  ? 

Mr.  Dexman.  No;  I  think  the  F'aith  was  launched  in  the  spring 
of  1918,  while  I  was  in  Washington.     I  may  be  wrong  about  that. 

Mr.  Hadley.  So  if  you  had  proceeded  it  would  have  been  purely 
upon  an  experimental  basis,  without  any  practical  knowledge  of  the 
practicability  of  concrete  ships  i 

Mr.  Dexmax.  No;  I  think  there  had  been  some  little  building  of 
concrete  ships  at  the  time — perhaps  a  concrete  barge  or  two  on  the 
ilississippi  Kiver. 

Mr.  Hadley.  But  there  has  been  no  ocean-going  freighter  in 
sers'ice  ( 

Mr.  Dexmax.  Xo.  I  understand  that  there  are  now  two  concrete 
oil  tankei^  on  the  Gulf  that  are  rendering  admirable  service.  There 
was  a  Ycry  serious  question  as  to  whether  they  would  carry  oil, 
whether  the  oil  \\ould  not  disintegrate  the  concrete  or  the  bond  of 
concrete  and  steel.     IJut  it  seems  to  be  all  right. 

Mr.  Hadley.  That  is  all. 

The  CiiAiRMAX.  Mr.  Connallv,  do  vou  want  to  ask  any  further 
questions  ( 

Mr.  CoxxALLY.  I  want  to  ask  Mr.  Denman  one  or  two  questions 
along  the  line  that  Mr.  Steele  asked  him  a  while  ago,  as  to  whether 
he  was  tostif\ing  along  the  line  of  general  knowledge  rather  than 
fir<t-lian(l  information  < 

Mr.  Denman,  you  said  on  yesterday  that  Mr.  Rosseter's  time, 
after  he  reached  Washington,  was  spent  in  straightening  out  matters 


3272  SHIPPIK^G  BOARD  OPERATIONS. 

of  accounting  rather  than  in  operation.  As  a  matter  of  fact,  that 
was  subsequent  to  your  direct  connection  with  the  board? 

Mr.  Denman.  Yes;  and  in  regard  to  that  statement  I  did  not  mean 
to  say  that  his  entire  time  was  so  taken  up.  I  say  that  his  con- 
structive energies  were  hampered  by  the  difficulties  of  accounting 
and  the  establishment  of  managerial  control  over  those  agencies. 

Mr.  CoNNALLY.  The  point  I  want  to  direct  your  attention  to  is, 
whatever  information  you  have  on  that  is  second  hand  information, 
is  merely  hearsay  ?  You  weTe  not  here  and  were  not  connected  with 
the  Shipping  Board  then  ? 

Mr.  Denman.  I  was  neither  here  all  of  them  nor  connected  with 
the  Shipping  Board.  All  information  I  have  given  you  concerning 
what  other  people  did  in  my  own  time  or  any  other  time  is  what 
they  told  me  and  what  I  saw  in  the  reports,  as  is  the  case  of  all  the 
information  in  practically  all  of  the  testimony  here  along  that  line, 
I  assume.  There  is  no  man  who  can  come  to  you  and  testify  as  to 
policy  who  is  not  obliged  to  take  the  whole  field  as  it  lies  and  clepcnd 
on  reports  of  other  officers  as  to  some  of  it. 

Mr.  CoNNALLY.  The  point  is  that  you  were  in  San  Francisco  the 
most  of  the  time  and  A^Ir.  Rosseter  was  here  in  Wasliington.  and 
what  you  know  of  the  actual  doings  of  Mr.  Rosseter  were  not  gained 
by  yourself. 

Mr.  Denman.  I  was  not  in  the  Shipping  Board  side  with  him,  no, 
sir.  But  I  do  know  that  energetic  and  powerful  men  have  onlv  so 
much  energy  to  go  on,  that  there  is  a  limit  to  the  best  of  them,  'fhey 
function  to  a  certain  point  and  quit. 

Mr.  CoNNALLY.  Certainly. 

Mr.  Denman.  And  if  a  man  has  got  to  spend  his  time  correcting 
past  mistakes,  as  quite  likely,  they  had  to  correct  those  of  my  ad- 
ministration, there  is  a  limit  to  the  other  things  ho  can  do. 

Mr.  CoNNALLY.  There  is  no  controversy  about  that,  but  I  just 
want  to  get  the  weight  to  be  attached  to  your  testimony  by  getting 
the  source  of  your  information.  You  also  made  some  statements 
about  if  we  could  get  the  President  to  consent  to  open  up  the  question, 
of  secret  conferences,  etc.,  we  might  secure  the  reason  lor  your  being 
reauested  to  resign. 

ilr.  Denman.  I  said  the  influences  which  led  up  to  it. 

Mr.  CoNNALLY.  You  received  a  letter  from  the  President  wliich 
caused  your  resignation,  did  you  not  ? 

Mr.  Denman.  Yes;  and  that  was  published. 

Mr.  CoNNALLY.  And  that  was  what  you  acted  on? 

Mr.  Denman.  Yes,  sir. 

Mr.  Conn  ALLY.  You  accepted  that  as  the  cause  of  your  resignation  ? 

Mr.  Denman.  No. 

Mr.  CoNNALLY.  You  accepted  that  as  an  expression  of  the  reason 
why  you  resigned ;  as  the  expression  of  the  reason  ? 

Mr.  Denman.  An  expression. 

Mr.  CoNNALLY.  Then  you  think  there  were  other  and  secret  influ- 
ences that  were  not  expressed  in  that  letter  ? 

Mr.  Denman.  In  the  creation  of  the  opinion  of  an  administration 
that  the  public  and  individuals  have,  there  is  an  accumulation  of 
impulses  and  impressions.  I  presume  I  have  gathered  about  as 
complete  an  aggregation  of  diverse  influences  as  an  administrator 
could.     I  wanted  to  open  the  St.  Lawrence  Channel  before  we  got  into 
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the  war  and  certain  railroad  men  and  Now  Yorkers  did  not  like  it.  I 
wanted  lower  freights  and  certain  shipping  men  did  not  like  it. 
Lower  steel  made  enemies,  as  did  Diesels,  the  St.  Lawrence,  etc. 

Mr.  CoxNALLY  (interposing).  Let  us  not  get  off  onto  the  St.  Law- 
rence.    That  is  a  little  fax  away  from  this  committee. 

Mr.  Denman.  If  we  are  to  judge  the  act  of  the  dismissal  of  an 
administrator  we  have  to  take  into  consideration  his  public  availa- 
bility and,  if  he  is  right  or  not,  whether  he  has  ceased  to  be  useful; 
because  with  an  accumulation  of  adverse  comment  on  him  you  might 
be  jugtified  in  removing  him,  although  you  would  resolve  each  one  of 
the  controversies  in  his  favor. 

Mr.  CoNNALLY.  Certainly.  And  you  will  recall  that  I  asked  you 
the  other  day  if  you  and  Gen.  Goethals  both  simultaneously  resigned, 
and  if  naturally  m  that  case  the  question  would  not  arise  if  it  was  not 
a  matter  between  you.  But  you  did  not  accept  the  statement  in 
the  letter  of  the  President  as  being  the  reason ;  you  think  there  was 
something  behind  it  ? 

Mr.  Denman.  I  would  like  to  make  a  statement  in  regard  to  that. 

Mr.  CoNNALLY.  I  ask  you  whether  you  did  accept  it  or  not. 

Mr.  Denman.  My  impression  is  that  the  President  had  received 
innumerable  complaints  about  the  different  matters  as  to  which  I  had 
disagreements  of  policy;  like  the  St.  Lawrence  matter,  as  to  which 
the  railroad  men  were  not  pleased;  and  with  the  accumulation  of 
those  things  in  his  mind,  including  this  matter  I  referred  to  this  morn- 
ing, it  led  him  to  believe  I  was  not  available. 

Mr.  CoNNALLY.  It  was  all  a  myth  about  the  difference  of  opinion 
between  you  and  Gen.  Goethals  on  the  policy  of  the  board? 

Mr.  Denman.  On  wooden  ships;  yes,  sir. 

Mr.  CoNNALLY.  What  was  the  difference  between  you  and  Gen. 
Goethals  1 

Mr.  Denman.  We  are  entirely  agreed  on  the  Diesels. 

Mr.  CoNNALLY.  I  did  not  asK  you  about  Diesels.  I  am  satisfied 
you  convinced  him  about  Diesels.  But  what  was  the  difi'erence 
between  you  and  Gen.  Goethals  which,  perhaps,  resulted  in  the  resig- 
nation oi  both  of  vou? 

Mr.  Denman.  I  think  the  thing  that  focused  public  attention  at 
that  time  was  Hog  Island. 

Mr.  CoNNALLY.  In  what  respect  ?-  Wore  you  in  favor  of  Ilog  Island 
and  he  against  it,  or  you  against  it  and  he  for  it  ? 

Mr.  Denman.  Both  of  us  were  strongly  in  favor  of  building  a 
fabricatitig  steel  plant. 

Mr.  CoNNALLY.  There  was  no  point  of  difference  between  you 
there. 

Mr.  Denman.  No.  I  was  in  favor  of  having  a  very  full  and 
complete  statement  of  the  anticipated  cost,  and  very  careful  planning 
as  to  the  anticipated  project,  before  we  got  into  it.  Gen.  Goethals's 
idea,  apparently,  was  to  take  the  services  of  this  group  of  men  in 
New  York  that  had  prepared  for  him  an  outline  of  cost  and  develop 
the  project  as  he  went  along.  And  we  w^ere  discussing  that  matter 
between  us,  and  I  think  the  general — although  it  is  not  for  me  to 
explain  what  was  in  his  mind,  but  my  impression  was  that  Gen. 
Goethals  thought  that  this  was  the  beginning  of  a  series  of  invasions 
on  his  administration  that  would  hamper  his  activities.  And  if  it 
had  been  he  was  right  in  resenting  it,  because  he  should  have  been  in 
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charge  of  the  job  and  we  should  not  have  interfered.  Now,  it  was 
not  our  intention  to  do  that.  That  was  pending,  and  while  it  was 
pending  the  papers  were  filled,  from  one  end  of  the  country  to  the 
other,  with  articles  about  'Hhe  dispute  between  Gen.  Goetnals  and 
Mr.  Denman;  and  Mr.  Denman  desiring  to  build  wooden  ships  and 
Gen.  Goethals  desiring  to  build  steel  ships,  and  wood  being  the 
character  of  Mr.  Denman's  head  and  steel  being  the  character  of 
Gen.  Goethal's  resolution."  That  was  the  picture  in  the  press  at  \ 
the  time. 

Mr.  CoNNALLY.  Yes ;  we  recall  it.     Now,  how  far  did  this  difference 
between  you  and  Gen.  Goethals  proceed  ?    You  wanted  an  estimate       * 
of  cost  and  such  an  estimate  was  made  out,  wasn't  it?    And  didn't 
you  refer  to  it  in  your  testimony  as  $22,000,000  ? 

Mr.  Denman.  Yes;  and  it  reached  me  on  the  day  or  the  day  before 
we  resigned. 

Mr.  CoNNALLY.  The  estimate  ? 

Mr.  Denman.  Yes. 

Mr,  CoNNALLY.  So  then  there  was  no  trouble  about  that,  because 
you  had  your  way  about  that  ?  Gen.  Greothak  did  not  object  to  this, 
did  he  ?  I  just  want  to  press  this  controversy  matter  enough  io  see 
how  it  eventuated. 

Mr.  Denman.  Tiiat  was  all.  I  never  had  any  feelings  that  the 
Hog  Island  dispute  would  not  bo  resolved  and  resolved  amicably; 
that  all  the  alleged  differences,  if  there  was  a  difference  in  the  general's 
mind  as  between  us,  would  not  be  resolved.  I  have  dealt  with  a  great  ^ 
many  men,  not  as  great  as  Gen.  Goethals  but  of  commanding  power, 
and  have  had  no  difficulty  in  contact  of  that  kind. 

Mr.  CoNNALLY.  Well,  really  it  never  came  to  a  controversv  at 
all  ?  It  was  only  a  difference  of  opinion,  which  did  not  result  in 
hurting  your  feelmgs,  did  it  ? 

Mr.  Denman.  Gen.  Goethals  was  very  determined  that  wc  should 
not  invade  his  power  of  administration.  Now,  there  were  persons 
who  Titilized  those  reports  of  differences,  who,  I  am  told,  appealed  to 
the  Council  of  National  Defense,  and  quite  likely  appealed  to  the 
President,  though  I  do  not  know  that,  to  get  rid  of  us,  so  there  would 
be  no  Diesels  and  no  Mr.  Denman  and  no  Gen.  Goethals,  and  a  new 
crowd  would  come  in,  and  with  their  inexperience  things  would  drift 
along  until  they  got  experience.  *• 

Mr.  Steele.  So  they  were  really  after  the  Diesels?  That  is  the 
animal  they  were  chasing?  ^ 

Mr.  Denmax.  No;  I  think  that  was  only  one  of  the  good  many        ^ 
things.     My  policies  on  steel  prices,  lower  freight  rates,   the  St. 
Lawrence,    the  control  of  neutrals,   the  abolition  of  the  fugitive 
sailor  law  and  many  other  matters. 

Mr.  CoNNALLY.  1  believe  that  is  all. 

Mr.  Steele.  One  or  two  matters  occurred  to  me  during  Mr.  Had- 
ley's  examination.  Was  the  Hog  Island  site  determined  upon  dur- 
ing your  administration,  Mr.  Denman  ? 

Mr.  Denmax.  Yes. 

Mr.  Steele.  Was  the  site  selected  bv  Gen.  Goethals? 

Mr.  Denmax.  It  was. 

Mr.  Steele.  When  was  construction  commenced  upon  Hog 
II  and,  do  you  recall  ? 

Mr.  Denmax.  I  think  Admiral  Capps  waited  for  several  weeks.  ^ 
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Mr.  Steele.  Do  you  recall  that  it  was  about  September  when 
actual  work  was  commenced  ? 

Mr.  Denman.  Well,  that  would  be  a  month  or  a  little  over  a 
month. 

Mr.  Steele.  It  required  a  great  deal  of  development  work  before 
he  commenced  construction  of  the  ways  at  Hog  island,  did  it  not? 

Mr.  Denman.  It  was  a  marsh,  covered  by  the  tide  at  certain 
periods,  and  with  a  considerable  amount  of  high  land  behind  it, 
and  preliminary  work  of  piling  and  draining  and  general  marsh 
reclamation  of  course  had  to  be  performed. 

Mr.  Steele.  So  that  the  actual  construction  of  ways  did  not 
commence  until  pretty  late  in  the  winter  ? 

Mr.  Denman.  I  thmk  so.  I  think  the  actual  construction'  of 
ways,  of  piling,  was  right  in  the  midst  of  frost. 

Mr.  Steele.  You  have  referred  to  the  difference  in  climatic  con- 
ditions between  the  Pacific  coast  and  the  Atlantic  coast.  Do  you 
recall  that  that  winter  in  particular  was  one  of  the  severest  known 
along  the  Atlantic  coast  ? 

Mr.  Denman.  It  was.  I  think  administrators  had  about  as  great 
difficulties  to  overcome  as  could  have  been  overcome.  The  rail- 
roads as  you  recall  were  themselves  perilouslv  retarded  in  operation 
and  could  not  get  materials  to  the  yard.  The  organized  riot  that 
they  spoke  of  was  partially  organized  bv  nature. 

Mr.  Steele.  And  it  led  to  great  difficulty  in  performance  by  labor 
and  in  getting  work  done. 

Mr.  Denman.  And  housing,  too. 

Mr.  Steele.  That  applied  to  all  shipbuilding  plants  along  the 
Delaware  River  at  tliat  time,  didn't  it? 

Mr.  Denman.  It  must  have. 

Mr.  Steele.  And  of  course  that  interfered  very  materially  with 
the  speed  at  which  ships  could  be  constructed  at  that  point. 

Mr.  Denman.  Yes. 

Mr.  Steele.  You  referred  this  mommg  to  your  conference  with 
the  British  representatives.  Were  there  any  other  persons  present 
at  that  conference  outside  of  those  you  mentioned  ? 

Mr.  Denman.  There  was  onlv  one  conference  in  which  all  those 
persons  were  present.  Afterwards  they  broke  up  into  subordinate 
committees,  and,  say,  we  dealt  with  them  from  time  to  time.  We 
would  have  an  appointment  with  Sir  Richard  at  such  aiid  such  a 
time  and  with  Mr.  Caiuiap  Guthrie,  one  of  their  assistants,  at  another 
time 

Mr.  Steele  (interposing).  Were  any  congressional  representatives 
present  at  that  time  ? 

Mr.  Denman.  No ;  and  a  ver>'  interesting  thmg  about  that  paper  I 
presented  this  morning  was  that  it  was  prepared  and  handed  me  by 
the  State  Department  without  our  collaborating  in  its  preparation, 
although  it  outlined  the  activities  we  were  to  engage  m  as  conferees. 

Mr.  Steele.  Well,  did  you  hold  conferences  with  congn^ssional 
representatives  with  reference  to  the  policies  of  the  Shi]>ping  Board  ? 

jflr.  Denman.  Yes;  particularly  with  the  Senator  from  your  State. 
I  presume  that  I  received  as  much  assistance  from  Senator  Knox  as 
from  anybody  here  in  the  Congress.  I  had  much  advice  from  him 
on  international  questions  I  have  spoken  of,  and  there  were  others. 
It  would  be  difficidt  to  have  an  mteniational  conference  with  these 
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congressional  gentlemen  and  the  British  commissioners,  because  we 
woind  slide  oft  into  technical  questions  very  quickly. 

Mr.  Steele.  The  bell  is  ringing  for  a  vote  in  the  House,  and  I  have 
only  one  question  or  two  in  addition.  On  yesterday  you  stated  that 
the  great  difficulty  with  a  merchant  marine  policy  on  the  part  of  the 
Government  would  be  the  supplying  of  shipping^  brains.  What  did 
you  do  to  meet  that  difficulty  ? 

Mr.  Denman.  I  meant  the  percentage  of  able  shipping  men  to 
the  whole  population.  Our  competitor's  is  very  much  larger.  I  am 
very  glad  you  asked  me  that,  because  I  saw  the  report  in  the  papers 
that  took  a  part  of  my  statement  but  not  the  whole  of  it.  Our  ship- 
ping men  have  ability  and  brains,  but  there  are  not  many  of  them. 
Commerce  on  the  sea  is  as  important,  if  not  more  important,  at  the 
delivery  end  than  at  its  initial  end.  It  is  your  agent  abroad,  your 
house  and  its  connections,  that  very  largely  determine  your  foreign 
commerce,  or  should,  because  the  American  method  has  been  what 
the  shipping  men  call  f.  o.  b.  ship  sellmg  on  this  side  and  let  the 
other  fellow  do  the  distributmg.  Now,  we  have  been  behind  other 
nations  in  developing  our  foreign  agencies.  One  of  the  instrumen- 
talities of  holdmg  trade,  to  the  foreigner  and  our  competitors,  is 
through  their  ships.  Knowledge  is  gained  of  the  foreign  business  of 
the  United  States  by  studying  manifests  and  shipping  dociunents  on 
these  competition  ships,  all  of  which  can  be  gathered  together  and 
brought  to  a  central  mtelligence  and  given  to  the  merchants  of  these 
other  nations. 

Now,  in  the  years  preceding  the  war  we  had  a  few  American 
shipping  companies,  and  had  not  developed  our  American  foreign 
agencies.  In  consequence,  our  competitor's  agents,  the  adminis- 
trators in  America  for  foreign  lines  and  houses,  constitute  the  bulk 
of  what  I  call  ship  brains  in  this  country.  The  men  who  knew  the 
trade  and  the  carriage  end  of  it  were  largely  foreigners.  In  that 
personnel  we.  Americans  have  been  lamentably  short  as  compared 
to  our  competitors  in  ocean  carriage  and  ocean  commerce.  In  so 
far  as  the  stimulation  of  the  number  of  persons  engaged  in  trans- 
portations, of  iVmericans,  increases  the  number  of  persons  that  have 
that  capacity  we  are  adding  to  our  national  assets  in  international 
commerce  and  international  transportation.  That  is  what  I  had 
in  mind. 

Mr.  Steele.  That,  of  course,  is  a  matter  of  experience  and 
education  ? 

Mr.  Denman.  It  must  be. 

Mr.  Steele.  And  that  is  a  matter  of  slow  development,  isn't  it? 

Mr.  Denman.  Ordinarily.  But  Germany,  you  will  recall,  adopted 
an  intensive  process  for  developing  that.  Just  as  they  concen- 
trated on  their  military  affairs,  they  concentrated  on  that,  and  by 
a  system  of  foreign  financing  and  other  help  they  forged  ahead 
verv^  fast.  German  competition  in  the  commerce  of  the  world — - 
which  they  claim  was  the  cause  of  the  war — ^was  a  national  project; 
the  Government,  the  great  banking  syndicates,  the  shipping  syndi- 
cates, the  system  of  German  cartel,  all  flowed  out  of  a  centralized 
governmental  policy.  A  man  in  Germany  could  start  the  manu- 
facture of  a  certain  article  under  government  aid  in  an  interior 
German  city  and  receive  governmental  cooperation  in  railway  and 
ship  transportation  clear  up  to  the  financing  of  the  sale  in,  say, 
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Buenos  Aires.  You  say  it  is  a  process  of  long  growth,  but  they 
developed  it  very  rapidly,  so  rapidly  that  it  disturbed  the  interna- 
tional Dalance  of  trade  and,  as  they  say,  was  the  cause  of  the  war. 

Mr.  Steele.  When  you  say  rapidly,  within  what  time  did  the 
Germans  develop  it  ? 

Mr.  Denman.  I  think  the  period  of  its  greatest  development  was 
the  last  few  years  prior  to  the  war. 

Mr.  Steele.  One  of  the  criticisms  of  the  operations  of  the  Ship- 
ping Board  was  that  frequently  ships  with  full  cargo  on  the  trips 
abroad  returned  without  any.  Is  that  due  to  the  condition  you 
mention  ? 

Mr.  Denman.  I  think  in  part  it  is  attributable  to  that.  But  I 
imderstand  in  some  cases  ship  operators,  operating  ships  for  the 
Government,  were  men  who  were  operating  their  own  ships  and 
Government  ships  side  by  side.  Naturally  they  had  their  stock- 
holders pressing  on  them,  and  there  may  have  been  some  influence 
of  that  kind  that  caused  them  to  fill  the  holds  of  private  ships  more 
nearly  full  than  in  the  case  of  Government-owned  ships.  But  I 
thint  in  the  main  it  is  our  weakness  in  the  foreign  fields  that  causes 
this  condition. 

I  was  speaking  of  Mr.  Schwerin  on  yesterday.  I  was  familiar 
with  the  strain  that  Mr.  Schwerin  was  mider  for  years  in  maintain- 
ing the  Asiatic  coast  offices  of  the  Pacific  Mail  Steamship  Co.  Mr. 
Schwerin  was  in  bad  with  Congress;  some  did  not  like  him  here; 
but  so  far  as  the  international  conflict  on  the  seas  was  concerned 
he  was  one  of  the  strongest  men  the  United  States  had.  He  strove 
with  great  zeal  and  great  energy  to  maintain  what  I  call  the  out- 

Josts  of  our  trade,  and  was  in  bitter  competition  there  with  the 
apanese,  the  English,  and  the  Germans.    "Rosseter  has  continued  it. 

Mr.  Steele.  In  your  judgment,  if  our  marine  policy  is  to  be  made 
a  success  something  of  that  kind  must  be  done  ? 

Mr.  Denman.  Shipping  must  go  hand  in  hand  with  business,  and 
the  Government  must  help. 

The  Chairman.  Just  a  couple  of  questions  that  I  think  you  can 
answer  yes  or  no,  as  the  bell  has  rung  a  second  time.  Did  vou  receive 
any  compensation  from  the  Government  or  anybody  else  for  the 
performance  of  those  extraneous  duties  which  were  committed  to 
you  ? 

Mr.  Denman.  Oh,  no,  sir, 

Tlie  Chairman.  Those  various  conferences  which  you  held  with 
shipbuilders  and  ship  operators  at  that  time,  during  your  administra- 
tion, were  they  not  practically  unanimous  in  opposition  to  the  wooden- 
ship  construction  program  that  you  were  undertaking  i 

Mr.  Denman.  On,  no.  On  the  contrary.  Gen.  Goethals  and  mv 
wooden-ship  program  was  very  highly  and  very  generally  indorsed. 
For  instance,  Mr.  Corey,  the  steel  manufacturer,  wrote  a  letter 

The  CiiAiRNL\N  (interposing).  No;  by  those  shij)  builders  and  opera- 
tors that  made  up  the  advisory  board  with  whom  you  consulted  and 
you  spoke  of  on  yesterday;  were  they  not  })ractically  unanimous 
against  the  wooden-ship  program  ? 

Mr.  Denman.  Practically  every  man  who  knew  anything  about 
the  use 

Tlie  Chairman  (interposing).  No;  I  mean  this 


Mr.  Denman  (continuing).  I  must  include  them  in  my  answer,  Mr, 
Chairman — ^was  opposed  to  building  wooden  ships  except  for  the 
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emergency.     Now,  as  to  the  men  you  are  speaking  of,  the  question 
came  up  to  them  in  the  year  1918,  after  the  big  push  back 

The  Chairman  (interposing).  No;  I  am  asking  you  this:  You  said 
you  had  an  advisory  committee  that  you  consulted  with  while  you 
were  chairman  of  the  board,  and  that  you  discussed  various  questions 
with  them.  I  am  inquiring  if  those  men  en  that  committee  were  not 
advising  you  against  tlie  building  of  wooden  ships  or  of  undertaking  it  ? 

Mr.  Denman.  Yes,  all;  except  for  the  emergency. 
'   The  Chairman.  They  were  in  favor  of  it  for  the  emergency,  you 
mean? 

Mr.  Denman.  Some  were,  and  some  not  even  that.  Some  of  them 
did  not  know  anything  about  wooden  ships.  I  probablv  \  new  more 
about  pine  and  fir  wooden-ship  construction  than  any  of  them.  The 
ship  control  committee  of  which  Mr.  Franklin  was  chairman  advised 
Mr.  Schwab  to  continue  the  project  in  April,  1918. 

The  Chairman.  In  your  organization,  either  in  the  Shipping  Board 
or  the  Fleet  Corporation,  outside  of  Gen.  Goethals,  did  you  have  any 
man,  in  any  subordinate  position,  who  had  had  practical  experience 
in  either  wood  or  steel  shipbuilding  ? 

Mr.  Den^lan.  Well,  on  the  Pacific  coast  I  procured  the  appoint- 
ment of  Capt.  Pillsbury,  who  was  familiar  with  both  types  of  construc- 
tion. The  fact  is  I  may  say  for  my  own  personnel,  tliose  men  stuck 
throughout  the  war. 

The  Chairman.  Anybody  else  ? 

Mr.  Denman.  Who  he  cliose  as  his  wooden-ship  administrators  i 
do  not  recall. 

The  Chairman.  No;  I  mean  anvbodv  vou  selected.  Did  vou 
select  any  practical  man  outside  of  Capt.  Pillsbury? 

Mr.  Denman.  I  asked  Mr.  Hough  to  come  from  the  coast. 

The  Chairman.  Did  you  select  Commander  Ferris? 

Mr.  Denman.  No;  I  had  nothing  to  do  with  that.  He  was  a  steel 
man. 

The  Chairman.  Well,  I  am  talking  about  steel  or  wood  ships* 
Did  you  personally  select  for  any  subordinate  position,  in  the  Fleet 
Corporation  or  in  the  Shipping  Board,  any  person  who  had  had 
practical  experience  in  tne  construction  of  wood  or  steel  ships ^ 
outside  of  Capt.  Pillsburv  i 

Mr.  Denman.  Capt.  Pillsbury  had  charge  of  the  Pacific  coast  work. 

The  Chairman.  Anybody  elso? 

Mr.  Dexman.  Nobody  el^ie  was  selected  by  me. 

The  Chairman.  I  think  that  is  all,  Mr.  Dennian.  And  the  com- 
mittee will  adjourn  and  resume  after  the  Cliristmas  holidays,  at 
wliich  time  we  expect  to  call  some  of  the  present  oflScials  of  the 
Shipping  Board. 

fTlioreupon,  at  12  o'clock  and  20  minutes  p.  m.,  the  committee 
adjourned  to  meet  on  the  call  of  the  chairman  after  the  holida3's.) 


X 


